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COLLECTIVE BARGAINING AND THE COMMON 
INTEREST 


By. EDWIN G. Nourse 


Three years ago, Professor Viner addressed this association on “The 
Short View and the Long in Economic Policy.’? With a levity quite 
shocking in a presidential address, he epitomized his own message in 
the aphorism, ‘““There’s life in the old dogmas yet.” The following 
year Professor Mills, speaking under the title “Economics in a Time 
of Change,” toyed with the idea that we might teach the old dogmas 
some new tricks. . 

The canine pun which Professor Viner perpetrated and I have 
extended turns my mind back to a story about a dog that appeared 
among the last of Mark Twain’s writings. It began: “My mother was 
a Collie, my father.was a St. Bernard, but I am a Presbyterian.” 
Observation leads me to conclude that economists by and large, in 
spite of our mixed ancestry, are Presbyterians at heart. For the 
Presbyterians lean toward traditional forms, ritualistic services, rigid 
creeds, and doctrines of predestination and determinism. 

The ancient dogmas for which Professor Viner made a plea are 
essentially the benchmarks or the boundary posts of the economics of 
the free market. And it was from “the free market as the battle-ground 
of competitive forces” that Professor Mills began his inquiry as to 
the course of economics in a time of change. The change which he 
envisaged was largely in the nature of newer and, he hoped, more 
adequate definitions of values in some fundamental and objective 
sense which might guide the determination of pecuniary values in the 
commercial market. Many among the ranks of both economists and 
laymen have given up hope of attaining such a scheme of values. 
through the institutions of private business. Fascist and other totali- 
tarian regimes in various countries abroad propose to end the struggle - 
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by the short-cut method of authoritarian determinations. At home, 
an essentially similar proposal appears on: the agenda of our own 
more outright economic planners. 

The grand objective of general welfare which plan economy sets up 
must commend itself to all good men. But not all good economists 
accept the proposed methods of government-directed activity and gov- 
ernment-regulated prices as the only or even the surest way of reaching 
these goals. Some of us see reasons for believing that these age-old 
aspirations of humankind may yet be brought to scientifically more 
tenable and socially more tolerable expression in the institutions of 
the private market, revamped in the light of our growing knowledge. 

With a wary eye over my shoulder at Professor Viner brandishing 
his closing warning against those who put “old poisons in new bottles,” 
I wish to consider the possibility of reconciling the two ideas, sub- 
limated objective value on the one side, and the processes of the free 
market on the other. The context in which I wish to discuss this issue 
is that provided by Professor Slichter’s presidential address of last 
year,‘ namely, the possibility of sustained peacetime prosperity after the 
war rather than a repetition of the deep “depression and disappointing 
recovery” that followed the First World War. I am happy also to 
fall in step with him by making my approach in terms of “policies and 
institutions” as factors in the problem, which are at once significant 
for the outcome and amenable to control, or at least effective modifi- 
cation, by ourselves. 

I recognize that this personalized, not to say chatty, style for a 
presidential address is not quite within the austere tradition of our 
Association. But since an innovation as to the time and place of pre- 
senting this address was thrust upon us, I see no reason why we should 
not venture an innovation modifying also the character of the offering. 
May not something be said for regarding the remarks of the presidents 
of the Association in successive years as intellectual link-relatives 
rather than as discrete literary phenomena? 


I 


Economists of my generation were brought up in the tradition of 
the “price-organized society” er “exchange coöperation,” in a pre- 
ponderantly Jatssez-faire setting. We have lived—I trust not beyond 
our time—to experience the realities of a society whose economic life 
is by no means ordered by mere behavioristic responses to free-running 
market influences. Perhaps our economic system today cannot be re- 
garded as predominantly characterized by determinations even nomi- 
nally based on free market prices. Not only may the government, 
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through many of its agencies, set or significantly modify a rate or 
price; large industrial or mercantile corporations, banker affiliations, 
codperative associations, labor unions may also inject similar fixations 
of exchange ratios into the stream of economic life, leaving the affected 
parties to adjust their operations to the resultant situations as best they 
may. Or these administrative agencies—public or private—may decide 
autocratically to turn whole blocks of given resources into the stream 
of production or trade at specific places or to withold them. In this 
event, the price system must absorb the impact of these centralized 
determinations of volume as best it can. 

When the irresistible force of these operational determinations 
meets the immovable body of price interrelationship, or when the 
irresistible force of these mandated prices encounters the immovable 
body of operative reality, an economic impasse of some degree develops 
unless by rare good fortune or even rarer wisdom the controlled mag- 
nitude has been set in mutually consistent relationship to the uncon- 
trolled magnitudes. When local tangles arising from such causes cumu- 
late into a general log jam of business, we have, in Hansen’s phrase, 
“stagnation” or, in Slichter’s phrase, “disappointing recovery.” All of 
us have lively recollection of the clinical manifestations of this phe- 
nomenon during the thirties and many of us have a lively apprehension 
of further and perhaps still more disastrous manifestations in the later 
forties and the fifties in spite of the panacea of public spending‘ that 
Dr. Hansen prescribes, 

It may in‘this connection be replied that men have in their economic 
life always been making positive and simultaneous price and operative 
decisions or choices, which interacted upon each other to produce the 
eternal flow of self-adjusting business life. This life had its ups and 
downs, of course, but it had also a dependable trend toward partial 
equilibria and general equilibrium. To use Edgeworth’s phrase, quoted 
by Mills, there were ripples and “viscous waves” upon the surface of 
“a sluggish sea.” One could add that disturbances might become violent 
enough to bring disaster to any individual mariner or even at times to 
many of the craft within a particular area. But the duration and char- 
acter of these phenomena were sige limited by the fluid or “viscous” 
character of the medium. 

There are, however, polar regions at the sea, where temperatures 
are low ‘enough to freeze even salt water. There we encounter phe- 
nomena to which the physical laws of fluids do not apply. No more is 
the economics of individualism adequate to the problems of large and 
rigid business groups and government participation in business. I think 
it not fantastic to suggest that the economic phenomena of corporate, 
union, and government price administration and Jarge-scale decision of 
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action or of obstruction (including financial controls) move us from 
the phenomena of the endlessly tossing but perpetually leveling ocean 
to the phenomena of the towering icepack and the abysmal crevasse. 

Confronted by the problems of such a business world, we economists 
have ranged ourselves in two schools of thought. One school would 
apply dynamite to the ice jam or even hope to melt the separate blocks 
back to their pristine fluidity. The other would accept crystallization as. 
an accomplished fact decreed by Nature; they would seek by skillful 
engineering and with architectural vision to shape and build. those 
blocks—of varying sizes—into a stable and serviceable structure of 
business. 

It is toward the latter of these groups that my own economic studies 
have led me. Economists of today and tomorrow might well abate their 
interest in the phenomena of the individual economic man following 
the patterns of choice and action traditionally ascribed to exchange 
coöperation in a society of individual competition. They should at the 
same time guard against the present tendency to transfer the reasoning 
developed from consideration of the economic functioning of the natural 
individual over to the individual firm. While one individual firm may. 
be hardly more than a personal partnership, other firms administer the 
lives and labors of tens or even hundreds of thousands of workers 
-and comparably weighty blocks of capital; they may sway or signifi- 
` cantly direct the activities of state and federal governments or even 
become determining factors in international affairs. On the positive side, 
we need to study much more assiduously the ways in which economic 
forces (even those already studied in their individualistic context) come 
to expression in the actions of large corporate concerns, national trade 
unions, and agricultural marketing and pressure groups, and of govern- 
ment functioning through its own ever-multiplying “action agencies.” 

In all this, I assume that our objective as economists is to learn how 
these groups can be most effectively organized for joint voluntary 
action which will attain a scheme of market values that will steadily aid 
the approach toward maximum human satisfactions for the total 
population." 

II 


I have spoken figuratively of the need of building somewhat rigid 
blocks of economic interest into a sound and serviceable structure of 
business. But this, like all metaphors, harbors possibilities of mis- 
interpretation. Does it imply an architect or achitectural group given 

"In the words of J. M. Clark (Social Control of Business, 2nd ed., p. 58): “A democracy 
will naturally set for itself the standard of the good of the greatest number, or the maximum 


good where each person counts as much as every other." As to the economist’s norm of 
“good,” I shall comment lafer. e 
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an official commission to design the palace or cathedral of their social 
dreams? Does it signify a social engineer or institutional construction 
company awarded a contract to translate these’ blueprints into reality? 
No; I am not going to make an argument for implemented govern- 
mental planning. On the contrary, I shall be concerned primarily with 
the difference between mechanical building and social growth. There is 
here no separation between artists or artisans and the inert materials 
with which they work. Instead, we are dealing with a living process in 
which desires, powers of choice, and internal constructive force infuse 
both the builders and the building material. Evaluative human units 
are not only the builders of our business edifice but are the building 
itself. 

The process by which many individuals of many talents may organize 
themselves for the continuous discovery of their true economic interests 
and the peaceful promotion of those interests in their most consistent 
combination may be best described by the term “collective bargaining.” 
That phrase has no doubt acquired unfortunate connotations in many 
minds. It is not my intention to evade or deny these shortcomings of 
actual collective bargaining. On the other hand, I shall hope to show 
that the degradation of the collective bargaining dogma has moved us 
far and fast toward governmental control and to indicate a basic reason 
why such control does not furnish a solution to the problem of organiz- 
ing economic life. Then I shall consider what seem to me the greater 
merits of private but group-organized direction of business activities 
and the nature of the collective bargaining process by which it may 
best be promoted. : 

Collective bargaining is obviously a development within the general 
field badly described as imperfect competition, better described as 
monopolistic competition, and still better as administered prices. The 
chief drawback of the latter term lies in the fact that it focuses atten- 
tion on the dictated character of many current business adjustments. 
Collective bargaining, on the other hand, focuses attention on the ele- 
ments of negotiation in such settlements. Both qualities are generally 
present, but it is well to consider the element of dictation first, on our 
way to the examination of bilateral group negotiation as an organizing 
process of economic life. e 

It is in the labor market that the phrase collective bargaining 
originated, and it is there that the issues which it raises have been most 
sharply defined. The subject matter of these collective bargains for 
labor has been so strongly dominated by the unit price objective that 
they are often referred to simply as wage bargains. In fact, however, 
they have characteristically embraced or been contingent on under- 
standings as to the amount or character of labor tp be delivered under a 
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specified wage rate, the kind of techniques to be employed, work sur- 
roundings, and other details, so that they go far toward determining 
the whole operating situation. It is the complaint of many employers 
today that, under guise of wage rate bargaining, labor groups have 
insinuated themselves into management in quite substantial, or quite 
“improper,” ways. Labor on its part would probably admit that by 
collective bargaining it has sought to participate actively—it might 
say more usefully—in the direction of business, in which it conceives 
itself to have a partnership interest. 

The phrase “collective bargaining” has attained some vogue also 
in connection with commodity prices, particularly in the agricultural 
field. Collectively bargained prices are found rather generally in the 
marketing of fluid milk and not infrequently in the selling of other 
products, notably canning crops and sugar beets. It is strictly collective 
or bilateral group bargaining when many dairymen act through a pro- 
ducers’ codperative association to sell their product through a distribu- 
tors’ organization which covers all or most of the sellers of fluid milk in 
a metropolitan area. The contract price which a growers’ association 
negotiates with a single large sugar factory or cannery might seem to be 
unilaterally collective if the processing corporation be regarded as an 
individual buyer. But, in the last analysis, it constitutes group bargain- 
ing between the body of individual farmers and the body of stock- 
holders of the corporation, the actual bargaining being of necessity car- 
ried on by the agents of both groups. Much the same can be said of 
collective buying of fertilizer, gasoline and oil, and other farm supplies 
by the larger consumer codperatives such as the Grange League Federa- 
tion Exchange. A great amount also of large-scale buying and selling 
among manufacturers or between them and department stores, chains, 
and mail order houses has many of the essential characteristics of col- 
lective bargaining. 

The real trouble in the transition from individual bargaining to the 
group method of price making and business direction is that so-called 
collective bargaining has been a child of violence and not a child of. 
love or even of scientific genetics. It is a matter of common knowledge 
that the emergence of collective bargaining by both laborers and 
farmers resulted from the growth in size and bargaining strength of 
employing and purchasing units after the advent of the business corpo- 
ration. But the attempt to redress the balance of bargaining strength, 
once initiated, took on the familiar lines of the military race between 
armor and armament; from armor that would stop any existing pro- 
jectile to a projectile that would pierce any known armor; then still 
better armor, followed by yet mightier guns, ad infinitum—unless 
reason should intervere and institutions bé devised to control the mad 
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race of destruction. Industrial and mercantile exploitation of the fac- 
tory laborer and the farm worker gave us the labor union and the agri- 
cultural codperative. The labor union gave us the sympathetic strike, 
the blanket wage contract, federal labor legislation, and the National 
Labor Relations Board and similar control agencies. The local codpera- 
tive gave us the federated or centralized association, the “commodity 
marketing” movement, the Federal Farm Board, and the Agricultural 
Adjustment Administration. 

The last step of both these series brings us to government control 
along lines of class interest. Farm bloc and labor bloc appear to be 
ready to give the workers in industry and agriculture a system of 
implemented economic planning as soon as their clients say the word. 
But before giving such a word the parties pause. 

Today there are questionings among both the agrarian leaders and 
the labor leaders whether they have not overshot their mark or whether 
the tide on which they rode to power may not be about to engulf them. 
Is it not possible that, in seeking the power of government to give them 
boons that they cannot win for themselves through bona fide bargain- 
ing, they have renounced their own right of self-determination and 
become the wards of the provident state? Such an outcome has been 
seen abroad. The widespread agricultural codperative movement in 
Russia was swept aside by the Soviet collective farm. The labor unions 
of Germany lost their rights of self-determination and workers were 
reduced to a servile status when Hitler accepted the task of ending 
unemployment. Both labor unions and agricultural codperatives so far 
as they existed in Italy were reduced to robots of the fascist state. 

The N.R.A. constituted a desperate move on the part of business 
in the hour of commercial crisis to bring business in general under the 
wing of government. In spite of their early withdrawal from that 
alliance (or surrender), there is still a faction within the ranks of 
business which looks longingly toward the comprehensive controls that 
characterize the fascist state. 

Before any of these interest groups make an irrevocable cession of 
their great provinces of the free market economy to the suzerainty of 
the political state, they should ponder carefully. Is it not possible to 
utilize institutions and practices already experimentally developed in 
private business and so perfect them as to bring personal values to 
maximum expression and preserve desirable liberty of individual action, 
but also facilitate necessary discipline and at the same time meet well 
the requirements of advancing technology and of practical planfulness? 

There is a tendency today even among economists to regard the ac- 
tivities of organized groups in the business field as operating exclusively 
toward curtdilment of economic self-realization forthe majority and to 
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assume that government activity universally affords release to the 
energies and aspirations of economic men. As a matter of fact, private 
aggregation and public control both lead to frustration of some of the 
basic economic urges of the individual as well as to gratification of 
others. It is the thesis of this paper, however, that nongovernmental 
organization for multilateral group bargaining presents, in the long run 
and over the major part of the economic field, the truest and fullest 
opportunity for universal self-expression combined with technical effi- 
ciency. ` 

_ Before examining the positive case, let us consider briefly two major 
shortcomings of government as an agency for ordering our economic 
lives. 


HI 


Those who regard the drift toward governmental determination of 
economic issues as not only an inevitable but also a fortunate develop- 
ment are prone to think of this as the only “scientific” method of 
ordering the economic affairs of a people. For who can know and seek 
steadfastly “the common good” except the national government that, 
by its very nature, rises above all class or sectional rivalries and can 
compute the common multiple of the multifarious aspirations of all 
its citizens? 

This, however, is a superficial view. The analogy of the common 
multiple is seriously misleading. In arithmetic, a common multiple com- 
pletely and precisely embraces all the constituent factors, and these 
factors are determined, exact, unchanging, and consistent. But the 
interests of a nation’s citizens are undetermined, vague, changing, and 
often mutually inconsistent. In any strict sense they are largely un- 
known even to the parties and, hence, unknowable by any central ad- 
ministrative agency. They have to be discovered or registered in the 
very process of adjustment to real and ever-changing local conditions. 
In their final terms they must represent compromises, interarticular 
adjustments, and new subjective values that emerge from the very 
process of making particular decisions for action as the parties at 
interest are confronted by changing situations. 

When government attempts to deal with these complex, varied, and 
changing situations it does so through either the legislator, or the ad- 
ministrative official. Our legislative process is, of course, a succession 
of compromises among individuals and rival interests and thus may 
seem to conform to my criterion of a sound procedure for settling eco- 
nomic issues. But the compromises made in Congress are in the nature 
of political trades and log-rolling deals involving many extraneous is- 
sues rather than being specific business transactions in*which func- 
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tionally interested parties make a concrete and responsible bargain from 
whose outcome they themselves derive gain or suffer loss. The answers 
which the legislator gives to economic problems tend to be class or 
pressure-group answers not differentiated according to the peculiarities 
of local situations nor resolved into any consistent paesa of direction 
for the economy as a whole. 

It is largely in recognition of the limitations of legislative handling 
of business relations that there has been so great an expansion of the 
administrative arm of government. The bureaus through which these 
administrative agencies function seek not merely to direct business 
along lines marked out by legislative declarations of policy; they also 
draft new legislative proposals or modifications and extensions of older 
laws. Presumably the formulation of “the common good” by a trained 
civil service will be less opportunistic or less cynical than that of a 
parliamentary body. The proponents of government planning no doubt 
believe sincerely that through such professional guidance we shall 
attain competent direction and put an end to political patchwork. 
But this administrative formulation and promotion of ends, even when 
sincerely conceived as the “common good,” does not give us objective 
values.’ There is a certain intellectual arrogance in the idea that the 
government bureau knows best. It cannot know the actual situations 
with which it must deal except by proxy, and the proxy can never 
be more than approximately right. Government can see only through 
the eyes of its officials who, of necessity, are concerned to simplify 
complex reality to an operating rule. The larger the rôle of direction 
assumed by central government, the closer do we approach to a dicta- 
torship of the capitalists, of the proletariat, of the Republicans, of 
the Democrats, of the New Deal, or of whoever may ride the “wave of 
the future.” 

Only those who are actual participants in an enterprise confronted 
by a concrete situation are capable of saying whether they would value 
a particular kind of security above a certain amount of income, whether 
they can afford to accept this lower wage as an alternative to that 
amount of unemployment, or whether they would settle for specific 
discomforts rather than lose prestige or be forced to give up a long 
familiar habitat or break a long-established routine. These diverse 


*In this section I have employed the expression “common good” to describe the 
objective envisaged by legislators and government officials at their best, whereas throughout 
the paper I use common interest to describe the objective of voluntary colléctive bargaining. 
Concepts of the common good distort or complicate strictly economic considerations by the 
intrusion of ethical or aesthetic preconceptions of the official or other person using the 
term. “Interest” connotes synthetic objectification similar to that embodied in the 
concept of market demand. There és a common interest in high total productivity if only 
we can discover means of allowing it to come to expression. * 
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situations cannot be averaged into a rule of wide application; neither 
can they be conventionalized for permanent handling. The very 
changefulness of our economic weather makes it necessary to provide 
for the voices of local operative groups to be heard in the making of 
directive decisions. These decisions (all of which are the stuff of which 
values are made) cannot be arrived at by manipulation of data from 
the morgue of a statistical bureau. Their content must be supplied 
currently from the events of the moment and the anticipation of the- 
future—so far as the operating bodies conceive themselves to be con- 
cerned with the future. The important point is that the evaluations be 
real because they are written in by the actual parties at interest in the 
actual situations in which alternatives are presented. 

This brings us to the second basic deficiency of government as a 
directive agent in the economic sphere. Even if it could actually dis- 
cover and formulate the common material interest of the whole people, 
it is by its very nature inept as an agency for attaining that general 
- interest. It lacks the necessary intimacy and flexibility to apply general- 
ized formulas to the particularized situations which make the real body 
of business life. Evaluations to be sound must not only be first-hand 
but must also be kept constantly up to date. A law or administrative 
rule freezes old valuations, whereas the business process must be kept 
experimental and subject to pragmatic tests. Any politician or govern- 
ment administrator is constitutionally set against admitting mistakes. 

The Agricultural Adjustment Administration affords an excellent 
case in point. It was a thoughtful and sincere effort on the part of its 
framers to set up a scheme of economic democracy through which 
local and even individual interests should come to expression within 
_ the setting of the national problem. But however carefully annual pro- 
grams, “goals,” and other operating devices may be conceived in the 
interest of true economic adjustment, they have to be implemented and 
defended, extended or altered by Congressmen. And the latter work in 
a political, not a scientific, frame of reference. Instead of proceeding 
from the crude concept of price or income “parity” to more refined 
formulation and practicable application of economic principles, they 
have resorted to strong-arm claims for super-parity or to disingenuous 
methods of computing parity that make it a farce and give us the sar- 
donic phrase “the political crops.” . 

Besides the inevitable conventionalization of values and averaging 
or ignoring of particular interests, besides inevitable sluggishness in 
revision of policies or programs in the face of swift and frequent 
changes in actual business situations, poveromient economic direction 
has a third weakness. It fails to collect the piper’s fee from the actual 
dancers. It does not lhk responsibility and reward. Questions are sub- 
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mitted to political constituencies that fail egregiously to correspond to 
the economic areas which will be affected by the course of action 
nominally endorsed by the vote. And when results are economically bad, 
they can be decorously buried under a deficit appropriation or camou- 
flaged under a new political program of government action, or criticism 
may be diverted by the red herring of irrelevant forensics. I am quite 
aware that some of these same shortcomings carry over into private 
business affairs whenever large numbers of people must work together 
in a single organization. Instead of party politics we get labor union 
politics, intra-corporation politics, and farm organization politics. But 
these are not functional characteristics of business, inseparable from 
it as they are from political organization. Whereas the basic technique 
of the political state is politics, the basic technique of business is pro- 
ductive efficiency. 


IV 


The preceding consideration of some of the shortcomings of govern- 
ment in business has suggested various superiorities to be found in a 
system: of self-controlled business. But this carries no implication that 
private enterprise as we have known it has displayed these merits in 
adequate measure, or that the systematic development of collective bar- 
gaining procedures would of itself introduce satisfactory conditions. 
Such a road to better things would be found long and hard. If collective 
bargaining between or among functional interest groups is to realize 
its potentialities as the mechanism best suited to advance the distinctive 
ends of economic life, four conditions must be met. There must be (1) 
functional equality among the parties; (2) democratic representation 
of individuals in local groups and of local units in overhead organiza- 
tions; (3) full disclosure of facts and (4) sincere use of professional ` 
assistance. 

True collective bargaining must start from the premise that both 
parties are mutually indispensable or functionally equal. A bargain 
connotes an actual, however regretful, meeting of the minds of the 
parties. It means that they have come to a common recognition as to 
what is the most workable adjustment of a mutual relationship. Such 
a solution is not arrived at if one patty is adamant that labor is the 
only truly productive factor, that the farmer’s interest is paramount, or 
that business belongs unequivocally and indivisibly to management or 
to ownership (an ambiguity even here). Over against the sterile claim 
that labor has no right to participate in management stands the patent 
fact that labor already does participate in management. The denial 
of the opportunity to settle basic questions by bargaining caused labor’s 
participatfon to take the form of destructive strikes, slow-downs, or 
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resorts to political redress. Peaceful participation between rational and 
intimately informed representatives of the parties at interest is the 
surest way to approach true economic equilibrium. 

The second premise—an effective scheme of democratic representa- 
tion—brings us to the very heart of the concept of collective bargain- 
ing. If our business system is really to achieve the maximum possible 
simultaneous expression of the interests of the whole people, it must 
have reliable means of learning what those interests are. It is a notable 
fact that, in the present organization of business, the individual 
capitalist has been largely disfranchised by corporate management, 
the ordinary farmer’s voice drowned out by the pronouncements of the 
farm organization “leaders,” and the individual worker to a great 
extent subordinated to the will of the labor union official. The situation, 
however, differs widely from one organization to another and there are 
some indications of a real move toward more representative forms and 
practices. Some large corporations are beginning to have stockholder 
participation in annual meetings, but this reform moves more along the 
lines of grudging concession to popular outcry than along lines of sin- 
cere and spontaneous efforts to get an effective registering of stock- 
holders’ views. The codperative movement in agriculture has shown 
some interesting and effective arrangements designed to leave control 
of policy effectively in the hands of the membership without impairing 
the operative efficiency of either local or central units. A good organi- 
zational plan builds a two-way street over which expressions of the 
varied interests of individual members and local groups travel to central 
headquarters whilst knowledge of general market requirements, prefer- 

- ences, and limitations are disseminated down through the system to the 
individual participant. 

Our third premise for successful collective bargaining is “full dis- 
closure of pertinent information by all parties. If negotiated settle- 
ments are to form a sound basis of business administration, all parties 
must be prepared to furnish an adequate and honest factual picture of 
the situation in which they stand. Bargains conceived in the tradition 
of David Harum or the trickery of the Oriental bazaar are not bargains 
in any sense tenable for modern industrial life. All parties are in fact - 
concerned to make arrangements that will provide for the future se- 
curity of their common business venture. Imagine groups of scientists 
trying to solve a problem while giving one another incomplete or 
phoney data; or groups of mechanics working together on the basis of 
false measurements or incomplete specifications! If business refuses to 
install a modern lighting system at the bargaining table no less than 
at the work bench, government will have to step in to secure full 
ascertainment and diyulging of the actual state of economicefact about 
all the parties as they enter the area of group dealings. Collective 
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bargaining cannot be successfully or even safely conducted under the 
rules of blind man’s buff. 

Our fourth premise is that cdllective bargainers, besides having a 
comprehensive array of relevant facts, require special facilities and 
personnel for interpreting these facts or applying them to the solution 
of the problems by which they are confronted. I have laid great stress 
on the need of an organizational scheme through which the economic 
desires of all those who have labor or property to contribute to the 
economic process shall come to free expression and be combined, classi- 
fied, and formulated into a set of goals which constitute the actual 
motivation of the people. But these goals are not to be achieved by the 
methods of ignorance and brute strength. To a business community 
that has proved to itself the indispensable value of scientific and engi- 
neering personnel in its technological processes, it must become evident 
also that professional expertness is no less needed on the social science 
front. A beginning has been made, but there is still some lack of sin- 
cerity or some failure to perceive just how these new professional 
specialists are to be effectively used. Since there is much uncertainty 
also among the professionals themselves, we may well give particular 
consideration to this feature of collective bargaining. 


Vv 


The prominence already given to matters of business structure and 
procedure should forewarn you that I am going to speak here not 
merely of the rôle of the economist in business but also of the political 
scientist or student of the processes of government or administration. 
The special services of the expert in this field would be complementary 
to those of the economist in any scheme of business privately but plan- 
fully organized, on the basis of frank and studious collective bargain- 
ing for the disposition of blocks of labor and capital. His knowledge ` 
of the structure and functioning of large operative bodies must furnish 
the setting within which the economist analyzes the content of the 
deliberations of interrelated groups as to the workability and mutual 
consistency of proposed price-and-production policies and practices. 
The demand is not merely that both types of professional aid be sup- 
plied but that the two lines of study*be covered jointly. Here is a field 
of truly interdisciplinary endeavor such as the Social Science Research 
Council has been seeking to outline and promote. 

If the interest group is badly defined or badly led, it becomes a poor 
agency for economic functioning. Defects in both delimitation and 
leadership manifest themselves glaringly in the pressure groups which 
confront us today in places where constructive collective bargaining 
is much needed. Remedy for these two types of defects must be ap- 
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proached through proficiencies that lie definitely within the training 
and interest of the political scientist. He must work out a scheme of 
organizational representation by which rights of expression and ne- 
gotiation may be delegated and responsibly exercised, with information 
as to results attained brought back to the individual members of the 
group to illuminate and improve their future understanding of their 
own real interest and of the means of attaining it. 

The “organization expert” of today has some of these proficiencies, 
but he is preoccupied with essentially operative devices for securing 
discipline and codrdination within a company. Broader professional 
training is needed to develop expertness in defining efficacious ways 
for the parties within a given enterprise to express their interest in 
functionally significant terms. We need to get beyond such crude 
concepts as that sometimes voiced in the claim that labor should have 
a voice “equal” to that of capital in management. The attempt to define 
equality for noncomparables must give place to the search for a work- 
able pattern of bargaining relationships by the parties whose rôles 
are widely different but mutually indispensable. 

The political scientist in the business field must also aid in dis- 
covering suitable means for federating or otherwise incorporating small 
units into larger ones so that some decisions may be taken on the 
basis of the small areas to which they are pertinent, and others on 
issues regional, national, or even international in scope. Every such 
organizational structure must be relative to the economic content of the 
issues to be faced and the determinations to be made. Thus, as was 
said above, political scientist and economist must conduct their 
studies jointly at every stage of their work. 

The economist, however, has his distinctive tasks as analyst of the 
economic content of the company’s or the association’s affairs. Given 
a scheme of representative business organization designed to see that 
the actually felt interests of the parties to economic life have a chance 
for realistic expression, their choices should then be made in the light 
of knowledge both as to the facts by which they are confronted and 
the effects which may be expected to follow from any proposed line of 
action. Let us assume that the fact-finding agencies of government and 
the record-keeping departments of the participating groups provide 
as good a body of data as it is fossible or practicable to collect and 
that all parties are frank in divulging their information. It then be- 
comes the professional task of the economist to analyze these data with 
the best methodological tools to give answers to the questions which 
the negotiating interest groups need to put to the data. While the 
interest group with which the economist is professionally associated 
furnishes the highly necessary worm’s-eye view of its interest, the 
economist must supplement this with a bird’s-eye view ofthe total 
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economy within which the group’s long-time interest must be achieved. 

For purposes of simplicity I will discuss the matter from here on 
merely in terms of the economist in the employ of a large industrial 
company. The industrial economist ceases to be a theorist of abstrac- 
tion and becomes something approximating a laboratory scientist. If 
his employers were intelligent and sincere in hiring him, they will 
facilitate his access to the factual materials essential to making the 
analyses needed in finding answers to the questions that confront the 
business. If they respect the economist as they respect the chemists and 
engineers they hire, they will even let him tell them what questions should 
be asked. And at appropriate times they will let the economist know 
actually the considerations and the reasoning that led them to make 
important decisions of general policy or particular action. Only on such 
knowledge can he compare their expectations of cause-and-result rela- 
tions with the sequences to be expected in accordance with the most 
fully developed tools of analysis furnished by economic theory. Mean- 
while his attempts to use the tools in the robust surroundings of his 
actual business laboratory will show him which tools are too fragile and 
which have been designed without proper knowledge of the tasks to 
be performed. Under such conditions, we might expect the industrial 
economist to become a vigorous contributor to the basic science of 
economics regarded as pragmatic generalization of realities, not as im- 
plicit theorizing of definitions. 

This leads me to another and perhaps somewhat tangential observa- 
tion. Such a decentralization of economic talent from the bureaus of 
Washington to the headquarters offices of business corporations, co- 
Operative associations, industrial institutes, and labor unions should 
make for the improvement of our profession at the same time that it 
was elevating business administration. It is obvious—at least to mem- 
bers of the American Economic Association—that there should be a 
substantial number of carefully chosen and well-trained economists at 
the seat of government, counseling the officials who make policy and 
serving on the staffs of the bureaus that administer them. While this 
position at the seat of government gives a commanding view of the 
far reaches of a problem, it is also conducive in the economist’s think- 
ing to the resort to ideal solutions somewhat outside the range of actual 
business. These may take the form of subsidies which will permit 
certain operations to continue even when they would not survive in the 
commercial market. Such escapism may grow out of having recourse 
to the taxing power and of learning to contemplate a permanently 
unbalanced budget with equanimity and a managed—or mismanaged— 
currency with the thrill of adventure. It leads also to a certain loose- 
ness of thinking among thqse who fancy an economic problem can 
be solved by running away from the rigorous lifnitations imposed by 
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ordinary business terms and invoking a new kind or measure of regu- 
latory control, regardless of whether the net- effect of such a solution 
is to destroy the independent action and voluntary choice which are 
the essence of a free people’s scale of values. 

If, after the war, the labor market for economists encounters some- 
thing of a glut, I am strongly of the opinion that the soundest solution 
would lie in the direction of a shift—of those who have the fortitude 
to endure such an experience—from government and academic into 
industrial employment. Industry, if it could acquire a respect for 
scientific approaches to business problems commensurate with the 
respect it already has acquired for natural science, would benefit. 
greatly from the new outlook on management. But it too would have 
to have a good deal of fortitude to endure the experience. 


VI 


If time permitted, I should like to point out that the suggestions I 
have here set forth, however daring or utopian they may sound, have 
substantial counterparts in actual business. There is a very large body 
of practical experience, a voluminous record of factual information 
available as to what has actually transpired in the various situations in 
which buyers and sellers, investors and managers, employers and 
workers have dealt collectively with each other. Economic studies have 
been very uneven in the interest that they have manifested in different 
parts of this body of inductive materials or in the insight they have 
shown in distilling lessons either for theoretical generalization or for 
practical action from these data. 

In the labor area of collective bargaining Professor Slichter has, 
from the academic approach, considered both instances and potentiali- 
ties of collaboration between labor unions and industrial management 
in working out mutually acceptable and economically constructive wage 
rates and practices.’ Under the latter he has shown that it is possible 
for labor to make contributions to the more productive administration 
of industry. He supplies instances in which it is the union which has 
stimulated or guided management rather than seeking a one-way 
street to better income through curtailment of production. From the 
ranks of professional union leadership such representatives as Clinton 
Golden, Harold Ruttenberg,’ and Philip Murray’ have furnished further 


1S, H. Slichter, Union Policies and Industrial Management (Washington, Brookings Inst., 
1941). 

*C. S. Golden and H. J. Ruttenberg, The Dynamics of Industrial Democracy (New 
York, Harper, 1942). 

? M. L. Cooke and P. Murray, Organised Labor and Production: Next Step in Industrial 
Democracy (New York, Harper, 1940). See also various documents of R. J. Watt growing 
out of his activities as American labor representative to the International Labor Office. 
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concrete evidence of the power of the labor group to promote the 
general industrial and public interest when management is ready to 
meet with labor as a true partner in a joint enterprise. On the first 
session of this meeting Professor McCabe analyzed the problem of 
how wide a geographical area wage bargains should cover.” The presi- 
dential address of last year“ included a suggestion that, “Wage policy 
which is now made by groups too small to feel much responsibility for 
the general level of employment, might be made by units such as the 
United States Chamber of Commerce and the National Association 
of Manufacturers on the one hand and the American Federation of 
Labor and the Congress of Industrial Organizations on the other.” 

From my own lifelong interest in agricultural economics and codpera- 
tive organization I could draw some further illustrations and more 
specific suggestions as to the modus operandi of bilateral collective 
bargaining. By and large, economists do not know what the basic 
principles of codperation are, and the economics of pooling has never 
been professionally examined. Nor have we even bothered to study that 
substantial body of operations carried on by “mutual” companies. Some 
of the time of economists could profitably be directed to synthesizing 
this experience in the less conventional forms of business administra- 
tion. Courage and imagination should be exercised in ascertaining their 
applicability to wider reaches of business practices instead of consider- 
ing merely intricate regulatory schemes and short-cut resorts to govern- 
ment direction or even operation of business activities. 


VII 


In concluding, I shall note points of contact with the addresses of 
my three predecessors. Last year Professor Slichter closed his inquiry 
‘into “the conditions of expansion” with the words: “Never have the 
rewards of a broad view of common interests been more attractive. 
Never has the folly of narrowly pressing special claims been greater. 
The economic future of our country and of the world depends upon the 
clarity with which this is seen.”™ 

I have voiced a skepticism that this broad view of common interests 
is to be effectively attained through „comprehensive schemes of state 
regulation or through an increasing amount of government operation. 
I have, on the other hand, not fully accepted Slichter’s “two ways in 
which groups may advance their interests.” One of these ways, he says, 
“is based upon a high valuation of one’s special interests, and involves 


»D, A. McCabe, “Problems of Industry-Wide or Regional Trade Union Agreements,” 
Am. Econ. Rev., suppl, Vol. XXXII (Mar., 1943), 163-173. 


® Slichter, Am. Econ, Rev., Vol. XXXII (Mar., 1942), pp. a 21. 
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improving the bargaining position of the group for the purpose of get- 
ting a larger share of an income flow with little regard to the effect 
- upon the size of the total income flow.” If special groups attain power 
and use it to enlarge their relative income position regardless of others, 
the total is in time so seriously reduced that the absolute amounts 
going to them as well as to others are curtailed. Hence his first case 
merges into his second; group interest is in the end consistently pro- 
moted only by bargains that are, as he puts it, “based upon a high 
valuation of general interests and involve restraint in pressing special 
claims which conflict with general interests.” l 

In other words, individuals in any category prosper most fully over 
the years as self-disciplined participants in a functional group; and 
such a group maximizes its permanent prosperity by discovering and 
performing most perfectly its functional task in the total economy. This 
to my mind suggests the answer to Mill’s quest for a means by which 
economic science can discover objective values in a world of change. 
Such values are not to be found in the subjective demands, from the 
most whimsical to the most calculated, of separate individuals. Neither 
are they to be found in the rigid determinations of authoritarian govern- 
ment since, even when the purpose is sincere, these must in the nature 
of the case be subtly suffused with the subjective evaluations of the 
legislator and the official. Still less can they be found in the pecuniary 
outcome of partisan struggles between power groups which, if the 
groups be unequal in size, result in arbitrary or coercive settlements 
and, if they be substantially equal, result in economic impasse and 
lower productivity. They are most surely to be approached through the 
operations of spontaneously affiliated functional interest groups, demo- 
cratically organized for the declaration of the interest held by members, 
and for bargaining methods of discovering the most practicable means 
for simultaneous realization of the largest number of such interests or 
for the revision of claims and redirection of effort in the light of better 
understanding of operative possibilities and needs. For a government 
elite, performing in a vacuum so far as operative responsibility and 
sharing in financial results are concerned, such organization substitutes 
a vital process of joint administration, with responsible parties negotiat- 
ing the varied compromises of cOmpeting interests experimentally and 
subject to pragmatic testing and re-negotiation.”® eg 

” Many people would no doubt consider the omission of the consumer from my list of 
interest groups a surprising and inexplicable oversight. This omission, however, is not due 
to mere inadvertence but to a settled belief that, for the purposes of this analysis, the 
interests to be considered are workers, capitalists, and managers, with the farmer standing 
as a special type of worker-manager. It is my belief that adjustments economically sound 
for workers, managers, and capitalists in the broad view and in the long run must take 


account of the interest ofethe consumer. Furthermdre, that interest is constantly and 
effectively registered by consumers through their market behavior, and this can be 
eo 
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I thus come back to Professor Viner, defender of the dogma of the 
free market. I believe firmly that the process of group bargaining 
which I have sketched satisfies the basic requirements of free market 
adjustment for which he raises his voice, even though the units I deal 
with are much larger than the individual. But a market of group 
negotiators can be a free market only as the men who traffic in it 
respect each other’s freedom and light the course of their bargaining 
by the torch of science rather than trying to solve the problems of a 
delicate organic process by the crude devices of brute force. 

I trust that no one will dismiss what I have said as a mere reversion 
to simple-minded laissez-faire or suppose that I am proposing to turn 
the country back to the Indians. The elaborate machinery of collective 
bargaining which clearly is involved in these proposals should make it 
plain that it is not anarchy but a most exacting and rigorous self- 
government that is envisaged. This surely is no reversion to the blind 
laissez-faire of unbridled individualism, which would permit the strong 
to grow ever stronger by ruthless exploitation of a favorable institu- 
tional situation at the expense of the weak, who are made ever weaker. 
Under democratic institutions of group bargaining, the individual 
would be given the fullest opportunity for economic self-expression, as a 
member of a team within a league of teams. Technically qualified 
leaders would be steadily emerging from the mass through demon- 
strated efficiency in the actual task of business adjustment, not in the 
arts and wiles of political persuasion or maneuver. It contemplates 
strictly business solutions for business problems. 

It may be replied that all that I have said is beside the point because 
the parties at interest do not themselves want such a solution. Those 
whose sincere belief and devoted support would be necessary to the 
success of any system of responsible self-direction of business are not 
ready to set up such economic institutions and live under them. In 
effect, this would be to say that capitalists, managers, and laborers 
still are economic isolationists at heart. Events may prove that for the 
near-time future this is true, that militant concepts of group sovereignty 
are preferred to frank and flexible experimentation with the building 
of collective security on democratic patterns. But it is surely not too 
soon to anticipate and plan for a day when a few of the most advanced 
industrial nations will be able to organize their business life on the 
basis of economic statesmanship and science in place of economic 
guerilla war and group power politics. 


interpreted and generalized with greater technical competence through the machinery 
of collective bargaining than it can be expressed by the group representatives of consumers 
sitting in on bargaining conferences, The situation, however, is distinctly different if con- 
sumers are organized in a responsible consumers’ codperative for negotiating prices at which 
they will buy stated quantities of specified articles, 
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As to our profession, I have pointed to two desiderata: (1) that 
economists acquire more proficiency in dealing with the problems of 
how an economy functions when it is organized in large administrative 
groups, and (2) that they be put in positions to deliver this technical 
knowledge to the administrative officers of the respective groups who 
are the responsible parties to the negotiation of economic relations and 
the drafting and execution of business programs. Instead of being put 
in a position of irresponsible power in a bureaucracy, it is much better 
for the economist to be associated with one of the interest groups in 
business as a consultative and experimental scientist, without any 
authority to shape action or even any prerogative to formulate policy. 
As a scientist all that is incumbent upon him to say is that if certain 
actions are taken certain consequences may be expected to follow. It is 
for the executives to act in the light of this professional counsel, subject 
to review by the members of the underlying group organization. 

Finally, in aligning myself with Professor Viner in support of the 
view that “there’s life yet in the old dogma of the free market,” I do 
not appear as apologist for a dogma-in-the-manger, asserting its own 
logical perfection but neither rendering useful service to mankind nor 
standing aside for the coming of more serviceable economic doctrines 
and institutions. I appear as apostle for a dogma that perpetuates the 
age-old wisdom of economic men learned at successive stages of busi- 
ness development, a dogma old but ever renewed through its capacity 
to give service, a dogma congenial to the minds of freedom-loving men. 
and ready to serve them again and yet more fully in the economic tasks 
of our new day. 


SOME MONETARY ASPECTS OF 
GOVERNMENT BORROWING 


By Marx Mitnitzxy* 


In Fiscal Policy and Business Cycles, Professor Alvin H. Hansen 
writes: “It is, of course, true that vast war expenditures piled on top 
of private expenditures will produce inflation. ...A too rapid increase 
in debt, particularly where it is accompanied by a rapid increase in 
bank credit, will produce an inflation. But it does not follow from this 
that a large debt once reached will result in inflation. Once the expendi- 
tures are over, the magnitude of the debt, per se, will not produce 
inflation” (p. 173). 

There can be no disagreement with Professor Hansen’s statement 
that if the system of controls is comprehensive and effective, vast war 
expenditures need not have intense inflationary consequences. As far 
as controls can prevent armament spending from competing with 
civilian demand there is a chance of avoiding a general rise in prices 
despite the vast expansion of bank borrowing. While the war is on, 
controls can void the economic significance of newly created money 
by preventing its spending. They may thereby prevent a cash inflation 
from becoming a price inflation. 

But Professor Hansen is optimistic also for the time when the 
“expenditures are over” and believes “that the magnitude of the debt 
per se will not produce inflation.” In our view, the magnitude of the 
debt and the vastly increased stock of money are serious problems. 
The money now frozen by controls remains money in being and will 
go back into circulation after the war. The currently prevailing tend- 
ency to face this prospect with equanimity probably has its roots in 
the economic conditions of the decade after the depression, when 
industry remained “stagnant” although the stock of money was in- 
creasing rapidly. To apply to the fyture without further qualification - 
a theory relying on this limited experience may be dangerous. A short 
time ago, such an attitude would have been considered, at best, negli- 
gent. The school of economic thought ruling in American politics in 
the early thirties based its hopes of a business revival on measures 


* After an academic and editorial career in Europe, including the assistant financial 
editorship (1934-37) of Pester Lloyd (Budapest), the author came to New York in 1939, 
and is an ifvestment counselor. ° ° 
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that were to add a few billions to the stock of money while economists 
opposing the administration saw in them the green light for galloping 
inflation. It may very well be that present opinion overrates the com- 
pensating virtue of v as grossly as the majority opinion ten years ago 
trusted (and the minority feared) too blindly the power of m. 

In this paper we examine some general aspects of effects the war- 
generated increase in the supply of money and in the public debt may 
have on the monetary system and on monetary controls after the war. 


The Growing Stock of Liquid Wealth 


In the current fiscal year commercial banks are expected to “take” 
30 billions of government securities. Since we are not concerned here 
with details of fiscal policy, we accept this figure as indicating the 
magnitude of the problem for this and the following years of the war. 
Taxes will probably bring higher revenue in the future, as rates are 
raised and national income advances, and sales of war bonds to 
individuals will possibly be larger as fewer goods are available for 
purchase. Nonetheless, borrowing from banks is not likely to decline 
so long as total war expenditures are mounting. Other things being 
equal, the supply of money, defined in the usual way as the aggregate 
of adjusted demand deposits and currency, will rise by roughly the 
same amount as borrowing from the banks. Again, other things being 
equal, the pre-war stock of money will be doubled in a year and a half. 
If the war lasts another two years, the supply of money will be four 
times as large as at the peak of the 1929 boom. ` 

The huge addition to money brought about by military needs has 
one distinctive feature worth mentioning. Modern monetary theory 
usually associates changes in the supply of money with fluctuations 
in bank loans and bank investments, apart from such special and 
obvious cases as one-way gold movements. First, money created through 
bank lending to private business is connected with a rising demand for 
the medium of exchange. Second, it is self-liquidating in the sense that 
it will be canceled if'and when the credit requirements of bank cus- 
tomers decline, or when in the opinion of the bankers they should be 
cut. Under the rule of this systemsthe stock of money is elastic, closely 
related to trade activity and consequently to the demand for circulation 
media. : 

James W. Angell has shown that this close interdependence was not 
merely a theoretical principle but a fact. Before 1929, changes in the 
stock of money fitted the trend of national income with remarkable 
ease. This reassuring harmony is now rudely destroyed. As a large 
portion of the national output is paid for with simultaneously and 
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continuously created new money, the rise in the stock of money out- 
distances by leaps and bounds the rise in national income. The supply 
of money is increased out of all proportion to circulation requirements. 
Nor can the money increment created by the sale of government bonds 
to the banks be canceled as and when conditions require contraction. 
Retirement of debt will be slow even under the most favorable circum- 
stances. Hence the addition to currency and deposits will be as per- 
manent as the debt that brought it into being. The shift in the basic 
economic quantity of money is not temporary; it is a lasting and in 
great part irreversible change. 

Scores of billions of new money added to aggregate private property 
are not, of course, a sign of prosperity. The addition to the money 
stock corresponds to money receipts kept by individuals and businesses 
in cash after payment of taxes and purchase of war bonds from current 
income.’ They are the approximate equivalent of forgone consumption 
and postponed capital replacement. From the viewpoint of individual 
wealth, bigger bank balances may mean progress in some cases, may be 
neutral or even associated with regress in others. When the cash funds 
of the individual rise because he is unable to spend his income on 
current consumption, he is saving and adding to his personal wealth. 
If his bank balance piles up merely because he is not allowed to make 
the necessary expenditures to repair his home or to replace his car, 
his-wealth is not increasing. He simply exchanges material wealth for 
cash funds. The same is true when a business depletes its inventories 
or lets its equipment deteriorate while it adds to its bank balance the 
money equivalent of purchases it cannot make. 

Irrespective of whether individual wealth is increasing, remaining 
stable or declining, individual liquidity is increasing and will continue 
to increase as long as the present methods of war financing are fol- 
lowed. We may define “individual liquidity” as the relation of cash, 
cash equivalents and current receivables to current liabilities. As war 
financing progresses, individual liquidity will reach a degree never 
before witnessed, unless inflation triumphs over price control. The 
violent rise in the cash resources of business (and probably of indi- 
viduals) relatively to their current requirements is another aspect of 
the drastic shift in the quantity of money. 


1 Gross National Income is equal to Civilian plus War Output. If we disregard govern- 
ment expenditures for other than military purposes, War Output is equal to the total of 
(1) Tax Revenues, (2) War Bond Purchases from Current Income, and (3) Government 
Borrowing from Banks and Inactive Funds, Since current income available for the pur- 
chase of civilian goods is reduced only by (1) and (2), Government Borrowing from 
Banks and Inactive Funds must equal the excess of private income (after taxes and war 
bond purchases) over Civilian Output. The inflationary element in war financing is the 
equivalent of- fhe sia part of private income. 
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That liquidity is increasing fast is sometimes denied. Indeed, some 
superficial evidence can be offered to show that the cash position 
of business and of individuals is tightening. The reasons for this im- 
pression are temporary. As far as individuals are concerned, the income 
of the war-favored groups is only now reaching its peak (if we trust, 
in line with our general assumption, that wages and farm prices will be 
stabilized). On the other hand, the income after taxes of the war- 
damaged groups has been declining for some time. Moreover, limita- 
tions on consumption were practically unnoticeable until very recently.’ 
When announced or expected, they have produced during the last 
twelve months the perverse effect of temporarily stimulating consump- 
tion. Forward buying, by now a completed phase of the war economy, 
for a while increased money obligations relatively to funds and 
current receivables. ; 

Individual liquidity of private persons could not have improved as 
forecast before incomes approached their limits, before living standards 
were adjusted to war conditions, and before restrictions on consump- 
tion became really effective. The same is true of individual liquidity 
of businesses. During 1941, large stocks accumulated in civilian and 
in war industries. Anticipatory buying, which ran ahead of final 
consumption purchases and of deliveries to the government, has now 
stopped even in war industries. As military production passes the 
phase of quick expansion, the need for rapid increases in the stockpile 
of raw materials becomes less urgent. Moreover, acute shortages in 
many raw materials force management to keep the ratio of inventories 
to output at a minimum. That liquidity is already on the increase is 
revealed by the June 30, 1942, bank statistics, which show the first 
substantial decline in loans of member banks since the summer of 1939. 

- Various estimates of the amounts involved have recently been made. 
Thomas K. Hitch puts savings of individuals for the fiscal year 1943, 
apart from an assumed annual -purchase of 12 billion dollars of war 
bonds and a very sizeable reduction in consumer credit and home 
mortgages, at 17 billions.” Adding back the credit repayment items 
. raises this figure to 20.5 billions. Similar estimates of the probable 

cash accumulation of business are not available. Milton Gilbert and 
Robert Bangs have calculated fhe parts of business receipts that are 
not necessarily respent.* (See table on page 25.) To them may.be added 
the proceeds of the expected reduction in inventories in consumers’ in- 
dustries. According to the same source, total business inventories in- 
creased 5.4 billions in the two years ending December 31, 1941, or at 


? “Alternatives in War Finance,” Survey of Current Business, Oct., 1942, 
a «National Income and the War Effort,” Survey of Current Business, Aug.,°1942, 
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an annual average rate of 2.7 billions. If stocks of goods are to be re- 
duced from now on at one-third of the rate of their growth during the 
last two years, proceeds from inventory liquidation would amount to 
1.8 billions per annum. Thus total receipts of business in excess of 
current expenses for wages, raw materials, power, fuel, services, etc., 
and interest and dividends would amount to roughly 16.2 billions per 
annum. 

Such funds normally cover replacement and new development ex- 
penses. In addition, they cover the part of net investments that is 
financed from the resources of the firm. Private purchases of capital 
goods will be sharply reduced during the war. A recent study estimated 








Billions of Dollars 


(1) (2) 





2nd Quarter Annual Rate 
1 (1)x4 
Depreciation and depletion charges 2.1 8.4 
Other business reserves 1.0 4.0 
Corporate savings 0.5 2.0 
Total 3.6 14.4 


the allowable volume of gross private capital formation in 1943 as 
low as 3 billions.‘ Even if it is assumed to approach 5 billions, the 
balance between the part of business receipts normally used to finance 
gross investment and expenditures for capital goods would amount to 
11.2 billions. Adding up the estimates of annual cash accumulation in 
the hands of individuals and business, we arrive at 31 billions which 
roughly corresponds to the current estimate of bank borrowing at an 
annual rate of 30 billions. 

These figures are merely crude indications of the magnitude of the 
economic problems. The estimate of a “gap” of 20 billion dollars 
between the income and the “allowable” expenditures of individuals 
for goods and services does not mean that individuals would in fact 
retain that amount in cash. Actual cash accumulation will be very 
much smaller. A large part of these funds will be used to retire debt.’ 
To the extent that instalment or mortgage debt is canceled, liquidity 
is shifted from individuals to business. Another part of the excess 
cash will be devoted to the less strategic fields of consumption which 


“W. L. Crum, J. F. Fennelly, L. H. Seltzer, Fiscal Planning for Total War (New York, 
Nat. Bur. Econ. Research, 1942), p. 47. 


* Hitch, locecit., estimates retiremént of debt for the fiscal year 1943 at 4 bilon dollars. 
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presumably will remain free from rationing and price ceilings. A new 
. “silk shirt” inflation in the amusement industry is still possible even 
if the Office of Price Administration is successful in keeping down 
prices of more important goods. 

The main result of such a change in spending habits would be in 
part again a shift of liquidity to business, in part a relative increase 
in tax receipts and a corresponding reduction in government borrowing 
(and, hence, in liquidity) as extra profits of corporations are taxed at 
higher rates than most individuals. The shift of liquidity. to business 
and to wealthier groups may be accentuated if the excess income is 
used for investments in summer bungalows or homes, or if it should 
again become fashionable to speculate in stocks. Last but not least, 
the unavoidable slow rise in the cost of living will absorb some of the 
cash accumulation and to that extent reduce liquidity. 

This rather skeptical appraisal of the ability of most wage earners 
to conserve their excess cash is further justified by the fact that very 
few people have arranged to meet their sharply higher future tax 
liabilities. Despite the forced lowering of the rate of consumption in - 
1942, the liquidity of many households will be reduced when taxes 
on this year’s income become due. If taxes are further increased next 
- year, the same process may repeat itself, provided the reduction in 
spending is not greater than the new rise in taxes. Thus cash abundance 
in the typical household may be postponed from year to year, and 
may never come as post-war adjustment and unemployment cut further 
into the cash savings of the average family. 

In business the forms in which the general tendency finds concrete 
expression are already visible. Some industries, expecting a decline in 
consumer demand, liquidate or sharply reduce their inventories. Others 
sell out at a rate accelerated by expanding markets and cannot re- 
plenish their stocks. In some industries, such as distilling, the major 
portion of the large capital invested in inventories is being gradually 
‘converted into cash, new production having been stopped by govern- 
ment order. In the whole field of instalment buying, capital heretofore 
carrying a large stock of durable goods is being liquidated. Another 
example of real “disinvestment” is the accumulation in cash of de- 
preciation and depletion allowances associated with actual wear and 
tear and which would normally have been reinvested. The latter 
process, probably the most significant of all, has just begun. Unless 
taxes become ruinous or peace comes soon and with a suddenness 
causing general dislocation, corporations, unlike the majority of indi- 
viduals, are not likely to dissipate their involuntary cash accumulation. 

At the same time, cash funds spill over from private individuals and 
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businesses to the banking system. Simultaneously with the contraction 
of debts between firms and individuals, there is contraction of private 
debt to banks. In the eyes of the debtor this is just another way to 
greater individual liquidity. For the economic system as a whole, this 
part of the general decline in debt has special significance. For pur- 
poses of differentiation, the relation between the stock of money and 
total bank loans and bank investments may be called Over-All 
Liquidity. The larger the stock of money relatively to bank loans and 
investments, the greater the net cash funds not subject to a contraction 
of bank credit, the greater is Over-All Liquidity. It is well known that, 
since the boom of the twenties, bank loans and investments other than 
in government securities have declined sharply while the stock of 
money has increased. The Over-All Liquidity of the private sector of 
the national economy was higher before the war than at any other 
comparable time. This tendency will continue to gather momentum 
during the war. 

Banks will feel the cash benefits from the increasing liquidity of 
business before other creditors or security holders, for bank loans 
will be the first to be paid off. Many were paid off before maturity in 
1941 and in 1942, and the recent change in the tax law will accelerate 
the process. Retirement of funded corporate debt and payments on 
defaulted interest accrue largely to banks as big holders of securities 
affected by redemption and interest disbursements. Since under the 
present system government finances a large part of investments in 
war industries, the inconspicuous repayment of bank debts outweighs 
the widely publicized new loans made to defense plants. In the course 
of time, increasing cash resources of individuals may step up this 
process of reduction in bank assets other than government bonds. 
Residential mortgages may be serviced and amortized more promptly, 
and if the purchase of small and large real estate should become more 
fashionable, banks will be able to liquidate foreclosed holdings that 
became their property contrary to their intentions after the collapse 
of the boom. 

Increase in Over-All Liquidity means, other things being equal, 
reduction in the stock of money. The decline in bank loans and 
investments in the private sector wil offset some of the monetary 
consequences of their increase in the public sector. It is still premature 
to express opinions on the magnitudes involved. However, all the 
facts discernible at present indicate that the dampening effect will be 
considerable. The shift in the basic economic quantity of money is thus 
associated with a general contraction in private debt. To the extent 
that the growth in the stock of money is stunted by the tendency just 
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mentioned, the already waning dependence of business on bank fi- 
nancing will be lessened further, and, consequently, the controlling 
power of the banking system over business will be weakened. 

But the improvement in liquidity will not be confined to cash. It will 
be accentuated by the holdings of government bonds acquired during 
the war. In corporate accounting, government bonds and bank balances 
are often lumped under the heading cash and equivalents. Although, 
legally, Treasury securities do not differ in every respect from private 
bonds and, economically, the market appraises a few corporate bonds 
just as highly as government securities, there are good grounds for 
treating them as a special category of debt, if for no other reason 
than because of the amount in which they are outstanding. Govern- 
ment bonds are now held by almost everybody commanding substantial 
capital or receiving regular income. The stability of their price has so 
far been beyond question. The highest grade and the most widely held 
security in existence, they are closest to money. Therefore, the cor- 
poration treasurer as well as the head of the family can rightly treat 
his government bonds as equivalents of cash. They are definitely one | 
of the assets entering into the computation of liquidity. 

Following the terminology of Courtney C. Brown in Liquidity and 
Instability, we distinguish between real wealth and claim wealth, the 
latter being money, evidence of indebtedness, and so on. The real 
wealth of the country may decline or remain unchanged during the 
war; it is unlikely that it will increase greatly. The national capital 
will be used more intensively and in many fields will not be fully 
replaced. On the other hand, new plant and equipment built for 
military production will be scarcely fully convertible to peacetime 
purposes. While real wealth will probably not change much, claim | 
wealth will rise sharply during the war because of the additions to ` 
the stock of money and of bonds purchased by the public. 

The school of thought that has supplied the theory for the policy 
of deficit spending in recent years has done much to destroy popular 
and learned prejudice against public debt. Fighting successfully against . 
a dogma, this school is now dangerously close to success in developing 
and propogating the opposite dogma: the theory of perpetual growth 
in public debt. Having created*a conception of the working principles 
of the economic system in our time that regards government spending . 
as a necessary condition of equilibrium, these writers are unable to 
see the future without deficits. They remain unperturbed in this 
philosophy even when war is swelling the national debt. Such com- 
placency would seem incomprebensible were it not for the supporting 
argument that the rate of spending is all that matters, that the 
absolute size of the debt is immaterial. The theory of defitit spending 
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has been criticized chiefly because of its political implications. Other 
writers have attacked the idea of a perpetually growing debt with a 
general and somewhat inarticulate statement that accumulation of debt 
beyond certain limits must ultimately lead to bankruptcy and inflation, 
although they admit that increases in debt, which compensate for 
deficits in private spending, are not fraught with the danger of 
inflation. 

The key to this apparent contradiction lies in the monetary aspect 
of a growing stock of public debt. Its inflationary nature springs from 
the similarity between government securities and money. As long as 
Treasury bonds possess a degree of stability and marketability that 
makes them “equivalents of cash” in the eyes of their owners, there 
is not much difference between growing liquidity based on an increase 
in money and on an increase in Treasury bonds. Private savings in- 
vested privately do not affect the supply of money. Private savings 
invested by the government create a growing stock of debt certificates 
interchangeable with money. 

The government is paying for productive contributions to the war 
partly in claims for goods and services that cannot be satisfied at 
present. It is an “as if” method of payment, hypothetical in two 
respects: first, money that cannot be spent approaches debt, while 
the debt with which we are here concerned comes close to being money. 
Second, both money and government debt are considered by their 
owners as claims not on the debtor but on total national real wealth. 
Since aggregate claims are increased drastically relatively to real 
wealth, they can maintain the value associated with them at the time 
of issue only if they are not exercised either during the war or after 
its conclusion at the rate at which they were customarily used in the 
past. If at the end of hostilities average cash reserves and the velocity 
of the circulation of money return to their pre-war levels, a great part 
of the present value of the claims will be canceled by inflation. The 
element of truth in the popular fallacy that the cost of war financed 
by borrowing is borne by “future generations” is that income earned 
in 1942 competes with income earned in 1945 for the output of 1945. 
The rate at which claims will be presented for payment in goods and 
services after the war and the degree to which business and individuals 
will choose to maintain their newly acquired liquidity become major 
determinants of post-war economic trends. 


The Effectiveness of Monetary Controls 


There may be doubts whether the state of vastly greater liquidity 
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when the war is over is an institutional change or a dynamic factor 
bound to produce immediate effects on the economic system. Policies 
with respect to the share of total business or private assets which it is 
“prudent” to keep in cash have not always been the same. There is 
no general reason to prevent corporations from adding further to the 
part of their working capital that is normally held in bank accounts. 
Wealthy individuals may under certain circumstances go so far as to 
keep their entire fortunes in cash and to live on capital in the absence 
of other income. Liquidity preference is in large degree a matter of 
convention. Some of the increment in the stock of money may become 
a permanent addition to idle funds. At the same time it is only 
plausible to assume that, with the return of the freedom to spend, 
the far greater portion of the “new money” will reappear in the markets 
for goods and services. 

The incentives for spending after the war will be many. The chief 
one will be the desire to satisfy deferred consumption and deferred 
capital replacement. A higher degree of “business confidence” may 
stimulate investment. Preoccupation with the future purchasing power 
of money may become an incentive for spending while the spending’s 
good. Finally, the higher business liquidity per se may lift former limi- 
tations to investment and expansion projects. Although a greater degree 
of personal or corporate liquidity may in some cases be the permanent 
effect of war financing, the short-term dynamic aspects of cash abun- 
dance after the war are the more important. 

As a matter of distinction and elimination we may envisage after 
the war the three possibilities of stagnation, prosperity, and an infla- 
tionary scare. The third must be checked at any cost. Whether it will 
ever become imminent depends partly on the effectiveness of wartime 
controls, partly upon the punctiliousness with which the financial 
obligations of the government are met, partly on the philosophy and 
practice of economic policy after the war. Since no economic measure 
is drastic enough to forestall such an emergency, the brakes applicable, 
if it materialized, need not be discussed in advance. If the other 
extreme, stagnation, should be the actual state of American economic 
life after the war, liquidity fog obvious reasons is no problem. Then 
the accumulated results of monetary expansion during the war really 
mean nothing except an institutional change to higher liquidity prefer- 
ence. Finally, a pacified and politically and economically more stable 
world may encourage continued intense business activity. In a period 
of investment optimism the pressure of an inflated volume of money on 
productive capacity would give more than usual importance to restric- 
tive monetary policy, while high liquidity would create gbstacles to 
its successful practi¢al application. 
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It is again proper to distinguish between consumer and business 
spending moves after the war. Consumption, including the purchase 
of consumer durable goods, has never been considered a field of 
direct business cycle policy. It may become one this time if the 
pent-up demand for automobiles, residential building, and household 
equipment should get completely out of line with the capacities of 
these industries. Such controls, difficult as their practical application 
may be, present no insurmountable problem in principle, mainly be- 
cause there will always be complete agreement that they are temporary. 
The absence of conflicting opinion, or at least of doubt and suspicion, 
is not so certain with respect to the direct control of investment. 
Direct control of business spending is naturally the easiest and most 
comprehensive answer to excessive liquidity. The superabundance of 
cash capital could be eliminated with a stroke of the pen were its 
spending subject to permit. But here economic reasoning is circum- 
scribed in some degree by political preference or political prejudice. 
In our opinion, a system of government regulations involving the 
licensing of investment would go beyond the limits ultimately com- 
patible with the political freedom of a democratic society. A system of 
individual approvals and denials, not of general rules, it would neces- 
sarily involve decisions such as whether Goodrich or Goodyear should 
be allowed to build a new plant if only one could be built and two 
had been planned. 

Flexible tax rates have been suggested as another means of restric- 
tive control. Whatever the general advantages or shortcomings of this 
system of business regulation, it can hardly be put into effect after 
the war. The extreme sensitivity of business to tax policy in a period 
of heavy financial burdens and the political implications of prohibitive 
taxation make it much too crude a method of economic management 
for the period of post-war readjustment and reconstruction. The objec- 
tive of economic policy must be to limit temporarily the rate of 
investment but not to discourage business enterprise permanently. 
Monetary control is probably the method with the best chances of 
success in attaining these results within the boundaries of a profit 
economy. In contrast to direct regulation of investments, monetary 
control is general, not individual, because it undertakes to determine 
only the limits of the total supply and cost of capital, while the con- 
sequences for individual firms are up to the judgment or the means 
of the interested parties. It is elastic also because the finality of mone- 
tary restrictions often depends on the ability to pay a premium. 
As long as we believe that the price mechanism is able to express the 
scale of market preference, this is a distinct advantage. 

Monetary controls of the aggregate demand for goods and services 
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are exercised either by influencing the public’s actual and potential 
supply of money or by attempting to control investment by influencing 
the long-term rate of interest. Changing the supply of money is the 
more important and effective method. It is carried out by raising or 
lowering the cost, and, consequently, the volume of bank loans through 
changes in the discount rate, by influencing the volume of bank loans 
through changes in Reserve requirements, and by influencing directly 
the supply of money in the hands of the public through open market 
sales or purchases of government securities. It can easily be shown 
that the functidning of most of these tools has become much more 
difficult under the financial conditions created by the war. 

To begin with open market sales of government bonds as a means 
of restricting liquidity, it must be borne in mind that the public and 
the banks will be saturated with Treasury securities. Under business 
conditions requiring measures of monetary restrictions, t.e., in a period 
of investment optimism and good earnings, investors will probably 
hesitate to add to their holdings of low-yield securities. Under such 
circumstances, sales by Federal Reserve banks could be made only at 
the price of depressing the market for government bonds, and the 
tightening effect of such operations on the supply of money would 
probably be not at all proportionate to the damage done to bond prices. 
Raising the discount rate has little effect under the American system. 
In contrast to Great Britain, the central bank’s discount policy is not 
a great psychological power in the economic life’ of this country. 
Furthermore, it has been the practice of commercial banks since the 
depression to avoid indebtedness to the Federal Reserve banks alto- 
gether. Although this practice may change under the present program 
of liberalizing Reserve requirements slowly while bank investments 
and deposits are rising rapidly, it may still be doubted to what extent 
stepping up the discount rate could curtail bank lending to customers. 
In periods of business confidence, the cost of credit is a minor item 
for all except a few branches of industry. A stiffer Federal Reserve 
rediscount rate may suggest cuts in the commercial banks’ holdings 
of Treasury bonds before it. becomes an effective limitation of bank 
loans to customers. Thus a higher rate for short-term loans could 
become another depressing factor on the price of government bonds. | 

Changes in Reserve requirements are the most potent weapon of 
Federal Reserve bank policy. They are, in fact, the one reliable instru- 
ment in any attempt to exercise monetary control energetically. But 
their effectiveness also is being lessened by the rapid growth in the 
national debt. Their purpose cannot be achieved as long as banks ,' 
can create central bank reserves through the sale of government bonds 
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from their nearly inexhaustible portfolios to the Federal Reserve 
banks. Unless bank investments in government securities are voided 
of their present character as “secondary reserves,” an advance in the 
statutory reserve rate would not really limit bank credit. This leads 
to the familiar textbook conclusion that the Federal Reserve banks 
cannot be buyers of government bonds in periods of restrictive mone- 
tary policy. The sole reason for its reiteration is the impression that 
at present there seems to be too much reliance on central bank co- 
Operation in both business thinking and government policy. The 
Federal Reserve banks may be obliged in the future to take a deter- 
mined stand, making it clear that commercial banks cannot rely on 
them whenever they wish to sell Treasury securities—except, of 
course, in cases of distress. 

On the other hand, sales of government bonds by banks to the 
public can hardly be opposed on general grounds, since they serve to 
limit the supply of money. Despite the experience of 1937, the danger - 
is slight that commercial banks could exercise such practice to the 
point of depressing for a prolonged period the market in Treasury 
issues. Their stake in government bonds has soared in recent years, 
and any reduction that could be achieved in their holdings by sales 
to the public would be small in relation to what they would have left. 
Consequently, any such lightening of bank portfolios would probably 
not compensate for the depressing effect of a drastic sales policy on 
bond prices and on the balance sheet value of the rest of the banks’ 
government bond holdings. Furthermore, it is impossible to visualize 
a situation when Treasury bonds at a given price are generally more 
attractive to non-bank investors than to banks. Selling at a sacrifice 
instead of carrying bonds through to maturity cannot be a sensible 
policy for institutions which, in the ordinary course of their business, 
are neither faced with illiquidity nor forced for pressing reasons to 
make other large investments. In short, there is little reason to expect 
that bond sales by commercial or by Federal Reserve banks would 
substantially contract the supply of money. 

Still, the large holdings of government securities by banks and 
individuals are not the biggest obstacle to restrictive monetary policy 
created by the war. Much more signifieant is what we described above 
as increasing Over-All Liquidity. Although the aim of monetary policy 
is to control the public’s supply of money, its field of action is bank 
loans and bank investments. Federal Reserve policy can reduce or 
augment bank deposits only by influencing bank assets. Money in 
the bank not counterbalanced by a claim of the bank against the 
owner of the account cannot be affected by steps taken by the central 
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bank.’ In the past there has been little emphasis on this point for the 
very good reason that bank loans and investments other than in 
Treasury securities were very large relatively to deposits. Since the 
depression, loans and investments have been declining and deposits 
increasing. On December 31, 1929, member bank loans and invest- 
ments, other than in Treasury securities, were 31 billion dollars, — 
adjusted demand deposits, 17 billions. On December 30, 1939, loans 
and investments were 17 billions, adjusted demand deposits, 27 
billions. The figures for June 30, 1942, were 20 billions and 37 billions. 
We may project this trend into the future by simply applying the 
assumption made at the beginning of this article. If borrowing from 
banks at the rate of 30 billion dollars continues for only two years 
and if private bank loans and investments are reduced at the annual 
rate of, say, 5 billions, then in 1944, 10 billions of bank credit to the 
private sector of the economy would face deposits of 80 to 90 billion 
dollars. 

The one purpose of these figures is to indicate the magnitude of the 
problem. Real estimates of the change in the amounts involved are 
impossible. Moreover, shifts in the ratio of bank advances to bank 
deposits are not a satisfactory quantitative measure of the degree of 
control that can be exercised through the former on the latter. It is 
evident, however, that a drastic change in the relation makes the 
task of monetary policy infinitely more difficult, if not impossible. 
Any pressure exercised in the future by Federal Reserve authorities 
on the volume of bank loans would fall heavily on a small segment of 
the economy alone. It would affect industries which because of the 
general nature of their business or of their financial. structure depend 
chiefly on bank credit. It would impose financial hardship upon firms 
and industries requiring credit in order to expand after the war 
either because their operations were curtailed and their business 
damaged by the war, or because they were fully converted.to war 
production and will be in need of working funds for peacetime rehabili- 
tation. While restrictive monetary measures would be directed with 
concentrated severity to a small segment of industry, other concerns 
that happen to be independent of bank credit would keep the full 
freedom of using their inflatetl cash funds. This discrimination, in 
addition to the other limitations of monetary policy under such circum- 
stances, may discourage the authorities from even trying it. 

This pessimistic conclusion is not surprising. One could not expect 
that a basic change in our monetary system could be successfully 

° Open market transactions, the sole exception, have been mentioned merely as a method 


with little promise under post-war conditions, 
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handled with the traditional means of monetary management. It may 
require in some instances a departure from established method. If 
reforms could make monetary controls effective, the change in technique 
they would entail would still be preferable to either a change in the 
fundamental principle of economic policy, such as the institution of 
direct regulation of investments, or to helplessness in the face of 
imminent inflation. 

Since the ultimate aim of reform is to reduce the stock of money 
that is outside the sphere of influence of monetary authority, the 
dependence of business on bank credit should again be strengthened. 
Drastic measures should be avoided for obvious reasons. The short-cut 
of a forced loan, for instance, might weaken confidence in Treasury 
bonds. This and similar measures would lead to evasion: some people 
would hide currency; a financial detective organization would be set 
up and with it would come all the regrettable psychological conse- 
quences of a law that requires an elaborate system of enforcement.’ 

The practical possibility suggested for technical and expert study is 
the institution of “reserve requirements” for corporate cash funds. 
The Federal Reserve Board should be given the power to order that 
a certain percentage of corporate cash funds cannot be used for business 
purposes. The proportion of reserves to be held should be determined 
by the Board from time to time. Holding of government bonds should 
be offered as an alternative to required cash reserves. 

It is not intended to analyze in these pages the various aspects of 
this suggestion. Its main advantage is that it probably means less 
actual change than any other system designed to attain the same ends. 
If reserve requirements for corporate cash are introduced at a time 
when most firms do not plan to reduce their liquid funds, 7.e., before 
the start of a major expansion in trade activity, the law would not 
materially affect the conduct of business. At the outset the limitation 
on a corporation’s freedom of action would be purely theoretical; it 
would become practical only when in its absence spending assumed 
inflationary proportions. 

Naturally, any misinterpretation of reserve requirements for indus- 
trial concerns as a distant relative of confiscation should be carefully 


TA minor point of policy can be discussed here. Reduction of business debt during the 
war should “be encouraged. Although the liquidity of a firm does not change fundamentally 
when liabilities are reduced by the same amount as cash, a retirement of debt, especially 
of long-term debt, makes a firm more dependent on the credit market and reduces its 
financial freedom of action. A good beginning in this direction was made in the Revenue 
act of 1942, providing for immediate payment of the 10 per cent post-war refund of 
excess profit taxes if and when corporations used such sums for 40 per cent of current debt 
retirement. ` 
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avoided. Provision should be made for the release of reserve funds in 
case of liquidation. Similarly, corporations should be free to use them 
for non-business investments in securities, real estate, etc., and to . 
retire debt. Individuals and small businesses should not be included ' 
in the provision for reserve requirements. They would feel the imposi- 
tion of reserve laws as a stricter limitation on personal freedom. The 
opportunity for evasion, hardly existing in the case of big business, 
would be greater and, finally, their importance in shaping the trends 
_ of business activity is relatively small. 

The practical difficulties this system would meet are numerous. Like 
any other law setting general rules, it would affect its subjects with a 
varying degree of severity, and the variations in the intensity of its 
impact would not always be justified by the purpose. Most corporations 
that have accumulated little cash will be less affected than those with 
large liquid funds, although the size of actual cash holdings may be 
due to random causes. Cash requirements for the transaction of normal 
business may be high in some cases and low in others. Some degree of 
adjustment must therefore be created by instituting different propor- 
tions of required reserves for industries definitely showing a varying 
financial pattern. Since only “net cash,” t.e., the balance between bank 
deposits and bank loans, could be made subject to reserve requirements, 
a dividing line must be drawn between deductible short-term loans and 
non-deductible long-term debt. As long as these and other obstacles 
can be overcome by devising proper procedures, they cannot block a 
method helping to attain a major'aim of economic policy. 

Reserve requirements for corporate cash funds would strengthen 
the position of commercial banks in more than one way. An individual 
bank would feel freer in its choice of investments for the portion of its 
total resources that would be frozen as corporate reserves. It could 
expect more liberal reserve requirements with respect to its own 
deposits, for under the present system restrictive measures operate by 
controlling bank credit alone: Consequently banks could be more active 
in satisfying credit needs of industry. Finally, the suggested reform 
would strengthen the market for government securities. The option 
given to corporations to hold required reserves in government bonds 
would widen the investment outlets for Treasury issues outside banks. 
To the extent to which banks could on balance sell government bonds 
to industrial corporations the total stock of money and Over-All 
Liquidity would decline. 

The suggested system seems to be a possible answer of economic 
policy to the financial developments discussed above. Regulation of 
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the supply of money is a recognized field of government control. Con- 
traction and expansion of active money has heretofore been a function 
of the banking system; the banks, accordingly, were subject to control. 
With a tremendous increase in idle funds in the hands of business and 
its rapidly shrinking financial dependence on banks, the traditional 
procedure is becoming ineffective. Contraction and expansion of active 
money is thus at the discretion of industrial concerns. Individually, 
they may act wisely in matters of business, but collectively they are 
unable to exercise judgment in matters of money. Government must 
retain a field of control it is about to lose. 


THE CAPITAL BUDGET AND THE WAR EFFORT 


By Morris A. COPELAND* 


The term “capital budget” stands in contrast to “annual budget.” 
The one suggests long-range fiscal planning and the other short-range 
fiscal planning. 

Our present federal budget system emphasizes the short-range type 
of planning. Although the system is not much more than twenty years 
old, capital budgeting has been under discussion for some time. Short- 
range fiscal planning is a logical first step to longer-range planning. 

There is a sense, however, in which short-range and long-range plan- 
ning are opposed. Professor F. R. Fairchild, writing in The American 
Economic Review for June 1941, says, “Budgetary theory implies that 
the entire financial program, including all expenditures and all revenues, 
shall be embraced in the annual budget.’ Those who, like Professor 
Fairchild, emphasize the annual aspect of budgeting or fiscal planning 
are apt to feel antipathy to certain aspects of long-range planning. 
The reason is not far to seek. If it be held that the basic fiscal period . 
for which we should seek a balance of the budget is not a year but, 
say, five years, or the period of the business cycle (if that can be suffi- ` 
ciently precisely determined), then, it will be held presumably that, 
if we go into debt during a part of this longer fiscal period and get out 
later, the budget is not out of balance during the period. From this 
longer-term point of view, borrowing to meet current expenses during 
any one year is to be regarded as “budget borrowing.” But from the 
annual point of view such borrowing clearly involves budgetary un- 
balance. 

The emphasis which Professor Fairchild places upon the annual 
aspects of fiscal planning leads him to object to so-called permanent 
appropriations as hampering the development of a “single unified 
plan” of federal finance for each year. In spite of his implication that 
there are many important instances of obnoxious permanent appro- 
priations, the principal instance Of this type of appropriation having the 
features to which he objects is an appropriation representing a certain 

* Formerly associated with the Central Statistical Board (which in 1939 became the 
Division of Statistical Standards, Bureau of the Budget), the author is now Chief of the 
Munitions Branch, Statistics Division, War Production Board. The views expressed by Mr. 
Copeland are his personal opinions and do not necessarily reflect those of the War Pro- 
duction Board or the Bureau of the Budget. 

1P, 284, Italics by the present writer. o á 
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percentage of customs revenue and amounting to about 140 million 
dollars this year; this appropriation is for the handling of agricultural 
surpluses. Two much larger items are the permanent appropriations 
for retirement of the public debt and for interest thereon. There are 
also permanent appropriations to the social security reserve trust 
accounts. Appropriations for these three purposes—debt retirement, 
interest, and additions to social security reserves—total about 6 bil- 
lion dollars in the fiscal year 1943. Continuing appropriations for all 
three purposes are appropriate elements in any long-range fiscal plan. 

If all appropriations be put on a fiscal year basis in order that the 
“entire financial program” may be “embraced in the annual budget,” 
the permanent appropriation device is not the only device useful in 
long-range budgeting which is likely to be questioned. Appropriations 
which may be obligated over a period substantially longer than the 
fiscal year are clearly needed for long-range fiscal planning. Such 
appropriations or their equivalent have been an urgent necessity in 
connection with our war effort. The First Defense Aid appropriation 
applied to a biennium. There has also been extensive use made of “ 
year” appropriations. 

There has also been very extensive recourse, particularly during 
fiscal years 1941 and 1942, to an anomalous financial device, the con- 
tract authorization. This device keeps appropriations within the fiscal 
year in a pro forma sense, but permits long term commitments. There 
are indeed two varieties of contract authorization—the dollar sum 
authorization and the authorization in kind. The dollar sum contract 
authorization may be contrasted with a cash appropriation. An ap- 
propriation carries authority to incur an obligation to make a money 
payment, and authority to discharge that obligation when it comes due. 
The dollar sum contract authorization is an authorization to incur an 
obligation by entering into contracts up to a fixed dollar sum limit. It 
is not an authorization to discharge that obligation when it comes due. 
A subsequent appropriation is necessary if such an obligation is to be 
liquidated. Contract authorizations for defense and war totaled 6.2 
billion dollars in fiscal 1941, 4.9 billions in fiscal 1942, and 1.6 billions 
in the first half of fiscal 1943. These were of the dollar sum variety. 
Of this 12.7 billions total of gross contract authorizations, 8.3 billions 
had beer liquidated by cash appropriations up to January 1, 1943, 
leaving 4.4 billions outstanding. 

Contract authorizations in kind so far employed are implied author- 
izations to incur obligations through entering into contracts for the 
construction of naval vessels, the limit in this case being stated in terms 
of the tonnage of the vessels, The amount of such authorizations in 
dollars increases or decreases with the vessel-cost per ton. The esti- 
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mated value of such authorizations outstanding on January 1, 1943, 
was 20.1 billion dollars. Combined authorizations of the two types, 
dollar sum contract authorizations and tonnage contract authorizations, 
outstanding on January 1, 1943, totaled 24.5 billion dollars. 

The three types of authority to obligate funds (cash appropriations, 
dollar sum contract authorizations, and contract authorizations in kind) 
were added together (and cash appropriations to liquidate obligations 
incurred under prior-year contract authorizations deducted to give the 
clean total) at only one point in the 1942 budget.” It is there stated that - 
the defense program counting from June, 1940, as envisioned two 
years ago (January 3, 1941), involved a total of 28.5 billion dol- 
lars. This pioneering attempt to total at the estimate stage the vari- 
ous authorities to incur obligations was an important step forward; 
but the anomaly which creates the problem of providing such a total is 
strong evidence of the difficulties of moving from annual fiscal planning 
to long-range fiscal planning. By January 1, 1943, total appropriations 
and contract authorizations enacted for war activities (less appropria- 
tions to liquidate obligations under prior-year contract authorizations) 
had increased to over 222 billion dollars.* 

One further aspect of the relationship between annual fiscal planning 
and long-range fiscal planning may be noted. The attempt to maintain 
practices appropriate to annual fiscal planning imposes various inflexi- 
bilities which lead to various forms of evasion. One form of evasion 
which readily suggésts itself is operation through special funds. In our 
federal financial system, special funds have been segregated from the 
General Fund for a variety of purposes. Among these are provisions 
for district and territorial governments, not to mention the Indian 
Tribes; provisions for social security, war risk ‘insurance and other 
reserves; provisions for various currency operations; and the carrying 
on of a variety of credit and industrial enterprises. Among credit enter- 
prises, the Reconstruction Finance Corporation and its subsidiaries 
have played an especially important rôle in connection with the war 
program in introducing greater flexibility into our financial structure. 

Whatever may be said against the school of thought which empha- 
sizes an annual basis for fiscal planning, there is one strong point in 
its favor: it has grasped the simple truth that, if we are to achieve 
budgetary balance over a period of years, we need to assume re- 
sponsibility for budgetary balance in each separate year. If one can 
always put off the task of achieving budgetary balance until some 


? The Budget of the United States Government for the Fiscal Year Ending June 30, 1942, 
p. vi. 
* This represents the total for the General Fund. In addition there are more than 15 billion 
dollars from the RFC and fts subsidiaries. 
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indefinite future date, budgetary balance is extremely unlikely ever to 
be achieved. When a rulè can be relaxed under many special circum- 
stances, special circumstances are likely to become the rule. 

On the other side of the picture it may be said that it is widely held 
today that there are two major functions of the federal government 
which are incompatible with fiscal planning on an exclusively annual 
basis. (1) The encouragement of the smooth functioning of our 
economy and the relief of persons unemployed when that economy 
does not function smoothly have come to be recognized as major func- 
tions of our federal government. To any one who accepts the relief 
and moderation of business depressions as a federal function, it is clear 
that budget balancing on an annual basis is entirely impracticable. (2) 
The provision of national defense is a universally recognized federal 
function. Although most economists today urge greatly increased taxa- 
tion, there are few who believe that a complete pay-as-you-go policy 
is compatible with a maximum war effort. 

From approximately a billion dollars as of July 1, 1916, our federal 
net debt grew to 25.7 billion dollars at the end of August, 1919. By the 
end of 1930, it had declined to 15.8 billions. From then until June 30, 
1940, it increased year by year to 41.1 billions. As of December 31, 
1942, our net debt was 97.6 billions. By the end of fiscal year 1943 it is 
expected to top 210 billion dollars. 

Without attempting any definite forecast as to the ultimate course of 
our federal debt, it is entirely safe to say that the war has greatly 
increased the importance of careful long-term fiscal planning. Our war 
effort itself will involve a further great increase in our federal net debt. 
Nor is this all. When the war is over, we shall almost certainly be 
called upon for further expenditures both as a means of offsetting the 
business decline which the cessation of war production is certain to 
inaugurate and to aid in reconstruction abroad. In addition, we may 
have occasion to provide capital for international enterprises, both in 
the field of trade in basic commodities and in the financial field. If we 
are to meet these calls promptly and adequately when they come, there 
is need for advance fiscal planning. 

At least during the first half of the current decade our federal debt 
will continue to mount. We need not, However, assume that our federal 
debt must continue to mount indefinitely. There is ground for predict- 
ing that the post-war readjustment will be followed by a period of 
good times. To those who hold the secular stagnation theory, two 
major factors may be pointed out. On the one hand, the tendency to 
oversavings will be substantially weakened by heavier taxes in the 
higher income brackets. On, the other hand, wartime capital depletion 
should, fot a number of years, provide a strong demand for capital 
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goods. If we are fortunate enough to enjoy a period of post-war good 
times, free of obligation to pay an external indemnity; and if we are to 
take prompt and adequate advantage of such a period to retire a 
substantial portion of our federal debt, we shall need to be ready with 
a long-range fiscal plan. 

Our inquiry thus far has revealed various conditions to which such a 
long-range plan should conform. It will be well to recapitulate these 
conditions at this point: 

1. It should be possible to make long-term commitments, 

2. Without deviating from the fiscal plan it should be possible during 
any short period, such as a year, either for expenditures to exceed 
revenues or for revenues to exceed expenditures. 

3. A satisfactory fiscal plan must provide for a very great increase in 
cash expenditures during a war emergency or during a business reces- 
sion, an increase not limited by any necessary relation to increased 
revenues during the same period. Particularly during a business reces- 
sion it should be possible to expand expenditures more, and more 
quickly, than they can readily be expanded under present arrange- 
ments. The plan should also provide for the prompt contraction of 
expenditures as soon as the need for large expenditure has ceased. 

4. On the other hand, the plan should be so constructed that for each 
separate year it is perfectly clear whether or not the plan has been fully 
adhered to. 

5. A satisfactory fiscal plan should provide for a prompt increase in 
taxes levied during periods of business expansion; #.e., taxes should be 
allocated as between peacetime years on the basis of ‘the year-to-year 
variations in our ability to pay them. 

It would seem that developments thus far in the direction of long- 
range fiscal planning have involved modifications in our federal annual 
budgetary procedure which are in the nature of relaxations. We have 
made marked progress in the techniques of long-range planning of 
public works. And since June 1940, we have developed something that 
begins to resemble a production budget system for a very large part of 
our economy, a system that looks more than a year into the future. — 
Nonetheless, the restraints appropriate to fiscal planning merely on an 
annual basis have been seriously weakened. No restraints appropriate 
to longer-range fiscal planning have been put in their place., We have 
cast aside the fiscal guide line of an annual balance between revenue 
and cash expenditure. Clearly, to recognize defense and the promotion 
of economic stability as federal functions is to reject such a standard 
for fiscal policy. But we have not developed a substitute. We have 
today no objective standard of fiscal pglicy by which to judge the 

relationship between revenue and expenditure. 
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Seen in this light, the relaxation of restraints which has been asso- 
ciated with the capital budget idea in the sense of a dual budget repre- 
sents a transition stage. If we omit the word “annual,” surely Professor 
Fairchild is right in insisting that budgetary theory implies a compre- 
hensive, unified financial program.‘ 

It was suggested above that long-range planning might mean balanc- 
ing the budget at regular intervals of more than a year in length. 
Unfortunately the contingencies for which we need to plan occur at 
intervals longer than a year, intervals which are definitely irregular. The 
restraints that are needed should apply annually. 

The term “capital budget” as applied to federal finance is suggestive 
not only of a long-range planning but also of the application of business 
methods to government. We may fairly ask, Can we by examining 
business methods find suggestions for restraints which meet these re- 
quirements and which are appropriate to long-range fiscal planning? 
Can we discover procedures which will satisfy our five conditions? It 
will be argued below that we can, provided proper adaptations are made. 
Indeed, in various ways, business methods have already been experi- 
mented with in government. Among these experiments may be cited 
the arrangement under which the Defense Plant Corporation advances 
funds for new facilities, and is subsequently reimbursed from the Treas- 
ury General Fund over a five-year period. Provision is thus made for 
writing off a capital expenditure over a five-year period. 

Glossing over irrelevant details, we may summarize the financial and 
accounting devices employed by business which seem especially perti- 
nent in the present connection as follows: 

1. All cash expenditures are classified under one or the other of two 
heads, current and capital. The particular rules which bring about this 
classification are not of direct present concern. What is significant is 
that, in spite of marginal items, a sharp line is drawn. 

2. Only a capital expenditure can be assigned against accounting 
periods other than the period in which it is incurred; and the assign- 
ment of any such expenditure must follow a rule adopted either in 
advance of the time when the expenditure is incurred or at the time 
when it is incurred. Again, for our present purpose, it is less important 

* Professor Hansen, in his book entitled, Fiscal Policy and Business Cycles (New York: 
Norton, 1944), p. 201, holds that, “Double budget accounting requires that the operating 
budget must carry year-to-year losses or write-offs sustained by governmental corporations 
or subsidiaries, together with depreciation and interest charges for nonremunerative capital 
projects.” It will be argued below that the inclusion of write-offs, depreciation, and all 
similar items has the effect of unifying the financial program. It would seem better to 
apply the term “double budget” only where such a unifying arrangement is either absent 
or incomplete. 


In any case jt should be noted thaf*a proper interpretation of the word “unify” does not 
require that the General Fund shall be the only fund. 
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to aw what rule is adopted for distributing a capital expenditure 
among various accounting periods than to know that some rule must 
be adopted at or before the time when the expenditure is incurred. 

3. An objective standard of financial policy is provided. If we may 
oversimplify a bit, we may. say that, to accord with this standard, the 
revenues in any accounting period should equal or exceed the sum of 
two items: (a) the current cash expenditures of that accounting period, 
and (b) the portions of the capital expenditures of all periods which 
have been assigned to that accounting period. 

Can these three business practices be advantageously applied to our 
federal financial system? As steps toward an affirmative answer to this 
question it will be well to consider a possible objection and a possible 
misconception. The objection is that government expenditures are dif- 
ferent from business expenditures and so do not lend themselves to the 
same sort of treatment. The misconception is that an improper dele- 
gation of legislative function to the executive may be involved. 

First let us consider the objection: Are government expenditures 
badly adapted to the sort of treatment involved? Can they well be 
classified, before they are incurred, as either capital or current? Can a 
plan for apportioning a capital expenditure among accounting periods 
be advantageously adopted at or before the time the expenditure is 
incurred? The difficulty commonly alleged is that in the case of private 
business (but not in government) a capital expenditure is typically 
for the acquisition of a wasting asset, and that the expected wasting 
and retirement of the asset suggest the plan for allocating the expendi- 
ture among accounting periods. But so far as concerns the identifica- 
tion before they are incurred, of those expenditures which are to be 
allocated among accounting periods and so far as concerns the advance 
planning of their allocation, government and business would appear to 
. be in the same general situation. There is no reason to suppose that 
identification of capital items and advance planning of the method of 
apportioning them by years are either more difficult or less desirable 
simply because one particular pattern for the planning is less often 
available. 

Second, let us look at the misconception: Does the application of the 
three business practices we have singled out involve an improper 
delegation of legislative function to the executive? All that it is intended 
to propose here is a change in the language of appropriation acts and 
in the methods of keeping records. It is suggested that those appro- 
priations which are for capital expenditures be identified as such, and 
that, except where such expenditures are for investment in self-liquidat- 
ing assets, they be regarded as deferred charges to be written off in 
subsequent years ard the plan of allocation of the accounting charges 
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recording such deferred expenditures be specified in the appropriation 
act or at any rate determined at the time of appropriation. In order to 
avoid any implication that these items which are to be written off are 
necessarily related to tangible assets, it may be well to call them 
“deferred charges.” It would probably be wise to have a statutory 
definition of such deferred items, the executive being directed to follow 
this definition in presenting estimates and to assume the burden of 
proof in classifying any estimate as a deferred item. Presumably an 
item to be classed as deferred (1) should not be recurrent annually or 
more frequently and (2) should be large, or part of a large program, 
such as a works and relief program during a depression or the defense 
effort begun in 1940. Indeed the statutory. definition of deferred ex- 
penditure items might confine such items to these two types of pro- 
gam: (1) a public works and relief program during a business reces- 
sion or depression, and (2) such part of a war, defense, or reconstruc- 
tion effort as it is not feasible to finance through current taxes.’ 

As a result of these two simple changes in appropriation procedure— 
the identification of items as either current or capital and the fixing of 
the write-off plan for deferred items before appropriation—we would 
have an objective standard by which to judge the relationship between 
revenues and expenditures. We would know in a real sense, instead of 
in the present unreal and nominal sense, whether our budget was in 
balance. There would be a moral force in favor of maintaining a bal- 
ance, but only a moral force. That moral force would be far better 
directed than the badly crippled moral force that operates today for 
a nominal but unreal balance, 

Let us turn now to the question: If the three business practices 
singled out above are applied to federal finance, will we have made 
material progress toward meeting the five conditions for long-range 
fiscal planning outlined above? 

1. If these three business practices are applied, will commitments 
for a period longer than a year be permitted? Clearly, these practices 
would not in themselves remove present restrictions on long-term com- 
mitments. However, if restraints appropriate to longer-range planning 
are provided, the need for retaining restrictions appropriate to annual 
budgeting would be largely removed. We might expect appropriations 
for a two-year period—or possibly a longer period—to become more 
frequent, and devices such as the contract authorization to be dropped. 

2. If these practices are applied, will it be possible for total cash 


*It would not greatly complicate the definition to give expenditures for tangible durable 
goods a place in it. There are advantages in so doing, especially in the case of public 
utility type investments. However, it is far more urgent to tregt as capital expenditures 
the two main types of program listed above. 


46 THE AMERICAN ECONOMIC REVIEW [MARCH 


expenditures during any short period either to exceed or to be less 
than revenues? Since revenues will be compared with the sum of (a) 
cash expenditures on current account and (b) portions of the deferred 
expenditure items incurred during a number of years, it is clear that 
the answer to this question is Yes. 

3. If these three business practices are applied to federal finance, 
will there be substantially greater flexibility in expanding or contract- 
ing the volume of outlays classified as deferred than there is under 
present arrangements? So far as a national defense or war emergency 
goes, the present moral restraints on a great and rapid expansion of 
expenditures are but weakly operative. In dealing with a depression 
emergency these restraints have undoubtedly substantially helped to 
retard expansion of federal works and relief expenditures. The substi- 
tution of a new fiscal standard for the unworkable present one of an 
annual balance of cash expenditures and revenues would help materially 
to remove the moral pressure which prevails under present procedures, 
against a quick large expansion of public works and relief expendi- 
tures. On the other hand, if a definite day of reckoning must be agreed 
upon when deferred expenditures are authorized, and if that day is not 
too far off, the pressure for contraction of deferred expenditures, when 
the emergency is passed, would be greater than it is under the present 
arrangement which permits us thoughtlessly to relegate the day of 
ee to the indefinite future. 

. If the three business practices are applied to government, will it 
be eke in each separate year whether federal finance has conformed 
to the new fiscal standard? Here, again, the answer clearly is Yes. 
“Balancing of the federal budget” will have a new and truer meaning; 
and it will be perfectly clear whether the budget is in balance, 3.e., 
whether revenues in any year equal cash expenditures on current ac- 
count during that year plus those deferred expenditures of various years 
which are charged against that year. 

Before taking up the fifth question, we may digress a moment. 
Whether, in fact, such a plan as we are considering will operate 
satisfactorily will depend to some extent upon the wisdom of the rules 
for distributing deferred expeyditures among different fiscal years. 

There are two basic approaches to the problem of distributing capital 
expenditures: (1) such an expenditure may be distributed by accumu- 
lating in advance of the time when the expenditure is to be incurred a 
reserve out of which to meet it; or (2) a deferred expenditure may be 
distributed in retrospect. 

Properly speaking, the first of these methods is not open to us at 
present in the case of federal finance. If we were to attempt to adopt 
the three business principles set forth above, it would be necessary as an 
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initial step to adopt a plan for distributing over future years an ac- 
cumulation of deferred expenditures roughly equal to our total federal 
debt. Moreover, we must make additional expenditures in the immedi- 
ate future which will have to be charged against the years to come. 

However, we may find it advantageous to mop up present purchasing 
power—close the inflationary gap—with a combination of taxes and 
borrowing that will absorb private funds that might otherwise be spent 
in bidding up the prices of a limited supply of goods and services. 
This federal financing may take a form that will provide private parties 
with funds during the post-defense period, ż.e., provides a reserve. 
Some such expedient is clearly desirable. However, it is not what is 
here meant by an accumulation of reserves for post-war works and 
other expenditures which assigns the burden to earlier years. 

A different situation exists in the case of state and local governments 
today. State revenues have been rising, and were higher in 1942 than 
in fiscal 1941; at the same time state expenditures, particularly for 
construction, have been curtailed by materials shortages and federal 
controls. A similar situation seems to prevail in most cities. Further- 
more, it is likely that state and local governments will continue to have 
surpluses during the emergency. It is gratifying to note that progres- 
sive states and cities are aware of the possibilities which such surpluses 
offer for aiding the war effort by capital budgeting devices looking 
toward the accumulation of reserves. Such devices serve not only to 
mop up current purchasing power which is potentially inflationary 
but also to provide a stimulus to business in the post-defense period. 

We may turn now to some of the points to be considered in the 
allocation of a deferred expenditure item over a period of years fol- 
lowing the expenditure. First, we may note that the procedure of allo- 
cation need apply only in cases where the capital expenditure does not 
result in the acquisition of a self-liquidating asset, or only to that 
portion of the capital expenditure in excess of a proper value for any 
self-liquidating assets acquired through the expenditure. Thus, total 
cash expenditures, apart from any advanced accumulation of reserves, 
may be thought of as consisting of three parts, (1) current expendi- 
tures, (2) the cost of self- -liquidating ; assets, and (3) deferred charges 
or capital expenditures to be written off over a following period of 
years. 

Our present concern is with the third category. It is not difficult to 
set broad limits to the length of the period over which any deferred 
expenditure item should be distributed. If the period is too short, say 
two or three years for a large program, little flexibility is provided, for 
we have deviated only slightly from an annual budget system. On the 
other hand, if the period is too long, fiscal flexibility is inadequately 
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counterbalanced by restraints; the day of reckoning lies so far away 
that it might as well be in the indefinite future. 

As guides to fixing the write-off period for any capital expenditure 
within these limits, two principles may be offered: (1) The smaller the 
total of new deferred expenditure items, the shorter the write-off period 
should be. (2) The greater the likelihood that a deferred expenditure 
item will be repeated, the shorter the write-off period should be. These 
principles do not uniquely fix the write-off period. They are intended 
rather to indicate the nature of the fiscal planning problem involved. 
The first might be rephrased, “Make the write-off period as short as 
ability-to-pay will reasonably permit.” The second principle clearly 
opposes an indefinite pyramiding of deferred outlay items. 

Because of their magnitude, the costs in which World War II has 
involved us may quite conceivably have to be spread over a forty-year 
period. Deferred expenditure items incurred in connection with a de- 
pression relief and works program should probably be written off more 
rapidly. Tentatively, we might suggest that the periods for writing 
off such deferred expenditures should fall within a range of something 
like 5 to 10 years.® 

Let us turn now to the pattern of write-off year-by-year and to 
question number 5: If the three business practices previously referred 
to are applied to government, will relatively heavier tax burdens be 
likely to fall on years of business expansion and relatively lighter tax 
burdens to fall on years of business recession? Whether the ability-to- 
pay principle will apply in this sense with the three business procedures 
in operation depends largely on the pattern of write-off year-by-year. 
It is not difficult to devise a formula which would provide for writing 
off deferred charges more rapidly in good years. Thus, for example, 
the amount to be written off might be made to vary with the Federal 
Reserve Board Index of Industrial Production. Such a distribution 
of deferred charges as this suggests should offer a definite psycho- 
logical pressure for tax increases in years of good business. By the 
same token, the psychological pressure would be relaxed in years of 
recession. 

Some will doubtless urge against the type of long-range fiscal plan 
here outlined that the advantages claimed for it are largely theoretical 
because the Congress could not be expected to stick to such a plan, if 
it were adopted. It is important to realize that sticking to the plan 


“If the cost of a durable good is to be treated as a deferred charge it would probably be 
wise to adopt some short-cut accounting device for such items as typewriters. These 
relatively short-lived capital goods might be handled on an inventory basis, ie. as self- 
liquidating. Purchases of such goods would then be ch&rged in part to (1) cest of goods 
used and in part to (2) addifton to inventory. 
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would mean only not juggling the accounts by changing the pattern of 
allocation of a deferred’ charge after the pattern has been set. No 
Congress can legally restrain successor Congresses from indulging in 
such a juggling of accounts. But it should be possible in adopting a 
fiscal plan of the type proposed to bring both a strong moral pressure 
and a strong force of inertia to the support of adherence to allocation 
patterns once they are fixed. 

The argument that the type of fiscal plan above outlined will not be 
followed is not so much an argument against this type of long-range 
plan as an argument against any long-range planning. Because sticking 
to the plan means merely not juggling the accounts the argument is less 
applicable here than it might be to many other types of long-range 
plans. Moreover, if the plan got off to a good start for a few years, 
adherence to it might soon become traditional. Further, as contrasted 
with our present unsatisfactory procedures, the type of long-range 
fiscal planning here outlined has two great advantages. It provides 
increased flexibility where increased flexibility is needed; and it offers 
more restraint at points at which restraint will be called for increasingly 
in the years to come because of the magnitude of our war effort. Both 
flexibility and restraint are promised through the replacement of our 
present nominal and misleading standard of budgetary balance by a 
truer standard. 


THE SPENDINGS TAX AS A WARTIME FISCAL 
MEASURE 


‘By MILTON FrrepMAn* 


The monetary veil that obscures and at times conceals the physical 
‘realities of the economic system is particularly dense in time of war. 
The physical realities themselves are clear: the full and intensive use 
of available resources, a large total output, the diversion of a sub- 
stantial part of the total output to the needs of the armed forces, a 
low level of output of civilian goods. These physical realities, however, 
express themselves in seemingly inconsistent monetary phenomena: a 
prosperity level of money income is accompanied by a depression level 
of consumer goods. All resources employed receive income; but only 
part are engaged in producing goods.that those incomes can buy. 

The physical realities insure that the prosperity level of income 
will be reconciled with the depression level of civilian supplies. The 
major economic problem is kow to reconcile them. The problem is to 
choose among the many possible alternatives the one that will best 
adapt the monetary mechanism to the physical realities. There are 
four major objectives that govern this choice: (1) the maximization 
of total output, (2) the maximization of the part of total output used 
for war purposes, (3) the equitable distribution of the short supply 
of consumer goods, and (4) the easing of the post-war adjustment.’ 

In peacetime as in wartime not all resources receiving income are 
engaged in the production of commodities and services for immediate 
consumption. Some are ordinarily engaged in producing additions to 
the nation’s capital equipment. And in peacetime as in wartime not 
all income received is spent for consumer goods or is paid in taxes. 
Some is ordinarily saved—put aside to meet future needs or to pro- 
vide for a higher future income. 

In peacetime, however, there is no compulsion about the fraction 
of the nation’s resources used fo produce goods not available for cur- 
rent consumption. In principle, at least, the fraction of resources so 


* The author, now on leave of absence from the National Bureau of Economic Research, 
where he is a member of the research staff, is with the Division of Tax Research, Treasury 
Department. The opinions expressed are the author’s personal views and do not necessarily 
reflect those of the Treasury Department. 

+ These objectives are not, of course, independent, and may be mutually inconsistent. 
For example, devoting the largest possible part of total output to war purposes may not 
be consistent with achievitg the maximum total output. 
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used can be adjusted to the fraction of income that individuals wish 
to save.2 In wartime, there is such a compulsion. The needs of the 
armed forces call for the utilization of the largest possible fraction 
of the nation’s resources to produce goods not available for current 
consumption. In this country, we are fast reaching, if we have not al- 
ready passed, the point at which more than half of all resources are 
used in this way. l 

In wartime, therefore, the adjustment between the fraction of re- 
sources used to produce consumer goods and the fraction of income 
used to purchase consumer goods is one-sided. It must be brought 
about by an adjustment in the disposition of income, if war production 
goals are to be attained. This adjustment is not easy. The fraction 
of resources devoted to war production far exceeds the fraction of 
their income that individuals are willing to refrain from spending. 

One way in which the prosperity level of income can be reconciled 
with the depression level of consumer goods is, of course, through in- 
flation. If individuals are allowed to spend their high incomes freely, 
they will bid up prices. This revaluation of goods alone accomplishes 
nothing, since it increases income as well as the money value of con- 
sumer goods. But it is invariably accompanied by a shift in the flow 
of income into the hands of individuals who will, temporarily at least, 
save a relatively large part, and it may be accompanied by an in- 
crease in the part of income absorbed by taxes. In this way, the 
fraction of output available for purchase is reconciled with the frac- 
tion of income spent. 

Inflation, the only solution about which there is extensive empirical 
evidence, is almost universally regarded as unsatisfactory. The evi- 
dence suggests that while inflation may be consistent with a high level 
of output it is likely to be inconsistent with the effective utilization 
of that output for war purposes, the equitable distribution of the part 
going to civilians, and post-war stability. 

Aside from inflation there are, by definition, only two ways to recon- 
cile the high level of income with the low level of supplies. The amount 
of income available for individuals to spend or save as they wish 
can be reduced, or individuals can be induced or compelled to refrain 
from spending a substantial part oftheir income. Various devices 
can achieve these results: income can be withdrawn by taxes or other 
fiscal measures; savings can be encouraged and spending discouraged 
by fiscal measures, or by appeals for increased savings; and spending 
can be prevented by rationing and other direct controls. 

1No judgment is intended on the crucial issue separating the “Keynesians” and “anti- 


Keynesians” as to whether there is an automatic tendency for such an adjustment to be 
made at a level of full employment. © 


* This is not, of course, intended to be a complete description*of the inflationary process. 
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There is no hard and fast line between fiscal and direct controls. 
Specific rationing of particular commoditiés is perhaps the extreme 
form of direct control. It may, however, not be feasible for a group 
of heterogeneous commodities, and value or point rationing may be 
used instead. As the group of commodities rationed expands, the diffi- 
culties of administering a series of separate value or point rationing 
schemes may be surmounted by using expenditure rationing—the 
fixing of the maximum amount that individuals may spend on all 
goods. This in turn is little removed from fiscal devices that do not 
limit the amount an individual may spend, but remove his income and 
so limit the amount he will spend. 

Similarly, fiscal devices may approach the area of direct control. 
Instead of having their income withdrawn by taxes never to be re- 
turned, individuals can be required to lend specified amounts to the 
government for the duration of the war. Compulsory lending may, 
however, be rendered ineffective if individuals meet the lending re- 
quirement simply by drawing on previously accumulated savings or by 
converting their savings from one form to another. Such transfers 
can be prevented by requiring individuals not merely to lend specified 
amounts to the government but to save specified amounts out of their 
income, whether in the form of loans to the government or in other 
forms. But compulsory saving alone is, in principle, impossible to 
enforce since income and expenditures are never definitely known 
until after the end of a period. Consequently, an individual could not 
know whether he had complied with the compulsory saving require- 
ment until after the period to which the requirement applied. One way 
of enforcing compulsory saving would be to specify in advance, not 
how much the individual must save, but how much he may spend. 
Compulsory saving would thereby become expenditure rationing, a 
‘device reached above by starting with specific rationing. 

The spendings tax, which is a tax on the amount that individuals 
spend for consumer goods, is peculiarly on the borderline between 
fiscal and direct controls.‘ Attacking the problem of rationing scarce 

* Most proposals for a spendings tax provide for exemptions that vary with marital and 
dependency status, like the exemptions under the present individual net income tax. 
Spending in excess of the exemption ewould be taxed at progressive rates, the first X 
dollars in excess of the exemption at one rate, the next Y dollars at a higher rate, and 
so on. The tax would be collected from the consumer, not from the seller. The determina- 
tion of the amount of spending subject to tax would not require detailed records of per- 
sonal expenditures. It would be determined indirectly by deducting savings from (or adding 
withdrawals from previously accumulated savings to) the individual’s income. In addition 
to the information now available on income tax returns, this would require information 
solely on increases or decreases in capital assets and liabilities. (Some of this information is 
already available in connection with the computation of capital gains and losses for 


income tax purposes.) The final liability under the spendings tax, as under the income tax, 
cannot be accurately detetmined until after the end of the year to which the tax ‘applies. 
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consumer goods, W. Allen Wallis, in an article in the September, 1942, 
issue of this journal, arrived at the spendings tax as the answer.” 
Requiring individuals to consume scarce goods in specified amounts 
and proportions is wasteful, since individual tastes and needs differ. 
This waste can be eliminated by fixing not the amounts of specific 
commodities, but the aggregate amount of commodities and services 
that an individual may purchase, leaving him free to choose the pro- 
portions in which he will purchase specific items. Extended to the 
whole range of commodities and services, this involves rationing gen- 
eral purchasing power. But designating the precise number of dollars 
that each individual may spend involves either creating a new cur- 
rency and providing a new machinery for distributing it or penalizing 
by fines, jail sentences, or other penalties people who spend too much, 

The simplest device is to specify the penalties in advance. The 
individual who spends more than his ration allowance can be made to 
pay for having done so and this extra payment can be made progres- 
sively larger, the larger the excess of his spending over the ration 
allowance. The ration allowance can be adjusted to size of family and 
other factors and the schedule of extra payments can be adjusted to 
achieve whatever equalization of spending is desired. This is a spend- 
ings tax, arrived at in an attempt to devise a flexible and fairly simple 
control over the allocation of scarce commodities and services. 

The efficient allocation of scarce supplies, the problem with which 
Wallis was concerned, is important not only to assure equity but also 
to maximize war output. It is obvious that resources used to ad- 
minister the distribution of scarce supplies to consumers are not 
available to produce military goods. It is less obvious, but no less im- 
portant, that the more adequately the distribution of scarce goods is 
adjusted to individual tastes and needs, the smaller is the total amount 

of consumer goods that will be needed, and the larger is the fraction 
of total employed resources that can be devoted to the war effort." 
Wallis’s demonstration that the spendings tax is an efficient instru- 
ment for adapting the distribution of scarce goods to individual tastes 
and needs is therefore a strong argument in its favor. 

In what follows, we shall consider the efficiency of the spendings 
tax in allocating scarce supplies as defnonstrated, and shall be con- 


However, provisional amounts could be collected currently during the year with a final 
adjustment at the end of the year. (See footnote 13 below.) In addition to savings, particular 
types of expenditures could, if desired, be exempted from the tax. See the accompanying article 
by Kenyon E. Poole for an extensive discussion of the structure of a spendings tax. 

°“How to Ration Consumer Goods and Control Their Prices,” Am. Econ. Rev., Vol. 
XXXII (Sept., 1942), pp. 501-12. 

* See S. Enke, “Price Control and Rétioning,” Am, Econ. Rev., Vol. XXXII (Dec., 1942), 
pp. 842-43. ° 
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cerned with it as an element in an integrated fiscal program adapted 
to wartime needs rather than as an alternative to direct controls such 
as specific commodity rationing or point or value rationing of selected 
groups of commodities. 

As indicated above, fiscal measures can help to reconcile a high level 
of income with a low level of supplies either by withdrawing income 

-or by inducing or compelling individuals to refrain from spending. 
Income taxes and payroll taxes reduce spending exclusively by with- 
drawing income. Excise taxes and general sales taxes both withdraw 
income and induce individuals to refrain from spending. If levied at a 
flat rate on all expenditures, their primary influence is, however, 
through the withdrawal of income since the inducement effect is felt 
only at the margin while tax is paid on all purchases. A progressive rate 
spendings tax, which exempts some purchases and imposes an increas- 
ingly severe penalty as spendings rise, comes closer to pure savings- 
inducement, though it too has important withdrawal effects. 

The problem of wartime fiscal policy, like most economic problems, 
is primarily to choose the proper combination of alternatives. In what 
proportions shall withdrawal methods and savings-inducement methods 
be combined?’ This decided, there remains the separate though by no 
means independent question of the. specific methods to be used to 
withdraw income or induce savings. 

Withdrawal methods impinge directly on income and indirectly on 
saving and spending alike. Savings-inducement methods impinge di- 
rectly on spending, sparing in large measure income and saving. The . 
proportions in which withdrawal and saving-inducement methods 
should be used therefore turn on the functions of income, saving, and 
spending in a wartime economy. 


The Functions of Income, Spending, and Saving in Wartime 


The functions of income. In peacetime, income serves both to or- 
ganize the use of resources and to allocate control over current output. 
It is the price that must be paid to acquire the use of resources, and 


Two opposite errors are often present in discussions of wartime economic policy. One 
is the tendency to consider the alternatives as mutually exclusive: direct control vs. fiscal 
methods; the income tax vs. the spendings tax; the spendings tax vs. the sales tax; taxes 
vs. compulsory lending. The other is the tendency to advise that we do all we can “on 
all fronts” at once. This position may be valid in the light of political obstacles to doing 
_ anything on any front, and may therefore be valuable as a political slogan; but it is 
intellectually empty. Carried to the extreme, it would require as much price control and 
rationing as would alone be sufficient, plus as much taxation as would alone be sufficient, 
plus as much compulsory lending as would alone be sufficient, etc. That this is an absurd 
extreme never actually proposed does not vitiate the fact that the position obscures and 
conceals the very essence of the ito namely, the proportions in which different 
measures should be used. * 
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hence is an index of the importance of the resources to those who em- 
ploy them. Because income is also a claim to current output, indi- 
viduals are induced to use their resources themselves or to let others 
use them. The attempts by owners of resources to maximize the reward 
received and by users of resources to minimize the price paid (ac- 
count being taken of nonpecuniary as well as pecuniary rewards and 
prices) direct resources into those uses in which their value product 
(adjusted by nonpecuniary considerations) is the greatest. 

The dependence of the resource-organizing function of income on 
its function as the means of allocating control over current output is 
not complete. In the first place, social custom imparts to the level 
of income an honorific and status value derived from but in large 
measure independent of the control over current output that its re- 
cipient can exercise. In the second place, the control over current out- 
put need not be proportional to income. It may be enough of an in- 
ducement to the efficient use of resources if twice the income imparts 
some additional control over current output, but not twice the control. 
In the third place, most individuals are willing to accept a claim to 
future output for part of their claim to current output. 

For these reasons, even in peacetime, taxes and other measures have 
modified considerably the control over current output granted by in- 
come without seriously impairing the function of income in organizing 
the use of resources. 

It is clear that it is highly desirable to retain in wartime the func- 
tion of Income as a means of organizing the use of resources. Some 
device must be used to stimulate individuals to work, to work harder 
and longer, and to move from one type of work to another; to stimu- 
late the intensive use of plant, machinery, and other capital goods; 
and to bring about the conversion of capital equipment from one use 
to another. A technique to accomplish these functions is already at 
hand and highly developed. It is wasteful and inefficient not to use it 
as much as possible. 

The obvious wartime difficulties in using income to organize re- 
sources derive very largely from the hindrances to permitting income 
to serve as the means of allocating control over current output. A large 
part of that output must be used for war purposes; and the need to 
maintain productive efficiency of the working population, to say noth- 
ing of considerations of humanity and equity, make it undesirable even 
to distribute the rest solely in accord with incomes received. 

Despite these difficulties, the function of income as a means of or- 
ganizing resources in wartime remains important and vital. Even 
though income were completely divorced from control over either cur- 
rent or future output for the Guration of the war, the honorific signifi- 
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cance of current income and the effect of current income on expected 
future income would still give it some incentive value. In addition, and 
more important, part of income can still be permitted to serve as a 
claim to future output, and even the separation of income from con- 
trol over current output need not be complete. 

The extent to which it is possible and desirable to permit part of 
income to serve as a claim to future output depends on the functions 
of saving in peacetime and in wartime. 

The functions of saving. To the individual, savings are a means 
of providing for future contingencies, postponing consumption from 
years of high income to later years of expected low income, providing 
for a higher income in later years through earnings on capital, and 
accumulating wealth in order to provide security and plenty for chil- 
dren or other near ones, or in order to enhance the individual’s stand- 
ing in a society in which wealth is an important index of status. Some 
of these reasons for saving are strengthened in wartime by the in- 
creased uncertainty about the future, while others are weakened. On 
balance, the importance of savings to the individual is probably en- 
hanced rather than reduced. 

To society, savings serve a very different function. The part of ag- 
gregate income saved is matched by a corresponding part of current 
output that takes the form of an addition to the capital stock, of in- 
vestment rather than consumption goods.* These additions to the 
capital stock increase future output and the increased output makes 
possible the payment of a return on the accumulated savings without 
a reduction in the return to others. Similarly, the fact that money sav- 
ings of individuals are paralleled by capital goods provides the means 
whereby, in principle at least, accumulated savings can be realized in 
the future without corresponding savings by others. 

In wartime, society cannot afford to add to its capital equipment 
except in ways that contribute directly to the production of instruments 
of war. The counterpart of savings becomes in large part goods pro- 
duced neither for current consumption nor for addition to the stock of 
capital, but for the waging of war. Consequently, the part of current 
output not consumed by civilians does not provide in full the means 
to pay a return in the future to persons who release or are forced to 
release their claims to current output. Fom this point of view, savings 
have clearly lost part of their function. But this loss is not complete. 
By accident rather than design, part of the war expenditures will 
serve to create additions to the capital stock useful in peace as well 
as in war. Savings up to this amount are no different in war than in peace. 
Savings over and above this amount can in general be paid back or 


* This statement refers, of course, to ex post rather than ex ante magnitydes. 
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a return paid on them only by a transfer from other individuals in 
society. i 

Wartime creates—or strengthens—another function of savings. The 
transformation of society from war to peace at the end of the war will 
be eased if the money demand for goods need not be derived exclu- 

„sively from the money incomes currently being received and if a fairly 

strong flood tide of released savings helps to overcome the frictions 
and resistances to adjustment. Savings can then provide the means 
for their repayment by bringing about the employment of resources 
that would otherwise be idle. Of course, this process is not without its 
dangers—too strong a flood tide can dissipate itself in rising prices, 
bringing about a transfer of goods rather than a net addition. 

The functions of spending. Just as in wartime the part of their in- 
come that individuals want to save cannot be allowed to determine the 
part of current output devoted to investment, so the part of their in- 
come that individuals want to spend cannot be allowed to determine 
the part of current output devoted to consumption. The needs of war 
dictate that as little as possible be consumed. The function of spending 
in determining how much shall be consumed is therefore almost com- 
pletely eliminated in time of war. 

But spending has other functions as well. It is the means in ordinary 
times of determining the apportionment of consumer goods among 
individuals, and the apportionment of the total output of consumer 
goods among various kinds of commodities and services. It is the 
means whereby standards are set and the relative importance of goods 
determined. Indirectly, therefore, it determines the apportionment of 
resources among industries and their utilization within industries. 

These functions of spending are weakened but not eliminated in time 
of war. Spending still serves in large measure as the means of allocat- 
ing goods among individuals and of determining the proportions in 
which various goods shall be produced. As Wallis shows in his article, 
these functions of spending can be turned to good account, if other 
methods are used to replace those functions of spending that are not 
applicable to wartime conditions. 

The weakening of the functions of spending derives primarily from 
two sources. In the first place, certain resources are specially adapted 
to the needs of war. The desires of individuals for commodities and 
services for which these resources are also specially adapted cannot 
be permitted to drain them from war industries. However, if the 
amount of these resources to be devoted to civilian needs is specified 
in some other way, the free spending of individuals may still serve 
to determine how this limited amount is used. 

In the second place, war brings a change in the ynportance attached 
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to the individual as a resource and as a consumer. The individual al- 

ways has a dual status in society. On the dne hand, he is a resource, ` 
a piece of human capital. On the other hand, he is a consumer, the 

satisfaction of whose wants is the ultimate end of production. As a 

resource, much of what he consumes is an intermediate product, a 

cost of production, like the food fed to livestock. As a consumer, what 

he consumes is a final product, designed to satisfy the wants of the 

prime mover of the production process. In ordinary times, the con- 

sumer aspect of the individual is dominant. He is an end, not a means. 

It is proper, within rather broad limits, that he consume what he 

wishes, even if it lessens his efficiency as a resource. It is proper, too, 

that individuals be permitted to use their accumulated savings to draw 
on the common pool of output even if they are not currently helping 
to produce that output. In wartime, values change. The winning of 
the war becomes an ultimate end codrdinate with or more important 
than the satisfaction of wants. The individual becomes a means, not 
an end. Society quite properly begrudges consumption that does not 
go to individuals currently helping to produce output or that does 
not contribute to making the individual a more efficient resource. 


The Relevance of the Changed Functions of Income, Saving, and 
Spending to Fiscal Policy 


‘A wartime fiscal policy placing exclusive reliance on the withdrawal 
- of income may be consistent with these changed functions of income, 
saving, and spending if the fraction of aggregate resources devoted 
to the war effort is not very large. If, however, the fraction of re- 
. sources devoted to the war effort is large, exclusive reliance on the 
withdrawal of income becomes unwise; and savings-inducement meth- 
ods become a desirable adjunct. 

Withdrawal of income by taxes. The withdrawal of income by 
taxes cannot be relied on exclusively because it would either seriously 
reduce the productive efficiency of the working population; or would 
largely remove their incentives to work harder and longer. 

If the taxes required were levied in such a way as to take much the 
same percentage of all incomes, the incentive value of income would 
be retained in large measure. But the distribution of consumer goods 
would then be as unequal as the distribution of incomes. Whether or 
not this is tolerable in peacetime, it certainly is not tolerable in war- 
time when the supplies of consumer goods available are short. Aside 
from considerations of equity, which are themselves strengthened by 
the scarcity of goods, such an unequal distribution of goods would 
mean that many workers would receiveless than tey need for health 
and efficiency. ° 
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The importance of the individual as a resource therefore requires 
that the tax be progressive, that is, take a larger percentage of a large 
income than of a small income. But if the tax is progressive, the rates 
needed to reduce the money demand for consumer goods to the value, 
at the desired price level, of the available supplies will be sufficiently 
high to impair seriously the incentive value of income to many of the 
individuals affected. For example, in connection with the Revenue 
Bill of 1942, it was estimated that confiscation of all net taxable in- 
come above exemptions of $500 for a single person, $1,200 for a 
married couple, and an additional $350 for each dependent would 
yield not much more than one-third of the total income of all in- 
dividuals. Lower exemptions would increase the tax base, but even 
so, extremely high marginal rates would be needed to raise the sums 
required when the war effort is absorbing half or more of the nation’s 
resources. 

Moreover, a progressive tax of the magnitude required would leave 
only a relatively small amount of savings. Because savings are typi- 
cally an increasing percentage of income, a progressive tax tends to 
reduce savings more sharply than disposable income (i.e., income 
after personal taxes). The resulting savings are likely to be less than 
would be consistent with the changed functions of savings. For ex- 
ample, according to most estimates, the volume of consumer goods and 
services during calendar 1943 is unlikely to be much above 70 billion 
dollars at the prices prevailing at the end of 1942. If individuals were 
free to spend or save their incomes after taxes as they wished, how 
much savings would be associated with this level of spending? 

The experience of the past gives some basis for judgment. During 
the 20 years from 1921-40, aggregate personal savings were 7 per cent 
of the amount spent on consumption; in one year savings reached 
14 per cent of the amount spent on consumption; and in no other 
year did savings exceed 11 per cent of the amount spent on consump- 
tion.” This would imply that spendings of 70 billion dollars would be 
associated with savings of not more than 10 billions. The associated 
savings might be somewhat higher than in the past because of the 
unavailability of many types of goods; on the other hand, savings 
would tend to be lower because of the smaller inequality of dis- 


For 1921-38, based on income and consumer outlay estimates of Simon Kuznets, 
National Income and Its Composition: 1919-1938 (New York, Nat. Bur. of Econ. Re- 
search, 1941), p. 137; for later years, on Department of Commerce figures. 

* This figure on possible savings may seem inconsistent with the very much higher 
estimates of actual savings during recent months. However, two factors explain the apparent 
inconsistency: (1) a significant part of the actual savings since early 1941 are “inflation- 
induced,” that is, are a manifestation of price rises; (2) a large part of the taxes necessary 
to prevent price. rises would be paid out of income that would otherwise have been saved. 


-60 l THE AMERICAN ECONOMIC REVIEW [MARCH 


posable income that would be implicit in a progressive tax system suffi-. 
ciently heavy to reduce aggregate disposable income to the neighbor- 
hood of 80 billion dollars. Savings of not more than 10 billions a 
year seem less than is desirable to provide a backlog of savings for 
the immediate post-war period and to perform the other wartime 
functions of savings.” 

Withdrawal of income by compulsory lending. The difficulties en- 
countered in relying exclusively on withdrawal of income by taxes 
when the fraction of income devoted to the war effort is large can 
be surmounted to some extent by treating the amount withdrawn not 
as taxes but as a loan to the government. In this way, the incentive 
value of income is greater than if the amounts withdrawn are treated 
as taxes, and the total amount of savings—-compulsory loans plus 
voluntary savings—is larger. However, reliance in very large meas- 
ure on withdrawal of income through compulsory loans conflicts with 
the altered function of spending. 

Under any plan, whether taxes or loans, that determines the in- 
dividual’s contribution on the basis of his income, the pressure to re- 
duce spending below what it would otherwise be depends on income 
and not on the draft that the individual is making on the short supplies 
of consumer goods. The individual who is currently receiving no income 
but is living on capital is not affected at all. Moreover, the individual 
of large wealth may be able and willing to maintain his spending at 
a higher level than an individual with the same income but less wealth 
either because he is under less pressure to save or because he can 
draw on his capital. This tendency is greatly strengthened if com- 
pulsory loans are substituted for taxes. The individual who has capital 
‘assets can maintain his spending without reducing his wealth simply 
by substituting for other assets those obtained in return for the com- 
pulsory loan. 

The net result is that the withdrawal of income by taxes in some 
measure and the withdrawal of income by compulsory loans in con- 
siderably greater measure make the pressure to reduce spending below 
what it would otherwise be vary directly with income and inversely 
_ with wealth. Under wartime conditions, this clearly means the dis- 
tribution of too large a paré of the short supplies to persons who 
are making no contribution to current output. Moreover, the relation 
of consumption to productive efficiency is most direct and important 
for the resource that cannot be converted into negotiable assets— 
labor power and skill—and least direct or absent for the resources 
. owned by individuals that can be converted into negotiable assets. 


* A specific form in which the point in question is manifested is the widespread plea 
for relief under the inceme tax for “fixed commitments” to purchase Insurance, repay 
debt, or make other periodic savings. 
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Consequently, even among those individuals contributing to current 
output directly or through the use of resources they own, the in- 
centive to reduce spending is least for those for whom the reduction 
in spending would least affect productive efficiency. 

Savings-inducement methods. In order to achieve a more efficient 
distribution of the available consumer goods and at the same time main- 
tain the incentive value of income as much as possible, fiscal methods 
involving the withdrawal of income must be supplemented by savings- 
inducement methods, that is, by methods that impinge directly on 
spending, rather- than on income. The basic problem is less that incomes 
are too large than that individuals may want to spend too much. 

In order that a savings-inducement tax not defeat its own ends, it 
must be constructed so as to restrain types of spending that are least 
necessary for the maintenance of output in general and war output in 
particular. To some extent, spending on specific commodities falls into 
this class—in particular, spending on commodities that use resources 
specially adapted to war production. In these cases, special excises 
seem the appropriate remedy. For the rest, the maintenance of output 
calls for restraining all spending in excess of a basic minimum rather 
than spending on particular commodities. This is the spending that can 
be most easily dispensed with during wartime. 

The desired results can be accomplished by a progressive spendings 
tax that exempts a basic minimum and imposes a higher rate of tax 
the larger the excess of spendings over the basic minimum. The progres- 
sive rates are needed both because the higher the spending, the stronger 
the presumption that it is unnecessary to the war effort and because a 
greater incentive is likely to be needed to restrain the spendings of 
persons who would otherwise spend large amounts. 

The considerations that lead to a spendings tax as a desirable part 
of a wartime fiscal program do not call for exclusive reliance on it. 
Rather, they call for a combination of income withdrawal primarily or 
exclusively through taxation—to prevent too large a volume of savings 
—and a spendings tax—to avoid too great an impairment of the in- 
centive value of income, assure sufficient savings and provide for 
an efficient distribution of available supplies. Moreover, these advan- 
tages of a spendings tax derive entirely fsom the difference between the 
wartime and peacetime functions of income, saving, and spending. 
Consequently, any advocacy of a spendings tax in peacetime would have 
to rest on entirely different grounds.’” 


™ The spendings tax has been advocated for many years as a peacetime substitute for 
the income tax by C. A. Jordan, Irving Fisher and others. A bill to enact a spendings tax 
in place of an income tax was introdwced into the Congress by Ogden L. Mills, then a 
member of the House of Representatives from New York State,ein 1921. See Irving and 
Herbert Fisher, Constructive Income Taxation (New York, 1942). The case for a spend- 
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The case for a spendings tax in wartime can be summarized in terms 
of the objectives listed at the outset of this article. (1) The spendings 
tax would help to maximize total output by enabling income to operate 
effectively as a device for organizing the use of resources and by con- 
tributing to a distribution of scarce consumer goods that would main- 
tain the productive efficiency of human resources. (2) The spendings 
- tax would help to maximize the part of total output used for war pur- 
poses by contributing to an efficient distribution of consumer goods and 
thereby minimizing the volume of consumer goods needed. (3) The 
spendings tax would help to distribute the short supply of consumer 
goods equitably by exempting a basic minimum completely and by 
placing an increasingly severe penalty on spending above the minimum. 
(4) The spendings tax would help to minimize post-war adjustment 
problems by providing for a backlog of savings that would ease the 
transition from war to peace and by minimizing the rôle of government 
intervention into the details of the economic system. 

The advantages of a spendings tax would be of no avail if it were 
not feasible to administer the tax.reasonably well, and to collect it 
currently as the tax liability accrues. Without current collection, the 
inducement to reduce spending would take the ineffective form of a 
threatened tax payment in the not too close future, and the inflationary 
damage might well be done before the tax was collected. However, the 
spendings tax can in large measure -be collected currently; ** and, as - 
the accompanying article by Kenyon E. Poole indicates, it is aes a 
tratively feasible. ; 





ings tax in peacetime does not seem satisfactory; and its substitution for the income tax, 
far from improving the tax structure, would, in the opinion of the present writer, make 
it a good deal worse. 

“ The spendings tax proposed to the Senate Finance Committee by the Treasury Depart- 
ment in September, 1942,. provided for current collection by two methods: (1) collection 
at source from income and (2) tentative quarterly returns by persons subject to the higher 
bracket tax rates or with income not subject to collection at source. The amounts collected 
during the year would be credited against the ultimate liability when the final return was 
filed. Any excess of payments over liabilities would be credited against unpaid income tax 
liabilities, and any balance still remaining would be refunded to the taxpayer. 

Collection at source would be at a flat rate equal to the first bracket rate of the 
spendings tax. Collection at source from income instead of spendings would involve no 
serious hardship since the only persons who would have too much collected would be those 
who saved part of their income and*hence did not need the extra amount collected for 
current consumption. In effect these individuals would be required to lend a fraction of 
their savings to the government for a year or so. Collection at source would not, how- 
ever, be likely to provide any strong current inducement to savings, since the effect of 
savings on the tax would not be apparent until the following year. 

The inducement effect would, in any event, be most important for the higher spending 
tax rates, for which quarterly returns were provided. The quarterly returns would not 
involve a detailed statement of income and savings, but simply an approximate estimate 
of spendings, the actual calculation of spendings bging postponed to the year-end adjust- 
ment. The quarterly retyum would, however, permit the bulk of the tax to be collected 
during the year, and the inducement effect to be apparent at short intervals. 


PROBLEMS OF ADMINISTRATION AND EQUITY 
UNDER A SPENDINGS TAX! 


By Kenyon E. Pooce* — 


The spendings tax has been advocated as a wartime measure on four 
grounds, First, the taxation of spending not only reduces the ability of 
the community to buy consumers’ goods, but in addition encourages in- 
dividuals to save in order to reduce their tax liability. Second, the spend- 
ings tax tends to immobilize savings already made. Especially if rates 
are sharply graduated, individuals with substantial savings are likely to 
hesitate to use them for consumption if a large proportion of this spend- 
ing is absorbed as tax. Third, both in the higher and lower income 
brackets income tax rates can become so high as to reduce incentive to 
produce. A spendings tax avoids the difficulty by substituting a spend- 
ings base for an income base so that marginal income tax rates need 
not become high enough to exert this effect on incentive. Fourth, the 
income tax is not sufficiently free from inequities to justify further 
important increases in rates without refinements in the concepts of 
taxable income and the taxpayer unit, and in the rate structure, which 
will require much time and effort to achieve. The enactment of a spend- 
ings tax as a supplement to the income tax would make it possible to 
minimize the effect of some of these inequities because at a certain point 
the tax base would be changed from income to spendings. 

The first and second of these arguments in favor of the spendings tax 
offer a means of minimizing price inflation, and therefore constitute 
the primary reason, in the economic circumstances which have prevailed 
up to and through the winter of 1942-43, for urging the adoption of the 
spendings tax. The third argument is especially important when income 
tax rates have been increasing rapidly, but it might have to be re- 
evaluated as the economy became accustomed to high income tax rates. 
For the purposes of this paper it is mainly the fourth in which we are 
interested. With normal rates of 4 per cefit in the first taxable bracket, 


* While on leave of absence from Brown University, where he is assistant professor of . 
economics, the author was formerly with the Division of Tax Research and is now Chief 
of the Central European Unit, Board of Economic Warfare. The views he expresses are 
his personal opinions and do not necessarily reflect those of the Treasury Department or 
the Board of Economic Warfare. 

1I wish to thank Mr. C. Lowell Harriss and Mr. Richard A. Musgrave for helpful 
criticisms and suggestions. 
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and no surtax, snequities in the definition of income and other elements 
ofthe tax’ could, to a considerable extent, be overlooked. But when 
the first dollar of taxable income is taxed at a rate of 20-25 per cent, 
- with rapid increases thereafter, it is difficult to tolerate such loop: 
holes as understatement of income received from a variety of sources; 
the exemption of much of the income of those who consume directly a 
part of what they produce; deduction as business costs of expenditures 
- which are really for personal consumption; exemption of income from’ 
tax exempt securities; favorable treatment of capital gains as compared. 
with income from other sources; reduction of liability through the filing 
of separate returns; and other inequities of the income tax as it actually 
operates. 

The retail sales tax is regarded by many as the proper supplement to 
the income tax. At rates of 5 or 10 per cent it can take large amounts of 
purchasing power from those with incomes too low to be greatly affected 
by the income tax. Opposition to the sales tax has been vigorous, how- 
ever, on the part of those who believe that the administrative difficulties 
of granting effective exemptions to those in the lowest income brackets 
and of providing for graduated rates make the tax seriously inequitable. 
Treasury opponents of the sales tax have pointed out that a spendings 
tax would be susceptible of graduation, and at the same time could be 
equipped with a personal exemption in order to prevent hardship to 
those at or near the subsistence level of consumption. . 

To the extent that spendings tax liability is determined by the 
, spending decisions of the individual, it is an advantage to supplement 
the income tax with a spendings tax even if the latter is also subject 
to some administrative difficulties and inequities. Except in the very 
--low spendings brackets, which would probably be exempt, more or less 
discretion remains to the individual in the decision to spend or save. 
Therefore, to this extent inequities of the spendings tax are less serious 
than inequities of the income tax. The involuntary nature of a large 
proportion of personal expenditure, however, makes it desirable to 
examine the administrative problems and inequities of the spendings 
tax. 

A spendings tax would certainly introduce new administrative prob- 
lems into the federal tax system, and failure to solve them would pro- 
duce inequities both between individuals in similar economic circum- 
stances and between those in different spendings brackets. The most 
dangerous threat to the success of the spendings tax, however, is the ` 
strong probability that too small.a proportion of tax returns would be 
scrutinized by the tax authorities. If this proved to be the case, the hon- 
est taxpayer would be seriously discriminated against. This difficulty , 
was implicitly necagnized. i in the Treasury spendings tax proposal of 
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1942, The tax was not to be levied on single persons. with`i incomes or 
spendings below $500, nor’on married persons with incomes or spènd- 
ings below $1,000. Furthermore, there was to be an exemption of $250 
for each dependent. This assumes that income and spending are ap- 
proximately equal for persons in low income and spendings brackets. - 
Since, in fact, there is considerable divergence in the proportion of in- 
come devoted to spending among average-sized families with incomes 
of $1,500, this version of the tax must be regarded as a recognition of 
the administrative difficulty of ae the spendings of a large sec- 
tor of the population. 


Special Treatment of Particular Types of Expenditure 

A point of superiority of the spendings tax is the facility with which 
` it can provide an exemption by defining an item of expenditure as 
saving or nontaxable spending. For example, a serious defect of the 
income tax as now constituted is its failure to allow deductions from 
taxable income for gifts made to individuals partly (to an amount less 
than half their total income) dependent on the taxpayer but not domi- 
ciled with him. Since under the spendings tax such gifts would not be 
regarded as spending by the donor, to the extent that the spendings 
tax averts further rises in income tax rates some relief would be granted. - 
Of the same nature are expenses incurred in connection with one’s occu- 
pation. As interpreted at present, the income tax law grants no relief 
in a number of cases in which expenditure is not for personal enjoyment 
but is required for the earning of income. The adoption of a spendings 
tax as an alternative to increased income tax rates should prevent this 
type of inequity from becoming still more serious, for expenditure 
incurred in moving to a war job, commutation expenses, etc., ought to 
_ be exempt. If Congress were to remedy these inequities of the income 
tax, this relative advantage of the spendings tax would, of course, dis- 
appear. 


Equity Problems Related to the Exemption of Saving 


A spendings tax is in one important respect a fairer tax during war- 
time than an income tax. For while the*taxation of spending discour- 
ages dissaving, and thereby reduces the ability of the more wealthy 
to compete scarce goods away from those who do not have disposable 
savings, the income tax puts no obstacle in the way of dissaving. From . 
the long-run point of view, however, the income tax is more equitable 
than the spendings tax. A tax which puts a premium on saving gives a 
special advantage to the individual with a high income. If no spendings 
tax had beer enacted, but income tax rates had beeneincreased, he would 
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have been subject to a larger tax; for by reducing spending and increas- 
ing saving he reduces the size of his spendings tax. While the wartime 
objective of reduced consumer demand is to this extent achieved, the — 
individual with a high income is in a position to improve his long-run 

financial position. Yet this self-rationing is his duty; it ought not to be 
rewarded by a corresponding growth in savings. 

The above point is relevant to the support that has often been given. 
the spendings tax because of the relief it affords those with fixed savings 
commitments. Continued increases in income tax rates, it is argued, may 
render difficult or untenable the position of those who have undertaken 
to finance ambitious life insurance programs or to repay large sums. 
Since such payments would be exempt from the spendings tax, the 
substitution of the spendings tax for the income tax after a certain level 
of income tax rates had been reached would avert further burdens. But 
this view is acceptable only to the extent that savings already made 
would be lost if a contractual rate of payment could not be maintained, 
as, for example, in certain types of life insurance policies. Otherwise, 
there is no justification whatever for giving especially favorable treat- 
ment to those whose circumstances in the past have permitted them to 
undertake savings commitments beyond the power of other taxpayers. 
This problem might better be met by the enactment of legislation de- _ 
signed to prevent such loss; installments should be forcibly reduced in 
accordance with the new financial situation brought about by the enor- 
mous increase in tax rates. 

_ We turn now to a consideration of those inequities of a spendings tax 
which relate primarily to problems of administration. 


Anticipatory Buying 

Even before the spendings tax became effective an important inequity 
would have arisen out of the administrative difficulty of preventing 
large-scale purchases in anticipation of the passage of the spendings tax 
bill. Taxpayers whose accumulated savings permit anticipatory spend- 
-ing would derive an advantage over those who are unable to make large 
commodity purchases in advance. Under the sales tax it is the low 
income and spending groupsethat would be adversely affected by an 
inability to make purchases in advance of the tax. Under the spendings 
tax, on the other hand, the provision of a substantial personal exemp- 
tion would protect the poor. Rather it is those with moderate incomes 
and spending capacity who would be discriminated against. Because 
a high proportion of their savings is in the form of fixed commitments 
(insurance premiums, mortgage payments, etc. ), they would find it 
difficult to make large purchases of durable goods. Yet much of their 
spending would be “taxed. If anticipatory buying were not serious in 
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any income or spendings brackets, the inequity would be small. But if ' 
the spendings tax were sharply graduated one could assume that in- ` 
dividuals with disposable savings would concentrate as much as possible 
of their expected durable goods expenditure for the next two or three ` 
years into the interval before the tax became effective. : 
If the spendings tax were made retroactive to a date six months or a 
year before the bill became law, or to the date of its introduction into 
Congress, all taxpayers would be placed in more nearly similar circum- 
stances. This course appears impracticable, however, because the tax- 
payer would have to make statements concerning receipts, spending, 
and assets, with respect to a period in which he would have had no rea- 
son to keep careful records. The result would be a feeling of despera- 
tion on his part, and an accumulation of questioned tax returns which 
would increase greatly the difficulties of the Bureau of Internal Reve- 
nue. It seems likely that the inequities caused by anticipatory buying 
would have to be ignored in practice; but its adverse effects on the 
equity of the tax, on the magnitude of revenues in the first year or two, 
and on the optimum distribution of inventories, would be very severe. 


Hoarded Cash 


An administrative obstacle which would cause serious inequities 
during the first year or two is the impossibility of ascertaining the 
amount of hoarded cash in the hands of each taxpayer. These inequities 
would be of two types. The honest persons, as well as those whose in- 
come and spending are difficult to conceal, would suffer in comparison 
with the dishonest and those whose business and financial dealings are 
complex. Again, persons with limited disposable savings would suffer 
relatively to those who are in a position to convert large amounts. of 
other assets into cash. In the reporting of spendings the individual - 
would be required each year to state his cash holdings. After the first 
year statements of cash could be checked, because withdrawals from 
bank accounts, or failure to deposit, would automatically subject the 
individual to tax. But if taxpayers had advance knowledge of the enact- 
ment of the spendings tax, they could secretly convert other forms of 
savings to cash hoards. By spending aut of these hoards they could 
place themselves in a lower spendings tax bracket for one or more years. . 
The larger the note circulation when the tax was introduced, the more 
serious the problem would be. Although the procedure would be costly, 
it might be advisable to call in all notes, and reissue them with an over- 
print which would be proof that the notes were not in hoards at the 
time the spendings tax was enacted. In practice it seems likely that this 
evasion would have to be overlooked; and thus it could be expected that - 
for a year or more the spendings tax would operate inequitably. _ 
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| The Taxpayer Unit 


‘Difficulties have been encountered under the income tax in so defining 
the taxpayer unit as to achieve an equitable distribution of the tax while 
preventing avoidance and undue interference with normal economic | 
relationships. Similarly, one of the important problems of the spendings 
tax is the proper definition of the tax unit. The spendings tax, like the _ 
income tax, would be graduated. Shift of spendings from a unit subject 
to high bracket rates to a unit subject to lower rates would reduce 
the tax. 

If noncharitable gifts were deductible in computing the spendings tax 
base, the higher rates could be avoided by transferring funds to other 
members of the family, who would then pay a part of the family ex- 
penditures. Such avoidance would be easier than under the income tax, 
because, under the income tax, income can be removed from the higher 
brackets only by transferring capital. Substantial amounts must be 
shifted before the tax saving is important. Under the spendings tax, 
however, very much smaller transfers would produce the same tax 
saving because the capital itself, not merely the subsequent income, 
would be shifted to the lower brackets. For the income tax we are 
_ worried about transfers of thousands of dollars; for the spendings tax 
much smaller transfers would be important. 

One solution, but a very unsatisfactory one, would be to follow the 
present income tax system (recognizing community property), and | 
allow gifts as a deduction to the donor but include them in the receipts 

of the donee. This method permits very easy avoidance. A second 
method would be to follow the income tax procedure, but disregard 
intra-family gifts. The person receiving the income would be taxed on 
the spendings made from it. Families whose income has already been 
split because of capital transfer, as well as residents of community 
property states, would benefit unduly from this method. A third pro- 
-cedure would be to require a joint return from each family unit. Al- 
though this would prevent the most serious avoidance, it would tend to 
impose unreasonably high burdens on families with large total but rela- 
tively small per capita expenditures. In practice both the second and 
- third methods would present yew and probably vexing administrative 
problems. Finally, the tax could be put on a per capita basis. The spend- 
ings of the family would be totaled and divided by the number of 
members (each child being counted as half an adult) to determine per 
capita spendings, on the basis of which the rate of the tax would be . 
determined. This is the method proposed by the Treasury. Although on 
the score of equity the proposal has great appeal, it may constitute too 
great a refinement to prove administratively feasible under wartime 
conditions. 
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The Reporting of Expenditure ar 


Once sufficient time had elapsed to permit maximum effectiveness 
of administration of the spendings tax, administrative difficulties would 
not in general be substantially greater than those of the income tax. 
The individual would be directed to report the receipt of all funds 
available for expenditure. Thus there would be reported cash and bank | 
balances on hand at the beginning of the year, cash income of all kinds, 
insurance and annuity benefits, withdrawals from business, professions, 
etc., gifts and bequests received, receipts from sale of capital assets as 
well as from debt repayment, and new borrowing. From the sum of 
these items would be deducted all nontaxable use of funds: 4.e., cash 
and bank balances on hand at the end of the year, cash gifts, interest 
and taxes paid (except with respect to an owner-occupied home, as dis- 
cussed below), purchases of capital assets, premiums and payments - 
on insurance and annuities, repayment of debt, and loans made. 

Although these items are in general quite as subject to check as the 
items required under the personal income tax, it is clear that for a con- 
siderable time understatement and evasion would present a very great 
administrative problem. The loopholes are so serious that the spendings 
tax probably ought not to be advocated unless it is to be retained long 
enough for good administration to be achieved, and exploited for sev- 
eral years. Of these loopholes the most difficult to eliminate are direct 
barter of goods and false valuation of assets in order to understate 
money receipts. The first can be adequately dealt with only by a large 
and competent administrative staff. The second would offer a continu- 
ing problem which probably could never be entirely corrected. It should 
be pointed out, moreover, that the concealment of assets is a more 
serious problem under a spendings tax than under an income tax. Under 
the taxation of capital gains only the tax on the gain is lost if a transac- 
tion is not reported. But under the spendings tax if the sale of an asset _ 
is concealed the taxpayer can spend the entire proceeds free of tax. 
Consequently, so far as this item is concerned, the administration of 
the spendings tax would apparently have to be substantially better than 
that of an income-capital gains tax of approximately equal efficiency. 


Expenditure on Housing . 

Equitable treatment of housing expenditure is difficult to achieve 
under either the income tax or the spendings tax. But housing cost is 
usually a much greater proportion of spending than of income, and the 
problem is to that extent more serious under the spendings tax. A some- 
what detailed treatment of the difficulties of dealing with this type of 
spending therefore appears to be justified. š l 
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Housing cost is spending for personal consumption, and therefore 
should be included in the spendings tax bdse. Since cost of housing 
typically accounts for 20 to 25 per cent of income in the low and mod- 
erate income brackets, it is imperative that individuals occupying com- 
parable quarters pay as nearly as possible the same spendings tax on 
- their housing expenditures. Unfortunately, no single plan is able to’ 

~ deal similarly with all types of housing. A plan which is satisfactory 
for one class of occupier is unsatisfactory for another. The most serious 
inequities arise between (1) owners and renters, (2) those who own 
outright and those who are paying off mortgages, and (3) individuals 
living in different parts of the country. 

(1) The most difficult of these three problems is that of achieving 
equity between the owner and the renter. In the main the difficulty 
arises out of the fact that the renter obviously consumes the com- 
modity housing as he pays for it, while the_payments of an owner con- 
tain an element of saving. The renter would presumably be taxed on 
his actual rent payment, which includes amortization of the investment, 
interest, and various services and which, depending on the demand 
‘and supply of rented quarters, may or may not include property taxes. 
-The purchaser of a home, on the other hand, is considered to have 
saved and invested in a durable good which is customarily regarded as 
a capital asset. Yet the home-owner commences immediately to con- 
sume it. To tax the renter and exempt the owner would be obviously 
unfair. 

It is possible, by including as much as possible of the current housing 
expenditure of the home-owner in the tax base, to bring the positions 
of these two types of taxpayer somewhat closer together. But what 
appears to be a political prejudice in favor of the home-owner, as well 
as administrative difficulties involved in requiring the inclusion of all 
his expenditures, make refinement of the tax in this manner imprac- 

ticable. Local property taxes, which constitute an important proportion 
of housing expense, probably could not be included in the spendings 
tax base because of political antipathy to the imposition of a “tax on a | 
tax,” and in any case it should be remembered that rent may or may 
not include the whole of the property tax. Again, it would be difficult 
to get support for the inclusich in the spendings tax base of interest 
payments on a debt on an owner-occupied home. On the other hand, 
some of the expenditure of the home-owner would in any case be taxed, 
just as it would be taxed to the renter; examples are spending for tele- 
phone, lights, repairs, and other services. 

The positions of owner and renter could be equalized by imputing 
the rent of the former. But the administrative difficulty of accomplish- 
ing this equitably inea large country, with a variety of locaF conditions, 
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and with a tradition of local autonomy in property tax matters, would , 
be rather great. At present it does not appear politically feasible to ` 
introduce the complicated machinery of imputation; and in its absence 
no satisfactory answer exists to the owner-renter problem except the 
exemption of both, which would:seriously impair the tax base. 

(2) If, for the the purposes of the spendings tax, rents could be 


accurately imputed to owned homes, no inequity would arise between. ` 


those who own their homes outright and those who are paying interest 
on a mortgage. The treatment of housing cost as spendings subject 
to tax virtually dictates imputation, for any attempt to equalize the 
positions of renters and owners by including in the spendings tax base 
interest paid on a mortgage must involve discrimination in favor of 
those who own their homes outright. 

_ Equity could be achieved for those still paying for their homes if 
they were required to include as spendings only that portion of housing 
expense represented by repairs and services. They would then be taxed 
only on those payments taxable also to outright owners, namely, repairs 
and services. To restore equity to renters, however, it would be neces- , 
sary to remove from the spendings tax base that portion of rental pay- 
ments devoted to extinguishing the mortgage and to the payment of 
interest. (As stated above, we should still be left with an inequity in 
favor of renters whose rent does not include such items.) But here 
the immense practical difficulty arises of separating these two items out 
of rent. Rental payments variously include heat, light, gas, refrigera- 
_ tion, garage, personal and other services, etc.; and since arbitrary per- 
centages would have to be deducted from the payments of various 
classes of renters, discrimination would exist with respect to all indi- 
viduals who did not conform to the average. 

Along this path, apparently, there is no stopping point short of com- 
plete exclusion of housing cost from the spendings tax base. But this 
solution, while possible, is open to strong objections. Most serious is 
the huge reduction in the tax base which would result, necessitating 
much higher rates in order to achieve the desired revenues. Almost as 
important is the encouragement which would be given organized inter- . 
ests to try to introduce other exemptions. In order to avoid emascula- ` 
tion of the spendings tax it would probably be necessary to abstain 
rigidly from allowing any such exemptions whatever. 

A further objection, which perhaps has more theoretical than prac- 
tical importance, is the fact that exemption of housing would favor 
those whose spending is concentrated on housing rather than on other. 
types of consumption. Thus an individual who spent $80 a month on 
rent would be favored over a person in similar circumstances who pre- 
ferred to spend only $60 in this way and $20 on*commodities which 
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were included in the tax base. Still another objection to the exclusion 
of housing would be raised by those who emphasize the necessity of , 

- discouraging the demand for housing at a time when accommodations 
are scarce. Certainly the tax system should not encourage the demand 
for housing during wartime. If housing is made more expensive, an 
incentive is provided for the sharing of extra space, and this minimizes | 
the extent to which direct measures must be brought into play. If we 
consider only areas in which small families inhabit large houses the 
justice of this position is indisputable. But it ought to be borne in mind 
that where the concentration of war industry attracts thousands of 
individuals to an area offering insufficient housing facilities, high rents 
are paid by necessity rather than by choice, and for already crowded 
and inferior accommodations. On one side is the immediate saving of 
production facilities effected if rent plus spendings tax are sufficient to 
cause workers with high incomes to curtail their housing. On the other 
are excessive overcrowding and the doubtful justice of allowing taxation 
to influence the distribution of housing in war areas. 

(3) Because prices and incomes vary from region to region, and 
between city and country, geographical differences in cost of housing 
might prove of importance in assessing the value of a spendings tax as 
a supplement to the personal income tax. To the extent that there are 
regions in which housing cost is relatively high without compensating 
advantages in other items of expenditure, the inclusion of housing cost 
in the tax base could produce an inequity. For example, if (Case 1) 
food and housing are both 100 in A, and food is 100 and housing 110 in 
B, individuals in B will be discriminated against under the spendings 
tax unless housing is excluded. If, on the other hand (Case II), food 
and housing are both 100 in A, and food is 90 and housing 110 in B, 
the exclusion of housing from the spendings tax base will place individ- 

_ uals in B in an unduly favorable position because the price of the article 
still taxed—namely, food—is lower in B. The fact that both cases are 
prevalent makes doubtful the justice of exempting cost of housing from 
the spendings tax merely because of regional variations in this cost. 
In practice regional differences in housing costs would not lead to 
serious differences in spendings tax liability in the low or moderate 
spendings groups unless rates were very sharply graduated. Differences 
in housing cost between city and country, however, are quantitatively 
more significant. On the basis of a comparison between city and coun- 
try, indeed, it might seem at first sight that a good case could be made 
for the exclusion of housing cost. Since crowded city conditions force 
rents up, it would appear unjust to require individuals to pay a further. 
premium in the form of an added spendings tax. But it is doubtful if a 
meaningful compartson between urban and rural housing can be made. 
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For his high housing cost the city dweller gets advantages, such as 
good hospitals, proximity to a variety of public services, amusements, 
etc., which are an integral part of the concentration of city life. The 
country dweller gets mainly ample space, and this requires little money 
outlay. If we grant that taxation is properly based in part on consump- 
tion expressed in terms of money, the city dweller should pay a high 
spendings tax on a higher housing expense. 

In concluding this discussion of housing it seems réasonable to ob- 
serve that if a workable plan for imputing rents were to be established, 
the owner-renter problem would largely disappear; but that in the 
absence of such a plan the spendings tax would be seriously inequitable. 
Finally, because of the great importance of housing cost in normal con- 
sumer expenditure, a satisfactory answer to the owner-renter problem 
appears to be a prerequisite to the adoption of a spendings tax. i 


A spendings tax would make possible a greater degree of equity 
during the war period by virtue of the discouragement to spending on 
the part of persons having savings reserves and high incomes. From the 
point of view of distribution of wealth the desirability of the long-term 
effects of this tax is more questionable. The rate of accumulation of 
savings by persons in the high income groups would be increased, and 
they would be left in possession of large claims on production in the 
post-war period. From the standpoint of administration the conclusion 
‘seems reasonable that the spendings tax does not present insuperable 
difficulties. The most serious problem would be that of providing an 
adequate check over returns in view of the scarcity of man power and 
the vast number of taxpayers. Finally, most of the administrative de- 
tails which give the spendings tax the appearance of cumbersomeness 
have been equally bothersome under the income tax; and the issue 
resolves itself into the question whether such a complicated tax ought 
to be introduced as a temporary measure. 


PROBLEMS IN WAR FINANCE 
By Cart SHoup* 


Introduction 


The problem of war finance springs from the perplexing number of 
choices available. There are so many ways in which the federal gov- 
ernment can raise the 100 billion dollars a year it needs for war, so 
- many practicable patterns of war finance, that a rational selection 
among them becomes a complex task of weighing the various and 
sometimes conflicting ends that can be reached through fiscal policy. 
Some of the ends—for example, fixing the pattern in which the short 
supply of consumer goods shall be distributed—can be reached also 
through methods of direct control, like rationing. With respect to such 
an aim, the problem of finance becomes still more complex. The pros- 
pective results of a war finance policy best suited to fix the pattern of 
consumption must be compared with those to be expected from ration- 
ing. If. the direct-control measure is preferable, the public finance 
student may relax a bit. He will have more freedom of choice among 
- varying fiscal patterns, since rationing will have struck at least one aim 
from the imposing list of objectives set for fiscal policy. In fact, 
however, the result is scarcely ever so simple. Usually the task of 
achieving the aim in question is split between public finance and direct 
‘control; and it is often split in vague and even conflicting proportions. 

The major aims of war finance, as they appear at present, almost a 
year and a half after the entry of the United States.into the war, and 
- three years since the re-arming program was stimulated by the fall of 
France, may be suggested by asking: To what extent, from now on, 
can an intelligent selection among the various patterns of war finance 

(1) increase total input and total output, (2) allocate the requisite 
proportion of total input to the war effort; (3) help to achieve equity in 
the distribution among consumers of the now highly restricted supply 
of goods and services, and (4) facilitate economic adjustment in the 
post-war period, including a distribution of incomes and of personal 
_ wealth that will be regarded by most of the community as reasonably 


- fair? 


* In addition to his position as associate professor of economics at Columbia University, 
the author serves as consultant to the Division of Tar Research. The opinions expressed are 
his own and not necessarily those of the Treasury Department. 
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Volume of Output 


The total amount of goods and services that will be produced in the 
United States during the remainder of the war will probably depend 
to an appreciable extent on the pattern of war finance that is adopted. 


Business Management 


With regard to business executives, probably the only pattern of 
fiscal policy that would appreciably affect the amount of effort (the 
input) that they would devote to the business of production would be 
‘one that permitted a substantial rise in prices. A considerable amount - 
of their time and thought would then be devoted to a kind of specula-_ 
tion that would directly impede production, as in the hoarding of 
inventories, or that would at least not contribute to it, as in the latter ` 
part of the twenties, when the stock market boom absorbed so much 
of the attention of many of the country’s best executives. Moreover, 
the uncertainty regarding costs that inflation breeds would reduce the 
output, if not the input, of executive effort. 

High tax rates on business profits will presumably make it somewhat 
more difficult, or at least bothersome, for business management to get 
the capital it needs for necessary wartime expansion. The seriousness 
of this tendency depends partly on whether the law taxes unrealized 
inventory profits. In any case, whatever difficulty there is could pre- 
sumably be met through the provision of credit facilities (including 
pre-payments by the government). 

High marginal rates under the income tax or the excess profits tax 
will also decrease output in so far as they lead to laxity in a manage- 
ment that finds it no longer worth while to guard so carefully against 
waste of man power, plant, and materials. The marginal rate of the 
excess profits tax is either 90 per cent or 80 per cent (81 per cent or 
72 per cent after the post-war tax refund). A dollar saved is only 19 
cents earned, for some corporations. Germany has exempted from the 
excess profits tax those firms in each industry that have the lowest costs. 
(They also have to accept the lowest prices on government contracts.)* 
Perhaps some sort of marginal tax credit for cost-lowering could be 
devised. 


e 
_ Employees 

The chief consequences of wartime fiscal policy on total output will 
probably appear in the volume of work performed by those below the 
executive grade. General observation suggests that the loss’ of part of 
a person’s income or stock of wealth will stimulate him to greater 
1H. W. Singer, “The German War Economy, VI,” Econ. Jour., Vol. LIZ (June-Sept., 
1942), p. 196.» 
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exertion, provided the reward held out for such exertion is not at the 
same time severely decreased. If the reward the employee has been 
receiving for the last few hours or days of work is reduced sharply, he 
may prefer actually to decrease his volume of work from the previous 
level. A flat per capita tax, though obviously unsuitable for other 
reasons, would probably cause a substantial increase in work and would 
invite no decrease. It would make the maintenance of consumption 
dependent on increased effort, and the reward from increased effort 
would not be impaired. The degree to which a given tax will exert these 
work-inducing and work-restricting effects will, of course, vary greatly 
with the environment, including, for instance, the extent to which the 
employee’s income has been increasing or decreasing in the recent past. 
But the general tendency probably remains: the heavier the tax rate 
immediately above and below the margin of the worker’s income, and 
the lighter the tax rate on the earnings up to somewhere near the 
margin, the greater is the work-restricting effect of the tax and the 
smaller its work-inducing effect. 

The following general observations on the relative work-inducing 
and work-restricting effects of various measures are qualitative only, 
or go no further than ranking, and need to be tested and filled out by 
rough estimates of some of the quantities involved. _ 

The income tax has both effects. The Federal Revenue act of 1942, 
in taking $188 (including victory tax, after refund) from a married 
worker with no dependents who has a net income of $2,000 a year, 
presumably exerts a work-inducing effect; but it also puts him on notice 
that the government will take at least 21.4 per cent of any reward he 
gets for such extra work, up to $1,200, and will relieve him of 21.4 
per cent of the income loss, up to $667, that he will suffer by reducing 
his volume of work. 

The important policy issue now, however, lies not so much with the 
income tax as it stands. as with any addition to the tax. It is this 
possible addition, considered by itself, that must be compared with 
the retail sales tax and other measures. The technical problem is how 
to devise an addition to the income-tax rate scale that will produce the 
desired revenue, or the desired check to spending, with substantial 
work-inducing and small workrestricting effects, but also without vio- 
lating standards of equity or efficiency. One possibility is partial or 
` complete exemption of overtime pay, or of the excess over standard 
pay that is earned either by working overtime, or on second and third 
shifts. 

A retail sales tax has in general somewhat less work-restricting effects 
than an addition to the income tax at the same rate, for the sales tax 
exempts savings, rentals, and expenditures on many services and, 
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hence, takes a smaller part of the marginal earnings. Moreover, to exert - 


a given anti-inflationary pressure, the addition to the income tax would 
have to carry a somewhat higher rate than the sales tax. The income 
tax rate would also have to be higher to raise the same amount of 
revenue as a retail sales tax, unless the personal exemptions under the 
income-tax addition were lower than the $500-$1,200 now in force, or 
unless the sales tax exempted food. Consequently, the work-restricting 
effects of the sales tax would almost surely be lighter for all except 
those whose incomes either fell below the personal exemptions and 
credits for dependents, or reached only into a narrow bracket that was 
granted a low initial income-tax rate. This group Presumably would not 
include most of the workers in war industries. 

The relative work-inducing effect varies iiei with the size 
of incomes. The sales tax would take more money than the income tax 
from. those whose incomes fall below the exemption levels or rise 
above them only moderately. A 10 per cent, completely shifted retail 


tax that applied to 70 per cent of the expenditures of a couple with no `: 


dependent who spend all their net income would take from them 

more than a 15 per cent income tax with a $1,000 exemption, up to a 
net income of about $1,900. Above that level, the work-inducing effect 
of the addition to the income tax would be the greater. 

The preliminary indications thus seem to be somewhat as follows: 
for those in the very low income groups, the comparative net effect 
of the two taxes is doubtful, since the income tax exempts them, while 
the sales tax exerts both work-inducing and work-restricting pressure; 
for the group in the (roughly) $1,000 to $2,000 net income range (higher 
for those with dependents, lower for single persons), the sales tax is a 


smaller deterrent or a greater inducement to added effort; for those ` 


with higher. incomes the comparison again becomes doubtful, since the 
addition to the income tax will have both greater work-inducing and 
greater work-restricting effects than the sales tax. But these conclusions 


are suggestive only, and need to be reéxamined with the aid of data . 


bearing on the comparative rates of tax, the probable current spending 
habits at various income levels, and so on. 

A progressive-rate spendings tax designed to check a rise in prices 
to the same extent as a flat-rate retail sales tax would have a smaller 
work-inducing effect and a greater work-restricting effect. Comparison 
with an addition to the income tax depends on the respective rate and 
exemption schedules which in turn depend in part on the tax unit 
selected for purposes of comparison (a unit of revenue, a unit of 
inflation-checking power, and so on). It is the nature of the exemptions 
and of the rate scale rather than the tax that is deciSive here. 

Compulsery lending would presumably be based either on income or 
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spending (unless a census of individual net wealth were deemed feasible 
and the apportionment clause in the Constitution were held inappli- 
cable). But in either case this element enters: the amount of assets 
held by the taxpayer which he can sell to get the money to meet the 
compulsory lending requirements. On taxpayers with such assets, and 
also on those who would in any event save enough during the year to 
meet the compulsory lending requirements, the effects would be neg- 
ligible. But on those with no capital and whose current expenditures 
were equalling or exceeding their incomes, compulsory lending would 
have appreciable effects. Indeed, the work-restricting effect might be 
more severe than that of the income tax or sales tax for those who put 
a very low value on the future use of money, since the rate at which - 
compulsory lending would be imposed would in general have to exceed 
that of its tax counterpart in order to exercise the same anti-inflationary 
pressure. If those who place a low value on the future use of money 
happen also to constitute a large segment of workers in war plants, 
war output might in fact be more unfavorably (or less favorably) 
affected by a compulsory lending program than by an equal inflation- 
_ Checking tax. 

_ A borrowing policy that leads to a slow but steady rise in prices . 
probably has work-inducing and work-restricting effects corresponding 
most nearly to those of the retail sales tax. But there must be important 
differences that would become evident on further study, including, 
perhaps, a greater inclination by labor to demand higher wage rates. 
A rapid, erratic rise would presumably bring results markedly different 
from any of the tax policies. It would certainly channel a large part of 
workers’ time and efforts into contests for higher wage rates. 

Widespread rationing—to the extent that it is used in place of either 
taxation or a policy that permits prices to rise—presumably varies in its 
net effect on effort not so much with the level of income, as do the 
several taxes, as with the level of time-preference and the substitute 
satisfaction to be derived from non-rationed goods. To those for whom 
a future use of money has little meaning, and whose tastes do not make 
unrationed goods close substitutes for those that are rationed, the 
work-restricting effect of widespread rationing might be more severe 
than any tax measure. The units of comparison here are difficult to set, 
however: a given amount of taxation as a substitute, not for all ration- 
ing, but for some increment of rationing. 

Perhaps a combination of taxes, each at a relatively low rate, has a 
weaker work-restricting effect relative to the work-inducing effect than 
would one tax set at a rate high enough to get the same revenue or 
exercise the same check to inflation. A retail sales tax at 10 per cent 
plus an addition to the income tax at 15 per cent might therefore result 
in more work than either a sales tax at 20 per cent or an addition to 
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the income tax at 30 per cent (assuming these to be equivalents). This 
possibility rests on the Assumption that an individual’s awareness of 
marginal penalties is dulled more by a scattering of the taxes than is ` 
his awareness of the threat to his existing standard of living. Would this 
disparity in awareness be increased by adding a dose of inflation and 
a dose of rationing, allowing still lower marginal tax rates? Some im- 
portant ethical questions are obviously involved. 

Although in general the volume of work may be increased by 
intensifying the pressure of the tax on the lower segments of one’s 
income and relaxing the pressure at the margin, there seem to be cases 
where one of these operations has a much stronger effect than the other. 
The ways in which the volume of work may be altered must be con- 
sidered to determine whether the war financing pattern might be 

` changed chiefly to strengthen the one pressure or to decrease the other. 

-The ways in which an individual may increase his output that are 
relevant to fiscal policy probably include the following: (1) indulging 
in a smaller amount of voluntary absenteeism, or short time, including 
short hours in a day (chiefly due to late arrival) and whole days off; 
(2) seeking a job, or a new job; (3) working overtime, that is, more 
hours than in the standard day or week or month set for measuring 
absenteeism; (4) working more intensely; (5) accepting work on a 
second or third shift; (6) avoiding.sickness and injuries; and (7) with 
a view to an increase in output over a longer period, sacrificing some 
immediate earnings, and perhaps also undergoing positive aDeeeesntt 
order to obtain training. 

A fiscal policy measure or a particular tax provision may stimulate 
more work through some of these ways but not through others. The 
following suggestions are illustrative only, and validity is not claimed 
for them as a group. The academic analyst may think of many things 
that will not in fact occur to the employee himself, to say nothing of 
the points the analyst will overlook. Close collaboration is’ needed 
between those who are familiar with public finance technique and those 
familiar with the labor situation before a consistent fiscal program 
can be designed to stimulate work to the optimum extent. The following 
discussion, because of its necessary brevity, may seem to imply an 
impersonal operation on a third party*without regard to the broader 
human and social interests involved. Actually the problem is one of 
the community, as a group of taxpayers, inquiring how it can induce 
itself, as a group of workers, to exert the optimum degree of effort, all 
things considered. 

(1) Absenteeism and Job-Taking. “Absenteeism” is used here in the 
sense of failure to put in the standard number of hours each day or 
each week expected by the management, with a resulting decrease in 
daily or weekly earnings and disruption of production schedules. This 
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excludes from-consideration much ordinary absenteeism, which is not 
penalized by a reduction in earnings, and which therefore has no im- 
plications for fiscal policy.” Even among the many causes of absenteeism 
in this narrower sense, only a few have evident implications for fiscal 
policy. One is a sudden rise to an unfamiliar income level. For the 
time being, the uses to which the money will be’put, including saving, 
seem not worth the effort avoided and the comfort ‘gained by the 
absentee days or hours. Or, some of the extra money may be spent in 
ways that leave the employee indisposed to show up for work, especially 
following week-ends. Probably neither type of absenteeism can be 
diminished by an increase in the net reward for work. Correspondingly, 
an increase in marginal rates of tax presents no danger of increasing 
those types of absenteeism. Heavier taxation of the lower segments of 
the individual’s income appears to be the only fiscal instrument avail- 
able in such cases for averting the decrease in output. (“Lower seg- , 
ments” refers to that part of the individual’s income that is above the 
personal exemptions and the credits for dependents but well below 
the margin of income.) 
Absenteeism by women traceable to their housekeeping responsi- 
bilities seems amenable to treatment by decreasing the marginal tax 
- pressure. It might be diminished also by heavier taxation of the lower 
segments of the taxpayer’s earnings, but this kind of tax pressure might 
decide the women workers to quit their jobs entirely or to take only 
part-time work. The net result might be both less absenteeism and less 
‘(paid) work. The women must compare the benefit to be received 
from a money income with the added difficulty and waste in house- 
keeping that results from their inability to give it the usual amount of 
time. The pressure of taxation is exerted only on the money income; 
the imputed income from housework is not taxed under the present law. 
Moreover, the cost of a housemaid, or of nursery care for the children, 
may be an item. Perhaps some adjustments in the concept of taxable 
income would increase the housewife’s willingness to take a full-time 
job, or at least a part-time job. The cost of a housemaid or nursery care 
might, within limits, be deductible against the housewife’s earned money 
income. Complete exemption, up to some maximum, of money income 
earned by a married woman would provide an even stronger stimulus 
to work. This measure is, moreover, valid on general grounds of equal 
treatment so long as the imputed earned income from housework done 
by housewives goes untaxed.” If heavy taxation of the lower segments 
* Cf. Duane Evans, “Problems of Absenteeism in Relation to War Production,” Monthly 
Labor Rev., Vol. 56 (Jan., 1943), p. 1. 
* Great Britain exempts from the taxable income subject to the standard rate of income 


tax (3234 per cent on the first £165 of taxable income and 50 per cent on the rest) 
nine-tenths of the earned income of a wife, the exemption not to exceed £80 a year. A 
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of the husband’s income accompanied exemption of the wife’s earned 
income, the pressure on fhe wife to take a money-paying position, and 
to avoid absenteeism, would be doubly strong. But if the wife were 
subject to heavy marginal tax rates, after a substantial exemption, the 
somewhat paradoxical result might easily be more women at work but 
with a high absenteeism. The net effect on output and on a harassed 
management might not be very favorable. 

All in all, the selection of a pattern of war financing, as it affects both 
husbands and wives, seems likely to have a larger quantitative effect 
per employee among the married women workers than any other group.‘ 

Rationing probably increases the housewife’s willingness to under- 
take paid work, in so far as it lessens crowding and standing in line in 
shops and hence enables her to get her unpaid work accomplished more 
quickly. For the same reasons it almost surely decreases absenteeism 
on her part once she has decided to take the job. A rising price level, 
on the other hand, not only cuts into marginal (real) earnings, but also 
adds to the time demanded by housework and shopping, thus doubly 
inducing absenteeism. The infra-marginal pressure of rising prices 
affects the earnings of both husband and wife, so the net result, in terms 
of job-taking, might fall either way. 

In general, these observations suggest that the pattern of war finance 
might have an appreciable, though perhaps not a major, influence in 
increasing the volume of work as far as that can be done through 
decreasing absenteeism, by men and women; and inducing women to. 
take jobs, and that the indicated pattern for this purpose is heavy 
taxation of the lower segments of a husband’s income and light infra- 
marginal and marginal taxation (or outright exemption) of women 
who have household responsibilities. Research is urgently needed to 
form some impression, if only vague, of the degree of these influences.” 

(2) Overtime. Overtime work raises the question of marginal tax- 
ation more intensely than absenteeism. Overtime implies that a higher 


further £50 exemption is allowed for a housekeeper of a widow (er). Tolley’s Complete In- 
come Tax, Sur-Tax, etc., Chart-Manual . .. for 1942-43, pp. 1-2. The federal income tax 
allows a deduction of only one-tenth of the earned income up to $14,000 and that for pur- 
poses only of the 6 per cent normal tax. 

*Of the employees studied by F. A. Wells in Great Britain in 1941 (“Voluntary Absen- 
teeism in the Cutlery Trade,” Rev. of Econ. Stud., Vol, X [Summer, 1942], p. 168), only 
26 per cent of the women who were “wholly responsible” for “catering and housework” 
in the home “kept good time” (lost an average of not more than one hour a week), com- 
pared with 43 per cent of the women “with no household ties.” 

See also Evans, Monthly Labor Review, Vol. 56 (Jan., 1943), pp. 7-8. 

* The cutlery trade study (Wells, of. cit., p. 173) gave little direct indication that fiscal 
policy was an important factor (this point, however, seemed not to be particularly in 
mind when the study was designed). “Financial factors were discerned in twenty-one .- 
cases (or 16 per cent) and in only ten of these could they be Considered primary causes 
of absenteeism.” See also ibid., p. 175, par. 4. 
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than standard wage rate-is considered necessary for the extra work 
even when taxation is not a. factor; and when a substantial marginal 
rate of tax is imposed, the tentative conclusion must be that a still 
higher overtime gross wage rate is necessary, if the rate is in fact, 
being paid to induce work and not simply as a matter of equity. An 
employee without dependents, who earns (net after deductions), before 
` overtime, more than $624 a year if single or more than $1,333 a year 
if married, finds that the stated reward for overtime is decreased at 
least 22.15 per cent by the income tax and victory tax after refund 
(21.4 per cent for the married worker). If the overtime rate before tax 
is 1.5 times the standard rate before tax, it must then be, in these 
cases, 1.9 times the standard rate before tax if it is to be, after tax, 
1.5 times the standard rate before tax. 
But there arises a factual question concerning effective inducement: 
Does the prevalent time-and-a-half rate for overtime reflect chiefly a 
-necessity to maintain a certain ratio to standard time, or does it reflect 
chiefly an absolute level of earnings, in dollars and cents, that is neces- 
_sary to be an effective inducement? If a worker earns $1.00 an hour 
.on standard time and $1.50 overtime when there is no tax and if a 
21.4 per cent marginal-rate tax is then imposed both on the $1.00 and 
on overtime earnings, thus reducing the standard rate to 78.6 cents, is 
the necessary inducement to overtime then apt to be nearer $1.91 
an hour (yielding $1.50 net) or nearer $1.50 (which of course yields | 
50 per cent more than the standard rate on a net-after-tax basis)? The 
‘question supposes no strong infra-marginal effects: the tax is thought 
. of as applying only to the last few of the standard-rate hours, owing 
to the personal exemption and credit for dependents. If “nearer $1.50” 
is the answer, particular significance will attach to the breaking points 
where overtime earnings are all that is needed to lift the employee 
into a sharply high-rate bracket. 

The present law has one severe lift, namely, into the first surak : 
brackėt, which carries a 13 per cent rate. For single persons this occurs 
at a net-income level of $500; they move into it directly from a non- 
taxable status (excepting social security taxes). For married couples 
or heads of families, this lift occurs at $1,200 ($350 higher for each 
dependent); they move into it from a victory-tax status, where they 
have been paying 3 per cent, or slightly less with dependents (net 
' after refund), on marginal earnings. Both types of taxpayer experience 
another jump of 5.4 points in the tax rate when they pass $555 (single) 
or $1,333 (married—higher of course if dependents) and hence exceed 
their 10 per cent earned income credit and become subject to the flat- 
rate normal tax. A breaking point of $500 is presumably of no practical 
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consequence when overtime is the point at issue, nor even $1,200; but 
for workers with dependénts, where the sharp rise in marginal rate 
will occur at-a much higher level, there may be a question that is worth 
further study. A married man with three children, earning $2,250 on 
standard time, finds that if he works overtime his overtime pay will be 
cut 13 per cent (18.4 per cent when he passes $2,500), while the mar- 
ginal rate on his standard pay bas been only 2.7 per cent (excluding 
payroll taxes) and the total tax $43.90. Rationing, or inflation, does not 
so sharply diminish the relative value of overtime pay. 

(3) Piece Rates. The effect of fiscal policy on the volume of work 
~ done by those who are working under piece rates or bonus rates is 
perhaps more nearly like the effect on absenteeism than on overtime, 
in so far as an added amount of work is not paid for at a higher rate 
than the marginal amount of work. 

(4) Second and Third Shifts. The higher pay needed to induce 
work on second or third shifts produces a problem for fiscal policy 
that appears closer to that of overtime than to absenteeism. But the 
worker’s alternative is not so clear and the case obviously requires 
special study. 

(5) Avoiding Sickness and Injuries. A deduction for medical ex- 
penses, in computing taxable net. income, may have some slight effect 
in inducing a few employees to spend more freely on genuinely pre- . 
ventive medicine. The deduction allowed in the Revenue act of 1942, 
however, was not inserted with this end in view, and is not particularly © 
suited to it, since it allows deduction only of that part of the medical _ 
expense that is in excess of 5 per cent of the taxpayer’s net income. 
(In no case can more than $1,250 be deducted by a single person or 
$2,500 by a head of a family or married couple.) Good food and . 
adequate sleep and recreation are probably the best preventive medi- 
cines; the personal exemptions and credits for dependents are useful 
in this respect. Injuries seem scarcely: open to reduction by fiscal 
policy. 

If victory is achieved within a year, these remarks on the volume 
of work will prove superfluous. But for a longer war it may be danger- 
ous to ignore the effect of fiscal policy on labor output, even under 
the most rigid system of direct-man power allocation that is practicable. 
Germany, where such allocation is presumably pushed as far as it 
ever will be in the United States, has exempted “all special overtime 
-and similar rates . . . from the wage tax and also from the’ income 
tax... ° i i 

‘H. W. Singer, “The German War Economy in the Light of Economic Periodicals,” 
Econ, Jour., Vol. LI (June-Sept., 1941), pp. 200-01. 
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An Example of Increased Taxes and Earnings 


In the following case, picked more or less at random, the federal 
income tax has just about kept up with the increase in earnings. The 
average hourly earnings of workers in a number of airframe plants in 
the mid-continent region were 86.7 cents in May, 1942, including the 
- influence of overtime rates, higher straight-time rates for second and 
third shifts, and, in one company, a profit-sharing plan. The average 
‘ number of weekly hours worked was 46.9." The product of these items 
is $40.66, the indicated average weekly earnings. An employee who 
- put in 50 of these weeks would earn $2,033. If this amount is earned 
in 1943, and if expenses deductible for income tax purposes are nearly 

10 per cent, or $200, a single worker’s federal income tax on his 1943 
. earnings, under the Revenue act of 1942, will be, to the nearest 
dollar: 








Net income $1,833 
Personal exemption 500 

$1,333 
Surtax, at 13% $173 
Earned income credit 183 
Normal tax net income $1,150 ` 
Normal tax at 6% 69 
Income tax $242 
Victory tax on $2,033 (after refund) 53 
Total tax . $295 


On any earnings additional to the $2,033; not bringing the total to 
more than $2,700, he will pay 22.15 per cent. An average hourly wage 
of 86.7 cents, for instance, that he might earn by working a fifty-first 
~ week, would be cut to 67.5 cents an hour after tax. 

Under the Revenue act of 1941, applying to income earned in 1941, | 
the single worker with earnjngs of $2,033 and deductions of $200 

would have paid: 





Net income $1,833 
Personal exemption 750 
$1,083 
Surtax at 6% , $ 65 


1 Monthly Labor Review, Vol. 55 (Oct., 1942), p. 774. i 


h 
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Earned- income credit 183 

$ 900 
Normal tax at 4% 36 
Total tax $101 


Hence, if his income had remained unchanged, his tax would have 
increased from $101 to $295, imposing a burden of $194 to be met by 
cutting consumption, or savings, or by working more. But a greater 
amount of work is now necessary to make up a given amount of the 
burden, since the 1941 law-would have taken only 9.6 per cent of any 
additional earnings (up to earnings of $2,950). In fact, however, the 
airframe worker’s income has not remained unchanged. The average 
hourly earnings comparable to the 86.7 cents given above was 69.2 
cents in July, 1941, 74.0 cents in October, 1941, and 83.2 cents in 
December, 1941. Data are not given for earlier months, but if an 
average of 75 cents is assumed, with unchanged hours (actually, hours 
worked rose about 4 per cent from July, 1941, to May, 1942), the yearly 
(50 weeks ) earnings would be 8634 per cent of $2,033 or $1,759, and 
the net income, after p deduction, $1,559. The tax would have 
been (1941 act): 








Net income $1,559 - 
Personal exemption “750 >è 
$ 809 

Surtax at 6% $ 49 

Earned income credit 156 

a 653 

Normal tax at 4% . 26 

Total tax $ 75 
(1942 Revenue act, tax on $1,833 net income $295) 
(Increase in tax k $220) 


Under an unchanged volume of work, earnings before tax rose $274, 
while the tax increased $220, partly because of the increase in earnings, 
but chiefly because of the increase in rates. Disregarding the rise in 
the cost of living, and restrictions on the use of money by rationing, 
there was no net prẹssure put on this hypothetical “average” single 
. airframe employee to work more in order to protect his standard of 
living or of saving, “net” referring to the combined effect of the increase 


t 
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_ in wage rates and the increase in taxes. The net marginal reward for © 
a fifty-first week of work meanwhile remained unchanged: In 1941, 
75 cents before tax, and 67.8 cents after tax; in 1943, 87 cents before 
‘tax and 67.7 cents after tax. The final result would in this example be a 
slight diminution in the incentive to work an extra week. The data, but. 
probably not the general results, would vary for married workers and 
` those with dependents. l 

Wage surveys by the British Ministry of Labor, covering wage 
earners in 16 industries in Great Britain and Northern Ireland, show 
weighted average earnings per week of 77s. 9d. for January, 1942.° 
A single worker earning this amount for 50 weeks, or £194, 7s. 6d. in 
. the year, pays the following income tax under the Finance act of 1942,° 
shillings and pence omitted: 


Statutory income from all sources £194 
Less allowable charges on income (sim- 
ilar to the U. S. deductions from gross 


income)—say, 10% 19 
Total income £175 
Less one-tenth of earned income (one- f 
tenth of £175) ; 17 (1/6 in 1940/41, 
- — or 29) 
£158 
Less personal allowance 80 (100 in 1940/41) 
£ 78 
Income tax on first £165 of taxable in- 
come, at 6/6 rate (i.e., 32314% ) 25 


Post-war credit: 6/6 on reduction in 
earned income and personal allow- 
ances since 1940/41, #.e., 3234% of 
. £32 © 10 
Income tax'net of post-war credit £ 15 
Per cent of net tax to statutory income 7.7% 
‘Marginal tax rate on further earnings l , 
(up to statutory income of £281) about 27% (after 
allowing for effect 
of earned income 
credit) 


* Monthly Labor Review, Vol. 55 (Sept., 1942), p. 587. 
* Tolley’s Complete Income Tax ... Chart Manual . .. for 1942-43. © 
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At $4.00 = £1, a ‘ttutoiy i income of £194 would be equivalent to 
a gross income - a $776, much lower than the $2,033 in the airframe 
example above. If, nevertheless, a comparison is made with that 
example, and if both taxes are reckoned net after deducting the post- 
war credit, the federal tax takes a substantially larger percentage of 
the earnings (14 per cent of $2,033 earnings against 8 per cent of $776 
earnings at $4.00== £1), while the marginal rate of the British tax 
is higher (about 27 per cent against 22.15 per cent). The federal tax 
on $776 gross income, assuming 10 per cent deducted for expenses, 
is only $39 after refund. 


Allocating Requisite Proportion of Total Input to War Effort 


A war-finance pattern, to the extent that it makes unnecessary a 
drain on the economy’s man power and other resources to staff activities 
like rationing and price fixing, may release more administrative resources 
than it absorbs, thus allowing an intensification of the war effort. To 
the extent that a high interest rate, for instance, induces people to 
refrain from spending, the interest may be regarded not -as a mere 
transfer payment but as a reward for effecting the release of resources 
that would otherwise have been tied up in administering more wide- ` 
spread or intensified rationing and price control. Distributional con- 
siderations, of course, soon set a limit to this method of economizing 
on man power. The country would not stand for a 20 per cent interest 
rate on war savings bonds no matter how much in resources it would 
release from direct-control activities. Taxation is more promising in 
this regard. To be sure, there perhaps exists a point where the marginal 
absorption of resources in administering a drastic program of taxation 
would meet the declining marginal amount of resources absorbed by 
the shrinking program of direct control; but this consideration is 
unimportant in practice. For other reasons, wartime tax programs stop 
far short of that point. 

No matter how elaborate the machinery of allocations, priorities, 
controlled materials, and so on, there is still some play for individual _ 
business decisions, here and there, to determine whether certain re- 
sources shall be devoted to the war effort or instead to civilian desires 
that are not essential. If, owing to heavy taxation or compulsory 
lending, the civilian desire is not translated into effective demand, the, 
resources go to war, and the credit goes to the war-finance program. 
But are the quantities of resources to which this option is still open. 
significant? To judge from current lack of comment on the point, they 
are not; but in a total war, especially one that threatens to last more 
than a year ar two, they will surely bear examinatiop. 
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A third way in which fiscal policy could increase the proportion of - 
resources devoted to the war effort is by allowing a deduction, in 
computing the net taxable income of individuals, of expenditures in- 
curred in moving oneself and one’s family to a city where a war job 
is available. Similarly, deduction might be allowed for. commuting 
expenses where the amounts were greater than those usually incurred 
by most commuters in the given area in peacetime. (To allow full 
deduction of all commuting expenses would tend to disturb the existing 
structure of rents and commuting costs.) The expenses incurred in 
looking for a job might also be made deductible. The existing law does 
not mention any of them specifically, but they have all been held non- 
deductible by the Internal Revenue Bureau or the Board of Tax Ap- 
peals (now the Tax Court).”° 


Equity in War-Time Sacrifice among Consumers 


In peacetime the distribution of consumer goods and services sold 
by private enterprise is determined by the price system in conjunction 
with whatever pattern of taxation and borrowing has been adopted for 
financing given public expenditures. In wartime, when shortages grow 
_more acute and localized, the influence of the public-finance pattern, 
in determining who is to have the right to consume how much, is 
increased, except in so far as the problem is taken out of the price-and- 
public-finance system and is solved instead by rationing. To the extent 
_ that there is some question whether that shift should be made, taxation 
and rationing can be regarded as more or less close substitutes, and 
one of the problems of war finance becomes under what circumstances 
and then to what extent shall war finance be relieved of responsibility 
for determining the distribution of consumer goods and services. 

When a widely used commodity (sugar, for instance) suddenly 
becomes abnormally scarce relative to other commodities and also 
relative to what it was in peacetime, its distribution can hardly be left 
to the working of a freely moving price system, however mitigated by 
heavy taxation of those who would otherwise be able to bid highest 
for the commodity. The heaviest, most highly progressive addition to 
the income tax that the commamity would tolerate for the sole purpose 
of handling an acute sugar shortage would fall too far short of creating 
the equal per capita physical distribution that is generally accepted 
as the approximate goal in such a case. The price would rise, the well- 

™ Prentice-Hall Federal Tax Guide (New York, 1942), pars, 11,274 and 11,280. 
“Each worker commuting from Detroit to Willow Run pays about $1.00 a day, or about 
$25 a month, in fares.” J. B. Blandford, Jr., Investigation of the National Defense Program, 


Hearings before a special Committee Investigating the National Defense Program, U, S. Sen, 
77th Cong., ist sess., Pt. 42, p. 5255. f 
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to-do woi still be able to consume about as much as they did before; 
the very poor might have to go almost completely without. 

The community’s unwillingness to tolerate the resulting pattern of 
sugar distribution is not inconsistent with its willingness to tolerate the 
existence of the low incomes. Indeed, that unwillingness does not neces- 
sarily indicate opposition to distributing the sugar under a freely mov- 
ing price system after enough time has elapsed to allow factors of 
` production to flow from other fields into cane growing and grinding, 
sugar refining, transportation, retail service, and so on. But there 
is opposition to the new, markedly different pattern of spending that a 
consumer of low income must adopt over the short period until time 
has allowed a flow of production factors into sugar and away from 
producing things on which he is now willing to spend less than he had 
been spending relative to sugar. Aside from some complex direct control 
of production, however, there is no way to get this long-term adjust- 
ment except by allowing the sugar price to rise. Rationing will tend 
to freeze the short-term shortage. But in war the acute shortage of 
sugar, relative to other commodities and also relative to what it was in 
peace, may show every prospect of being frozen anyway, and not 
reducible by a rise in sugar prices. Hence there is reason to accept 
some rationing plan to remove the short-term inequities of distribution. 
In this situation no question arises of choice among fiscal measures; 
here, no fiscal measure'can do what rationing can do. 

The shortages that are abnormal (compared with those of other 
commodities and also compared with peacetime scarcities) may spread 
over many segments of the economy and embrace not only sugar but 
also gasoline, meat, dairy products, canned foods, and dwelling space 
in certain areas. In those circumstances, it is by no means evident at 
first glance whether the pattern of distribution of all commodities is 
much more equitable under a system of rationing of the abnormally 
scarce commodities than the results that would be achieved by letting 
the distribution, even over the short period, be carried out through | 
freely moving prices accompanied by very heavy and steeply progres- 
sive taxation of incomes. If the issue were clearly defined and all the 
major distributive consequences of the two policies were set forth, 
there would probably develop considerable differences of opinion, not 
` necessarily correlated with income. 

Finally, the abnormal shortages may appear in almost every com- 
modity or service, and hence become abnormal chiefly in comparison 
with their respective peacetime ‘shortages rather than compared with 
those of other commodities. Consideration may then be given to general 
expenditure rationing. And it may then be very difficult indeed to 
decide whether such a rationing system can give a nfuch more equitable 
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pattern of distribution than heavy, progressive general taxation of 
income. The difference in the resulting pattern of distribution of con- 
sumers’ goods may be negligible if the tax measures include the expendi- 
ture tax imposed at a steeply progressive rate. Under such fiscal 
measures, nearly as much as under general expenditure rationing, the 
amount of goods-in-general that is available to any individual is fixed 
by authority. And, in contrast to the result under a series of specific 
rationing measures with prices fixed for each commodity, the pattern 
of consumption for consumers as a whole, the relative proportions of 
various finished goods consumed, is free to vary so far as civilian 
resources can be shifted around to meet the changes in taste of con- 
sumers. These changes are indicated by rising prices here and falling 
prices there, or, under a point system, by a run on some goods and a 
- piling up of others until the points are changed. 

The pattern, as distinct from the amount, of any one individual’s 
consumption would be fixed by his tastes relative to those of the others. 
At this stage of almost universal abnormal scarcities, the choice between 
fiscal measures and general rationing will have to be made chiefly on 
grounds other than equity in distribution of commodities. As has been 
seen, the same conclusion is to be reached, but for quite a different 
reason, when the abnormal shortage affects only one commodity (or 
a very few). In that case, there really is no choice between rationing 
and taxation, since taxation cannot do at all what rationing is there 
designed to do. It is in the middle area, into which the United States ` 


‘ . is now moving, where the abnormal shortages are widespread but by 


no means universal, that it is especially important to discover the rela- 
tive possibilities in the distribution of consumer goods and services that 
can be obtained under rationing on the one hand (multi-commodity,. 
specific rationing) and heavy progressive-rate increases in income tax- 
ation, compulsory lending or expenditure taxation, on the other hand. 


Facilitating Economic Adjustment in the Post-War Period 


Public-finance policy in the post-war years will doubtless reflect a 
. conscious effort to select a pattern of taxation and of borrowing or 
debt- retirement that will promote a high average level of efficient 
employment under private enterprise. This responsibility can scarcely 
be escaped; the. amount of money passing through the Treasury will 
be’so large relative to the money flow in the economy as a whole that 
even small percentage variations in deficits or surpluses, in the yield 
of a major tax, and so on, will change substantially the total money 
stock, its distribution and transfer. The minimum federal budget, for ` 
the years following the end of a major “policing” period,-now appears 
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to be about 20 billion dollars and may be much more if the war lasts 
beyond 1945.4 , 

In the periods when, despite the best of fiscal policies, private 
employment falls below a tolerable level, the federal government will 
presumably offer deficit-financed direct employment of one sort or 
another to keep a floor under national dollar income. 

These considerations will evidently take precedence from time to 
time over the older norms of annually balanced budgets, capital budgets 
financed by borrowing and expense budgets financed by taxation, tax 
increases designed to cover at a minimum the interest on a year’s 
increase in the debt, debt redemption limited to some uniform annual 
figure or percentage, and so on. But there will be very great intellectual 
difficulties in forecasting, within a tolerable range of error, what quanti- 
ties of what kinds of taxation, and borrowing or debt redemption, will 
be consistent at any given time with a high level of private employment. ~ 
Recent experience has demonstrated how difficult it is to estimate 
within several billions the amount of taxation needed for one relatively - 
simple objective like the prevention of price inflation in an economy 
where direct control has eliminated or diminished many of the eco- 

-nomic unknowns that will reappear after the war... 

Compilation of data on size distribution and ownership distribution 
of bank deposits, possibly correlated with income as shown on income 
tax returns, is an example of the kind of information that must be made 
available if fiscal policy is to be something more than rough guesswork 
after the war. Sample studies indicating the distribution of incomes by 
sizes, repeated at short intervals, are another requisite to intelligent 
fiscal policy. When even careful estimates of tax yield must change as 
greatly as they have in recent months, owing partly to lack of data on 
the changing distribution of incomes, how much can be expected of 
fiscal policy? 

Moreover, there is a big task of self-education and self- restraint 
ahead for the government and the public generally, which may be 
illustrated by considering whether post-war use by the federal govern- 
ment of money newly created at zero or nominal interest would release ` 
an inflationary: flood of public spending, . 

These counter-considerations indicate’ that the older norms will not 

“ Federal budget expenditures for the fiscal year ending June 30, 1940, were 9 ilion 
dollars including one billion interest, 1.9 billions work relief, 1.6 billions national defense, 0.6 
billion veterans’ pensions and benefits, 1.4 billions aid to agriculture, and 0.4 billion sdcial 
security. Post-war defense could éasily be 5 billions higher, veterans’ benefits and pensions, 
2 billions, and the interest charge at least 2 billions more; increased federal aid to states _ 
and localities may be expected, for social security, education, and perhaps for general pur- 
poses, to relieve post-war financial crises; and a somewhat higher price level must evi- 
dently be anticipated. . ae 
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be entirely discarded and they probably argue for a pattern of war 


finance that minimizes the magnitude. that must be handled by the 
federal government after the war., Those amounts promise to be large 
enough, in any event, to provide plenty of occupation for the stock of 
fiscal skill that will have been built up by the end of the war; and if 
the skill turns out to be greater than hoped for, the opportunities to 
use it can be readily found. It is important for the fiscal branch of 
the government to abstain from irrevocably locking itself, through its 
war-finance policy, to a machine too big for its managerial capacity, ` 


‘where an error in economic judgment by a few men would have 


intolerably bad consequences (among them, the destruction of faith 
by the public in the efficacy of fiscal measures). 


Post-War Implications of Low Interest and High Interest War Loans 


Heavy taxation during the war tends to minimize the post-war 
problems. But probably no one would advocate complete balancing of 
a wartime budget on that consideration alone. The pattern in which 
the remainder is borrowed will in its turn influence the difficulty of the 


-post-war fiscal problem. Two contrasting policies are here at issue. 


In their extreme forms they are: a high-interest-no-new-money policy 
of borrowing on securities not redeemable at the holder’s pleasure; and 
one based on zero or nominal interest rates through the creation of 
new money within the banking system. 

The interest payment on the federal debt passes in large part, 
directly on indirectly, with various lags, into the hands of consumers. 
They spend part of it and hold the rest more or less available for invest- 
ment. A post-war economy in which this annual interest flow was, say, 
8 billion dollars would presumably require more tax revenue than one 
in which it was only 3 billions. The additional tax revenue needed (to 
obviate a post-war inflation) might not be 5 billions, but it would 
probably exceed the tax on the interest itself that would be forth- 
coming under a tax structure fitted to an economy with a 3 billions 
flow of interest; hence higher tax rates or new taxes would be necessary. 


- Opposition to such tax measures might force the elimination of some 


marginal social services or, akternatively, increase the danger of price. 
inflation. And if the taxes were voted, the effect of their marginal rates 
in deterring private enterprise from taking essential business risks 
might increase unemployment. 

The ‘post-war interest flow can be kept relatively small by heavy 
taxation during the war; or by tremendous taxation to redeem the 
debt, as under a capital levy, shortly after the war; or by borrowing 
from the banking system at low or nominal rates of interest instead of 
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from individuals and corporations at the high rates needed to induce 
voluntary long-term lending. This bank borrowing could be accom- 
plished either during the war, or to refund in the post-war period low- 
rate or no-interest bonds sold to the public during the war under 
compulsory lending plans. But the program of low interest rates, in- 
creasing as it would the volume of bank deposits either during the. 
war or in the post-war period, probably connotes more rationing and 
price control in the post-war period than otherwise. Private enterprise, 
here and abroad, will presumably be willing to pay a fairly high interest 
rate to get command over a substantial block of the economy’s re- 
sources, barring marginal tax rates so high that much risk-taking is 
checked. This assumes that, as a consequence of wartime destruction, 
a large amount of capital replacement and expansion will appear profit- 
able. At the low interest rates that the large volume of demand deposits — 
would for a time make possible, investment demand might be great: 
enough to require either a rationing among investors or a rationing of 
consumers to allow the investment demand to be satisfied. l 

A large war debt seems likely, therefore, to bequeath to the post-war 
economy either rationing, if a policy of very low interest rates has _ 
been followed, or, under a high-interest policy, a check to essential risk- ` 
taking under private enterprise and a smaller volume of government 
services than otherwise. The post-war taxation necessary to repay a sig- 
nificant portion of the debt, whether as a capital levy or in some other 
form, is a theoretical, third possibility, but in fact it can scarcely be 
counted on. Incidentally, before the federal government could impose a 
capital levy, the Constitution would have to be amended, in view of the 
apportionment clause concerning direct taxes. 

The fiscal authorities would probably face a more difficult intellectual 
problem in the post-war period if the wartime economy had followed 
a policy of borrowing at low interest rates—that is, borrowing from 
the banking system and, on bonds redeemable at the holder’s pleasure, 
from the public—than if the same volume of securities had been sold 
to individuals and non-banking corporations: at substantial rates of’ 
interest. A large amount of demand deposits, or immediately. potential 
demand deposits in the form of redeemable bonds in the hands of con- 
sumers, would increase the difficulty of forecasting consumer expendi- 
tures for any appreciable length of time, even under whatever rationing 
and price control the political situation would then allow. And if the 
result were an inflationary rise in prices, further prediction might 
become hopeless. 

What are the practical alternatives? If the war ends by 1945, and if, 
for example, new tax laws provide 15 billion dollars a year more revenue | 
in fiscal 1944 and 30 billions more in fiscal 1945 thar would be collected 
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under the existing tax system, a nominal-interest policy for the remain- 
ing wartime borrowings could result in a post-war annual interest charge 
of only slightly more than 3 billions, compared with 2 billions at the end 
of 1942. But total demand deposits (excluding interbank deposits) and 
currency would have risen to about 175 billion dollars, compared with. 
60 billions on June 30, 1942.** They might be somewhat less if business 
used its idle cash to pay off some of the 16 billions of loans, other than 
the 10-billion-dollar loans on real estate, in the banking system on June 
30, 1942. 

A policy of borrowing at a rate of interest high enough to avoid further 
recourse either to the banking system (during the war or in the post-war 
period) or to bonds redeemable at the holder’s option like the savings 
bonds, poses the question of how high such a rate would need to be. If 
it had to average 4.5 per cent on new borrowings after the end of fiscal ; 
1943, the annual interest charge in the post-war period would be between 
7 and 8 billions if the war ended by 1945; the total of demand deposits 
(excluding interbank deposits) and currency would remain at about the 
95-billion level assumed for the end of fiscal 1943." 

There seems to be a substantial body of opinion among wealthy 
investors that interest rates will rise after the war if not before. 
Otherwise, it is difficult to account for the poor showing of the Treas- 
ury’s December finance drive with respect to purchases by individuals. 
Only 61 per cent of the total of 12.9 billion dollars was subscribed by 
non-banking sources, * an amount that seems small when it is recalled 
that the volume of demand deposits (adjusted) and currency and coin 
was apparently somewhere near 70 billions at that time, and that much 
of the 61 per cent was taken by institutions other than banks. Even with 
all possible allowance for business demands for money holdings, there 
must be many billions of idle deposits and currency; and the only sensible 

“4 These figures are based on the following assumptions: (1) fiscal 1943 deficit, 60 billions 
(average interest 134 per cent), of which 35 billions is met by borrowing from banks; (2) 
fiscal 1944 expenditures, 109 billions, and receipts 50 billions, leaving a deficit of 59 billions, of 
which, say, 45 billions would be borrowed from banks; fiscal 1945 expenditures, 120 billions 
(assuming a slight rise in prices), and receipts, 70 billions, leaving a deficit of 50 billions, of 
which, say, 35 billions would be borrowed from banks; (3) borrowing new money and 
refunding in fiscal 1944 and fiscal 1945 at an average of about 34 of 1 per cent, thus lowering 
the computed average rate from 2.3 pey cent at the end of fiscal 1942 to about 1.4 per cent 
by. the end of fiscal 1945. See Annual Report of the Secretary of the Treasury ... for the 
Fiscal Year Ended June 30, 1942, p. 18, and the Budget for the fiscal year 1944. A lower 
interest charge and a higher total of demand deposits would, of course, result from a more 
extreme policy of zero-rate borrowing from the Federal Reserve banks to “refund” all 
maturing issues, as well as to meet the new demands. These estimates purposely beg the 
question whether it would be possible to hold prices down to a “slight rise” under this kind 
of financing. 

84.5 per cent on 109 billions deficit for fiscal 1944 plus fiscal 1945 is 5 billions. 

“ Treasury Department press release, January 2, 1943. a 
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reason for not putting them into the 234 per cent bonds would be fear 
of a price decline due to a rise in the interest rate. 

An in-between policy, leaning heavily, however, toward new money 
and redeemable bonds, would require some change in the interest-rate 
assumptions adopted above. If the present Treasury policy were con- 
tinued, so that almost half the borrowing were from the banking system, 
chiefly from the commercial banks instead of the Federal Reserve 
banks, and a substantial part of the remainder were in savings bonds 
redeemable at the pleasure of the holder; and if bank borrowings 
henceforth averaged 1 per cent interest and non-bank borrowings 
2% per cent, the annual interest charge at the end of fiscal 1945 would be 
nearly 3 billion dollars higher than at the end of fiscal 1942, or between 
4 and 5 billions altogether. Demand deposits and currency would then 
total almost 150 billions; and savings bonds redeemable at the holder’s _ 
option, perhaps about 40 billions. i 

These figures may easily prove to be widely in error. But some such 
calculations must be attempted before deciding how far it is worth 
while to urge more taxation during the war, and what kind of borrow- 
ing policy to follow in obtaining the rest of the money. More than that, 
some calculations need to be made concerning the distribution of the 
demand deposits and currency among. various types of holders (for 
instance, business versus non-business; individuals at various income 
levels) to reach some reasonable assumptions about the degree of willing- 
ness that will exist to hold much of this money relatively idle. 


Other Post-War Implications of War Finance 


The speed with which the post-war economy can increase the output 
of consumer goods will depend in part on the severity with which the 
civilian goods plant and equipment have been worked during wartime. 
The amount of civilian consumption during wartime is not purely. a 
residual, fixed by the war effort. It can be expanded by working for 
long hours and at high speeds the machinery that is not convertible to 
war output; it must be compressed if such machinery is to continue 
on into the post-war period with a high potential. Perhaps some sample 
studies could indicate whether this considgration is of more than minor 
importance for the economy as a whole, and whether fiscal policy, as 
compared with rationing, could be specific enough in its effects to be 
very helpful. 

Individuals who reached, before 1941, their lifetime peaks in the 
accumulation of savings, will probably pass through the war only 
lightly touched compared with those of a younger generation whose — 
earning or saying power has. not yet reached its maximum. This result 
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follows from the fact that the federal revenue system, with the excep- 
tion of the estate tax, is based not at all on net worth, or capital 
accumulation, but strikes heavily at annual income. In general, the 
property-owning groups will probably contribute much less to the fi- 
nancing of the war, relative to their potential command over the 
economy’s resources, than will the others. This does not necessarily 
imply that they will thereby get an unfairly large share of consumers’ 
goods during the war; rationing and heavy expenditure taxation could 
prevent that. But they will almost surely emerge into the post-war 
period with a potentially powerful call on the economy’s output. 

The lack of capital taxation during the war may thus give rise to 
what may be considered in post-war years a màjor distributive injustice. 
Perhaps these considerations justify special taxation of property in- 
comes at high rates during the war. To some extent, and in an indirect 
way, the heavy corporation income and excess profits taxes accomplish 
this aim, but it might be- preferable to go directly to the investor. 
Certainly the mortgagee, the landlord, the annuitant, and the holder of 
idle cash are coming through the war at relatively light cost in terms of 
their post-war opportunities, unless indeed taxation and forced lending 
are so inadequate that an inflation “tax” is imposed on those groups. 
It must be confessed that an inflationary rise in prices is the only 
general, powerful instrument that the federal government possesses 
for taxing moneyed capital, and it is of course capricious and not 
universal. The tax takes the ostensible form of a negative rate of real 
interest on holdings of money or fixed income investments. 

_Allied to the problem of capital taxation is the question to what 
extent is it desirable to decide once and for all, during the war, how 
. the financial burden of the war shall be distributed among individuals. 

Wartime taxation settles the matter; wartime borrowing leaves it open. 

The danger in trying to settle the whole matter during the war is that, 

in the absence of taxation based on capital value, or rates on property 
income greater than 100 per cent, the settlement can be made only by 
calling on low incomes or work incomes to a much greater degree than 
Is generally desired. One way to ascertain how nearly the wartime 

_system has approached this point is to compare the way in which the 

additional wartime taxes would be distributed with the distribution 
of the additional post-war taxes that could instead be imposed to pay 
off compulsory wartime loans. 

The post-war requirements might prove to be so great that they 
would absorb, at a minimum, all that could be obtained from a full 
continuation of the highest practicable wartime rates on the upper 
income groups (say, those with incomes over $5,000 a year) and those 
with substantial accumulations. In that perhaps unlikely case, the . 
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option is merely between (1) taxing the others heavily during the war 
and lightly after the war and (2) taxing them at an in-between level 
both during and after the war. But even that option would pose some 
possibilities of large shifts in relative disposable-income status in the 
post-war period. 

If part of the final settlement can be postponed, more of the total 
financial cost can be imposed on the wealthy and on those with large 
incomes than if none of the settlement is postponed. But postponement 
brings its own distributional difficulties. Postponement means a larger 
amount of post-war taxation than otherwise. If it takes the form of 
widespread impersonal taxation, as under a retail sales tax, the result 
will almost surely be some taxation of certain individuals that the com- 
munity might desire to spare, or at least tax lightly—for instance, war 
veterans. 

Further general speculation of this nature on post-war distributional 
considerations may be fruitless and even confusing, but the foregoing 
conjectures perhaps indicate a need for some immediate plotting of 
possibilities in rough detail. 


A NOTE ON KINKED DEMAND CURVES 


By CLARENCE W. EFROYMSON* | 


R. L. Hall and C. J. Hitch, in their very stimulating article “Price 
Theory and Business Behavior,’ point out that when oligopoly ele- 
ments are present, the producer of a differentiated product is likely 
to think that the demand curve for his product is “kinked,” and that 
the kink occurs “at the point where the price, fixed on the ‘full-cost’ 
pricing policy, actually stands” (p. 23). The fact of the kink in the 
demand curve, if the angle at the kink is obtuse,’ introduces certain 
elements of stability in thé existing price. This the authors clearly 
demonstrate; but they do not consider the possibility that under certain 
circumstances the angle may. be greater than 180° (reflex). Their 
article is primarily concerned with another proposition, namely, that 
“a large proportion of businesses make no attempt to equate marginal 
` revenue and marginal cost”; that, instead, “there is a strong tendency 
among business men to fix prices directly at a level which they regard 
as their full cost” (pp. 32-33). 

With the latter thesis, which like the supposition of a kink in the 
demand curve, is based on investigations made during the years pre- 
ceding 1937 by the Oxford Research Group,‘ I am not here concerned, 
except as it relates to the kinked curve. But I shall attempt to show that 
it is in so far as business men attempt to equate marginal cost with mar- 
ginal revenue that the obtusely kinked demand curve implies a degree of 
stability in price; and that there is no necessary relationship, as seems 
to be implied by the first quotation above, between the “full cost” 

* While on leave of absence from his position as associate professor at Butler University, the 
author is with the War Production Board in the Redistribution Division, Requisitioning 
Branch, Price Determination Section. The views expressed are the author’s personal 
opinions. 


IR. L. Hall and C. J. Hitch, “Price Theory and Business Behavior” in Oxford Economic 
Papers, no. 2 (May, 1939), pp. 23 f. In the following, the “authors” are always Hall and 
Hitch. 


3 Measured on the side toward th@ axes. I shall apply the term “kinked” to demand 
curves whether the angle is greater or less than 180°. If less than 180° the curve is 
“obtusely kinked” or “obtuse.” (This is the authors’ “kinked” curve.) If the angle is 
greater than 180°, it is a “reflex” curve 

*Full cost is “not unfairly generalized” as “prime” or “direct” cost per unit, plus a 
percentage to cover overheads, “and a further conventional addition (frequently 10 per 
cent)” for profit. Hall and Hitch, op. cit., p. 19. 

‘See R. F. Harrod, “Price and Cost in Entrepreneurs’ Policy,” Oxford Economic Papers, 
no. 2, p. 2, as well as the article by Hall and Hitch. 
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pricing policy and the fact of a kink in the demand curve. For the rest 
I shall briefly discuss certain implications of the obtuse curve, and the 
possible existence of an opposite kind of demand curve which, for want 
of a better name, I have called a reflex demand curve, and the relation- 
ship of both to cyclical fluctuations of business activity. 


I. The Kink in the Obtuse Demand Curve and Price Stability 


In Figure 1 (on page 100) , which is reproduced’ from the article by 
Hall and Hitch: 


AA, is the demand for the product of a firm if rival firms maintain 
their prices at the existing levels’? (non- eres or Marshallian 
demand curve). 

BB, is the demand if the rival firms vary their prices in response to 
changes in the price of the estimating entrepreneur (oligopolistic de- ` 
mand curve). 

APB,, described as a “kinked demand curve,” is the demand accord- 
ing to which the entrepreneur determines price and ‘output (the 
“critical” demand curve) when in the opinion of the entrepreneur: 

1. If he reduces his price below the actual market price, his rivals 
will do likewise; and 

2. If he raises his price, his rivals will maintain the presently existing 
price. 


From this it follows that the discontinuous curve MR.Q, RMR» is 
the marginal revenue curve. It is obvious -that, if the entrepreneur 
endeavors to equate marginal revenue with marginal cost, price and 
output are stable at P, so long as the marginal cost curve crosses the 
ordinate MP (ordinate of supply) between the points R and Q. Price 
and output, that is, remain unchanged even though marginal cost 
shifts over a considerable range of values. It will be observed also that 
the extent of the range of marginal costs within which the price-output 
decision is stable varies inversely with the size of the angle APB. 

Figure 1 illustrates the obtusely kinked curve, and the consequent 
stability of price-output decisions when costs shift. Figure 2, which 


* Hall and Hitch, op. cit., p. 23. I have added the*letter “M”. 

*Hall and Hitch, loc. cit., say “. . . if all other firms [of the group] maintain their 
prices at P.” The products of the other firms would be priced at P only if there were 
not differentiation of product. 

‘Full concurrence of price movements of the rivals may be assumed, or merely partial ` 
concurrence, Full concurrence would imply homogeneous products, or a limited group 
of oligopolists with identical demand and cost curves. For curves AA; and BB:, compare 
Edward Chamberlin, The Theory of Monopolistic Competition (Cambridge, 1933), p. 90 
(for DD’ in Figure 14). 
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is also reproduced from the article by Hall and Hitch, illustrates the 
stability of price (and the instability of output) when demand shifts. 
AC is the short-run average cost, excluding profits; and OB the price, 
which remains stable as demand shifts between d’d’ and dd”. This 
stability is defined (1) by the tendency of the kink to move horizontally 
along the abscissa BP as demand shifts; and (2) by the probability that, 
even though demand has shifted, MC will intersect the ordinate through 
P (P’, P”) between the points Q and R.® 








Fic. 1 


The horizontal movement of the kink is explained by its nature. As 
stated above, the obtuse curve expresses the dual conviction of the 
entrepreneur that rivals will “meet” reductions below, but will not 
follow raises of his price above the point where, as the authors say, it 
“actually stands.” When the demand (the demand curve) has shifted 
it is with relation to the actual market price of his product that these 
convictions prevail, and this actually existing price continues to deter- 


* Hall and Hitch, op. ct., p. 25. “Lf other firms act in the same way [“. . . set the price 
at OB and be willing to sell in the first instance, whatever is demanded at that price”] 
the price will be stable for the reason explained in connection with Fig. 1.” (The ordinates 
through P, P’, P”, indicating supply as the demand shifts and the points, Q and R, have 
not been drawn in in Figure 2. Q and R are defined as the points at which the discon- 
tinuous marginal revenue curve intersects the ordinate of supply.) 
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mine the position of the apex of the kink of the now shifted demand 
curve. 

But the maintenance of the price OB when demand shifts, though 
explained by the kink if producers equate marginal cost with marginal 
revenue, is incompatible, as is clearly shown by Figure 2, with the 
equation of price with the “full cost.” If, as the authors assume on page 
25, OB is the “full cost of” the product, when the output is OA, the 





0 A 
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entrepreneur, in order to maintain the price OB, when demand shifts 
in either direction, must sell at less than. “full cost.’ 

The willingness of the entrepreneur to sacrifice the “full cost” pricing 
policy reflects of course no will to substantiate the truths of textbook 
demonstrations that he equates marginal revenue with marginal cost. 
Hall and Hitch (pp. 21-22) present convincing evidence that the 
entrepreneurs whose opinions were investigated were desirous, at least 
at that time, of equating price with “full cost.” It can be therefore only 
for what seem to business men good solid “business” reasons that they 
abandon this seemingly so desirable pricing policy. One most substan- 
tial reason, weighing heavily in business men’s eyes, is, as the authors 


*Or at more than “full cost,” if, as appears i in Figure 2, the minimum value of AC 
is not at the output OA, -> 


e 
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7 * point out, the desire not to ‘change the price, To change prices involves 


P ` "expense andi is inconvenient. It is indeed in the first instance to this 


-> desideratum (to maintain the existing price) that the other desideratum 
(a “full-cost” price) is sacrificed. 

There are of course limits beyond which the entrepreneur will not 
go in order to maintain the existing price. The nature of these limits 
indicates, I believe, that both the earlier abandonment of the “full- 
cost” policy i in favor of a stable price, and the eventual revision of the 
stable price are determined by considerations which harmonize very 
well with the orthodox “textbook” profit maximizing norms. In the 
first place, when demand shifts within given limits, the entrepreneur 
who thinks the demand for his product is obtusely kinked can find no 
price which seems preferable to (at which profits are greater than) 
the price OB. But, if demand shifts beyond these limits, or becomes 
more or less elastic, or if costs so shift that MC no longer intersects 
the ordinate through P (P’, P”) between Q and R, the maintenance of 
the existing price is no longer the means of maximizing profits, and the 
price will be changed. 


II, The Basis of the Obtusely Kinked Curve 


So much for the obtuse curve as a datum. But are demand curves of 
oligopolists obtuse? Or, more exactly, when is the oligopolist likely to 
think that the demand for his product is obtusely kinked?*° 

The obtuse curve, it will be recalled, expresses the convictions of the 
entrepreneur that if he raises price his rivals will not follow, or at least 
not to full concurrence; and that if he lowers price they will meet his 
reductions, probably in full.” Three factors may be adduced to explain 
these divergent opinions with respect to the probable responses of his 
rivals to his price moves upward and downward from the present price: 

1. Inability to know what the rivals will do (ignorance of their costs, 
their demand curves, and, if products are differentiated, of “cross- 
elasticities” between his and their demand curves).* Ignorance is cer- 
tainly universal, and, though it may be diminished, it cannot disappear. 
But the effect on the demand curve is indirect, acting through and 
multiplying, as it were, the effects of other forces, removing objective 
limits to surmises; which are thus free to grow in magnitude as they 
harden.into beliefs and convictions. The direction of the influence is 

* Hall and Hitch do not discuss this question. They might be accused of implying that 
the obtuse curve is typical of oligopoly, except for a footnote (op. cit., p. 28, n. 2), which 


recognizes that “if orders increase to the point where existing firms have difficulty in 
filling them,” the kink is ironed out. 


* Cf. footnote 7, above. 
* Cf. Hall and Hitch,*op. cit, p. 22; also Harrod, op. cit., p. 5. 


. 
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determined by the ensemble of more positive factors in the situation. ee 


2. What we are tempted to think of as the “natural” caution or: 
conservatism of the business man. The cautious entrepreneur is in- >.’ 


clined to underestimate the elasticity of demand below (to the right 
of) the prevailing solution, and to overestimate the elasticity above 
the prevailing solution. We might say that, in each direction, he prefers 
the less optimistic conjectures. 

This conservatism may seem to be naturally the portion and, to 
some observers perhaps, the strength-of business men. Yet the con- 
viction that a cautious attitude is a typical, even requisite and uni- 
versally desirable component of the entrepreneurial attitude, is, if not a 


product of, at least reinforced by a decade of depression. In this con- ` 


nection it is significant that the observations of Hall and Hitch are 
based on investigations in England during the years preceding 1937, 
that is, in a country and at a time when recent experience and justified 
forebodings imposed the “counsels of caution.” But if the memories 
of business men are short, the economists may learn from their col- 
leagues of history that there have been wild speculative ventures since 
the South Sea bubble; that the empire builders of our continent are 
but a generation in the grave; and that there have been times when even 
the men of business would have despised caution as mere timidity. 

3. The belief that his competitors are operating at less than optimum 
scales. This conviction probably reflects his own similar situation. If 
his rivals are‘operating at less than optimum scales it is probable that 
if he were to raise price, they could individually maximize profits by 
retaining their existing prices or, in general, by not following his raise 
to full concurrence. This probability causes him to adopt the wing 
AP (Figure 1) rather than BP as a part of his critical demand curve. 
On the other hand, if the rivals are operating at less than optimum 
scales, they would probably, if he were to reduce his price, maximize 
their profits by reducing their prices in accordance with his reduction. 


Therefore, the wing PB, rather than PA, expresses what our entre- 


preneur thinks would be the demand for his product if he were to 
reduce price. 


‘The belief that the rivals are operating at less than optimum scale 


and are therefore so hungry for orders that they will not raise prices, . 


even when costs rise or demand increases, is the very signum of depres- 
sion. On the other hand, with prosperity—a condition to be discussed 
in the following section—there will be a “sellers’ market,” and each 


"Cf. Hall and Hitch, of. cit., pp. 11-12. It is interesting to observe that caution, per se, 
would cause the business man to think of the demand curve for his product as drooping 
in both directions from the actual price; this aside from any relation to his opinion es 
to the likelihood that rivals will or will not follow his price mofements, 


af 
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entrepreneur may well imagine that his rival, like himself, no longer 
must prefer increased volume’ to higher price. This third factor is 
indeed the key to an understanding of the attitude which produces 
obtuse curves. Of itself and alone excess capacity must convince the 
entrepreneur ‘that rivals will not follow him in price rises; it breeds 
excessive caution, and it even, by discouraging experimentation, pre- 
vents any lifting of the veil of ignorance. 

: The essential determinant, in sum, of the obtuse demand curve is 
excess capacity (decreasing short-run average costs). The situation 
may be characteristic of the individual oligopolist, of a particular 
group of entrepreneurs, or of oligopolists in general—in which case 
the depression phase of a business cycle is indicated. 

But if the turn comes, if excess capacity gives way to an excess of 
orders, decreasing to increasing costs, pessimism to optimism, what 
then of the obtuse curve? Does it too give way to a symptom of reverse 
character, a demand curve which would indicate the conviction that 
rivals will follow rises in price, but not reductions? 


HI, The Reflex Curve 
In Figure 2, as the demand curve moves to the right, so that the apex 


-of the new curve (still on the abscissa BP) passes to the right of the 


minimum value of AC, the general preference of entrepreneurs for 
greater volume (over higher prices) vanishes, and finally turns into 
its opposite. If, now, the entrepreneur, judging the probable behavior 
of.rivals by what he himself would do if one of the rivals were to take 
the lead, believes that 


1. if he reduces price his rivals will not follow, 


2. if he raises price his rivals will follow, 

the arms of the critical demand curve move into the reflex position 
(BUA, Figure 3. U lies to the right of P” in Figure 2). It is not 
essential to the argument that the two wings of the demand curve 
move either suddenly or simultaneously. Yet the rapid shifts in modern 
markets between the extremes of optimism and pessimism lend support 
to the assumption of sudden and decisive rather than gradual and 
partial shifts. 


The marginal revenue curve, if thé reflex demand curve prevails, is 
of the discontinuous type MR.Q, RMR. (Figures 3, 4). If the scale 
of operation is greater than optimum (Figure 3) the marginal cost 
curve intersects MU above R, and the profit maximizing ordinate lies 
to the left of MU. 

If the scale of operations is less than optimum (Figure 4), ethane 
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after an effort to equate marginal revenue with R cost, there 
are three possibilities: 

1. The marginal cost curve intersects MU aave R. In this event, 
the new profit maximizing ordinate lies to the left of MU. 

2. The marginal cost curve intersects MU below Q. In. this event, 
the profit maximizing curve lies to the right of MU. 

3. The marginal cost curve intersects MU between the points R and: 
Q. This is the most likely of the three possibilities. There are then 
two ordinates, one on each side of MU at which marginal cost is equated 
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with marginal revenue. Of these one and one only indicates that output 
at which profits are maximized. But on whichever side of MU it lies, 
the profit maximizing ordinate cannot coincide with MU, and, further, 
the profit maximizing ordinate will probably lie at some ‘distance from 
MU. 

(Draw marginal cost MC in Figure 4. Label the area bounded by 
the curves MR:Q, MC, and the ordinate MU, B; the area bounded by 
MR,R, MC and MU, a. If B > a the output determined by the ordi- 
nate which equates the values of MC and MR» maximizes profits; 
if 8 < athe output determined at the ordinate which equates the values 
of MC and MR. maximizes profits. 

Obviously, the ene ordinate may be that one of the two 


any, 
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equations of MC with MR, which lies further from MU. The distance 


of the new ordinate from MU likewise will vary, for any given MC, ` 


directly with the value of |a|-|8| and the sum of a plus B will vary di- 
- rectly with the length of the segment RQ.)™ 

Thus the condition of continuous instability with wide fluctua- 
tions of price is given. U cannot define an equilibrium of the firm; the 
price and output determined by the intersection of the profit maximizing 
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ordinate and the demand curve diverge sharply from the solutions at U; 
‘and until underlying conditions change, the demand curve will continue 
` to be reflex, so that each successive price-output solution bears the 
same character of instability as U. Thus, permanent instability results 
from the efforts, with a reflex demand curve, to equate marginal revenue 
with marginal cost. The entrepreneur may be pictured moving in a 
succession of leaps toward the profit maximizing solution; but each 
time, just as he arrives at the new solution, the profit maximizing 
solution moves swiftly away, probably in the direction from which he 
jumped. It will be noted that, although the intersection of the new 
profit maximizing ordinate and the demand curve marks the apex of 
* Joseph A. Schumpeter, Business Cycles (New York, 1939), Vol. I, p. 537, states that 
oligopolists in periods of brisk demand will not increase price, “unless they are unable to 
increase their output without incurring higher cost per unit.” This is usually the case. 
But if 6 is larger than a, even though costs at output OM are decreasing, it is not true. 
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each successive reflex curve, no stability of price is indicated (as when 
the curve is obtuse) because the price and output at the apex (U). 
cannot indicate even a temporary equilibrium solution. i 

So long then as the demand curve remains reflex (#.e., the oligopolist 
thinks his rivals will follow rises, but not reductions of price) the 
` price-output decision is highly unstable. It can subside only when the 
wings of the demand curve revert to the obtuse position. This takes 
place when—as must eventually occur—the profit maximizing ordinate 
has been displaced sufficiently far to the left of the ordinate at which 
costs are minimum. There is no steady movement in this direction, 
nor any movement uninterrupted by violent swings or jerks in the 
opposite direction. But: sooner or later, the oligopolist, himself pro- 
ducing at less than optimum scale, thinks his rivals are in the same 
‘` position. The wings of the curve swing once more—this time backward - 
' into the obtuse position. The possibility of an equilibrium is given. 

Meanwhile, significant changes in the positions of the cost curves, 
may have occurred. The long-run average cost curve lies below the 
original AC (Figures 3 and 4) on both sides of MU.” If the long-run 
average cost curve is falling the “daring entrepreneur,’ equating 
marginal revenue with a marginal cost derived from the long-run: aver- 
age cost curve, may find, even when conditions are as pictured in 
Figure 3, that the profit-maximizing ordinate lies to the right of MU.** 
He therefore increases the size of his plant. The minimum value of the 
new short-run cost curve lies below and to the right of the minimum 
value of AC in Figures 3 and 4. Since the final position of the reflex 
demand curve, when the wings revert to the obtuse position, is relative 
to the minimum value of the new short-run cost curve, it is not unlikely 
that the apex of the once more obtuse demand curve will lie to the 
right of the original MU of Figure 3. 


IV. Business Men’s Attitudes 


It is, I believe, obvious that reflex and obtuse demand curves are 
intimately linked to cyclical fluctuations," both in their origins and 
in their effects. The curves themselves are analogous to some degree, 
and inversely symmetrical. But the ifverse symmetry of the two - 
groups of phenomena which are summarized in the two curve types 
neither requires nor is any cause for anticipating that the phenomena 
associated with them shall be quantitatively equal or of equal saa 
I would cite two reasons of inequality: 


* Hall and Hitch, op. cit. p. 25. 
* Figure 3, byt also Figure 4, 
* Cj. Hall and Hitch, op. dt., p. 32. 
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1. The likelihood that an entrepreneur would be not merely daring, 
but reckless and courting disaster if he is as ready to assume in good 
times that rivals will follow his prices upward, as that in bad times 
they will meet his reductions. This is not to say that he will not come 

‘to the former conclusion if times are propitious; but that the switch 
to the reflex curve is likely to be delayed, the switch-back hastened. 
Moreover, even in periods when generally, or in particular industries, 
the. conditions of the reflex curve are given, a larger percentage of 
entrepreneurs may be constitutionally unable to act on the conviction 
of its existence than, under opposite circumstances, will act on the basis 
of the obtuse curve. The first limitation (in time) derives from a general 
counsel of caution; the second (in extent) from the individual dif- 
ferences of temperament among entrepreneurs. 


2. The instability of price determined by the attempt to equate 
marginal cost with the marginal revenue curve derived from the reflex 
curve runs squarely counter to the desire of the business man, motivated 
by the inconveniences and disadvantages of changing price, to main- 
tain the existing price. The existence of this important factor in 
entrepreneurial behavior is not confined to periods of depression. The 
expense and labor of changing prices, and the dislike of customers for 
frequent changes is a constant factor, reinforcing any other factors of 
inertia when the demand curve is obtuse, and decreasing the volgen 
of prices when the demand curve is reflex. 


The present comments do no more than broach the subject of demand 
curves of which different sections are based on divergent assumptions 
with respect to the behavior of rivals, and the relationship of such 
curves to cyclical movements. Firm equilibrium, and a very stable 
equilibrium, is determined by the obtuse demand curve; but of the 
curve is reflex, equilibrium is possible only after the eventual relapse, 
following a series of erratic movements, into the obtuse shape. The 
divergence of assumptions on which the obtuse curve is based forces 
the question: Will the outcome indicated by the obtuse curve, when 
the entrepreneur determines on the profit maximizing solution, be 
realized? Will the rivals act as the entrepreneur expects them to act? 
The question can be restated to refer to the possibility of general 
equilibrium between firms, when demand curves are interrelated and 
obtuse. The introduction of the kink offers interesting possibilities of 
revision of the conclusions of Stackelberg with regard to the impos- 
` sibility or improbability of equilibrium under oligopolistic competition." 
* Heinrich v. Stackelberg, Marktform und Gleichgewicht (Wien, 1934), pp. 19 f. Com- 


pare also R. F. Harrod, “Doctrines. of Imperfect Competition,” Quart.*Jour. of Econ., 
Vol. XLVII (May, 1934), pp. 469-70: With imperfect competition, decreasing costs, 
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But the dual nature of the assumptions implies other disturbing 
moments: Will not one of the competitors, because of some factor 
endemic to the situation, adopt a more consistent curve? When profits 
are below normal or have given way to losses, is there not considerable 
pressure to escape from the inertia imposed by the kinked curve? The 
way out may seem to lie (1) in an agreement, if not prevented by law, 
among the rivals; or (2) along the path of (further) differentiation, 
thus pushing the left wing of the kinked curve in clockwise direction 
toward the oligopolistic position. The horizons here envisaged lie well 
beyond the scope of this paper, which may however indicate one of the 
routes leading to more adequate and realistic description of business 
behavior. 


and absence of equilibrium in industry as a whole, there are “various levels” of equi- 
libria, and “a depressed mentality leads to the choice of a lower instead of a higher 
level. The lower level is as rational as the higher one.” But Harrod concludes also that 
“Provided that a number of producers are depressed and recognize the existence of 
depression in each other, rational choice demands restriction by each.” This is not shown 
by kinked curves. 


COMMUNICATIONS 


Regional Labor Productivity in the Textile Industry 


I 


The possible existence of a difference in the productivity of northern and 
southern workers has been discussed most frequently with reference to the 
textile industry.t It has usually been maintained that the northern worker is 
the more effective producer, but this opinion is based for the most part on 
unsubstantiated assertions as to the effect of climate on productivity or on 


l alleged inherent differences in the social and personal characteristics of the 


population in the two areas.? The statistical evidence used by some of the 
writers in support of their statements is highly questionable. 

In order to compare the productivity of different groups of workers, the 
single factor “labor productivity” must be isolated and measured. This re- 
quires that the plants compared have (1) an identical product made with the 


. same type of machinery and methods of production, (2) identical combina- 


tions of the factors of production,‘ (3) a working force identical in age, sex, 


* This article is part of a larger study begun under a research grant from the Julius 
Rosenwald Fund. The author was called into the armed forces before the study could 
be completed. The task of preparing this part of the manuscript for publication was under- 
taken by Miss Gertrude Guyton. 


3For example: J. H. Burgy, Tke New England Cotton Textile Industry (Baltimore, 
Waverly Press, 1932), p. 167; C. E. Artman, Industrial Structure of New England (Wash- 
ington, Bureau of Foreign and Domestic Commerce, Domestic Commerce Series No. 28, 
1930), p. 112; M. T. Copeland, The Cotton Manufacturing Industry in the United States 
(Cambridge, Harvard Univ. Press, 1912), p. 46; G. T. Starnes and J. E. Hamm, Some 
Phases of Labor Relations in Virginia (New York, Appleton-Century, 1934), pp. 6-7. 

See elso: B. F. Lemert, The Cotton Textile Industry of the Southern Appalachian 
Piedmont (Chapel Hill, Univ. of North Carolina Press, 1933), p. 84; M. Keir, Industries - 
of America, Manufacturing (New York, Ronald. Press, 1928), pp. 354-55. For other 
opinions on a North-South labor productivity differential see: C. Heer, Income and Wages 
in the South (Chapel Hill, Univ. of North Carolina Press, 1930), p. 55; B. Mitchell, Rise 
of Cotton Mills in the South (Baltimore, The Johns Hopkins Press, 1921); G. T. Starnes, 
A. Berglund and F. DeVyver, Labor in the Industrial South (Univ. of Virginia Press, 1930) ; 
M. Evans, “Regional Wage Differentials under the NRA., ” Southern Econ. Jour., 
Vol. 1 (Jan., 1934), p. 4. 

*Most of the studies which purport to measure labor productivity do not measure 
the efficiency of labor alone. Rather they measure the productivity of particular com- 
binations of factors, the variations in man hour outputs then being attributed to vari- 
ations in labor efficiency. Most of the Bureau of Labor Statistics studies and also those 


, of the W.P.A. are of this nature. For example see: W.P.A., National Research Project, 


Production, Employment and Productivity in 59 Manufacturing Industries (Philadelphia, 


` 1939); Mechanisation and Productivity of Labor in the Cigar Manufacturing Industry 


(Bureau of Labor Statistics Bulletin No. 660, 1939); Productivity of Labor in the Cotton 
Garment Industry (B.L.S. bull. no. 662, 1939). 


‘Very misleading regults may be obtained in interregional labor productivity com- 
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and race composition, (4) the same length of work day and work week, and 
(5) essentially similar management. With these influences making for regional 

differences in man-hour outputs held constant, there would remain as variables 

` those social and personal characteristics of the working forces that may affect 

productivity and that may be attributable to the fact that the labor groups 

live in different regions. The most important of these are occupational heri- 

tage, racial and ethnic attributes, temperament, cultural background, intelli- 
gence, and education. 
. sat 


This study attempts to make an’ accurate comparison of the productivity of 
labor in selected northern and southern plants of two large textile corporations 
which operate in both regions. The same product was manufactured by both 
corporations. Identical machinery was used, and improvements in methods of 
production were instituted in all plants simultaneously. Each corporation 
maintained a “roving” supervisory staff, t.e., supervision was shifted among 
the plants so that as far as possible it would be a constant factor in the pro- 
duction process. Essentially uniform labor recruiting policies were maintained 
for all plants. 

- The same length of work day prevailed in all plants, and the number of 
hours worked per week showed only minor variations between regions. Both | 
corporations maintained that the same real basic wage was paid for the same 
occupations in both regions, money wages being adjusted to cost of living 
indices. Wage figures for one of the corporations are not available for publica- 
tion, but basic job rates were the same in all plants. Average hourly money 
wage rates for the other corporation are as follows: for 1941, North: $.7645, 
South: $.763; for January-May, 1942, North: $.8925, South: $.874. The 
average differential for the period was $.01 per hour, North over South. 

Productivity figures were obtained directly from records of the corporations 
and represent normal periods of operation for all plants.’ The jobs covered 
range from those in which only the dexterity and efficiency of the workers 
themselves are measured to those in which labor’s output is determined by 
its ability to operate rather intricate machines. They may be taken as repre- 
sentative of textile occupations generally. Operations were selected for which 
the possible range of man hour outputs was sufficiently wide to reflect the . 





parisons when due consideration is not given to the criterion of identity of factor com- 
binations between plants, To illustrate: Suppose that labor groups operating with a given 
capital equipment in both regions have the same productivity as reflected in identical 
output per man hour figures for various possible outputs, but suppose also that a wage 
differential exists. The mere fact that labor is cheaper in one region would make it worth 
while for managers in that plant to hire more labor units and expand output. The- 
output per man-hour figures will be lower then also, because labor will be applied farther 
along the line of diminishing productivity. An. investigator comparing labor efficiency in 
the two plants might therefore conclude that a productivity differential existed as an 
explanation for the wage differential, whereas such is clearly not the case. The differential 
is entirely the result of different combinations of the factors in the two plants. 

* That is, data representing productivity per man hour where production was abnormally 
affected by strikes, new plants just starting up, extraordinary mechanical change, etc., were 
omitted. ° å . 


112 


THE AMERICAN ECONOMIC REVIEW 


[MARCH 


varying efficiency of labor, even though production per man hour was set 
_ within broad limits by mechanical capacity. In all operations labor cost was 
about 40 or 50 per cent of the value of the product. All operations were per- 
formed by white, adult male labor. The unit of production is, of course, the 


same in all plants. 
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33.0 38.8 
31.7 38.1 
: 31.6 x 37.6 
41.1 32.1 ; 37.5 
40.1 33.8 : 37.4 
38.8 38.0 . 38.4 
37.4 36.2 37.5 38.3 
39.1 37.0 37.2 39.5 
40.1. 36.8 38.6 39.4 
40.3 37.9 38.0 39.6 
39.7 37.9 38.0 40.2 
38.3 : 37.8 39.8 
39.39 37.4 


















40.3 38.2 41.0 
41.5 34.5 38.3 
42.4 35.9 40.5 
41.6 34.9 40.5 
41.2 35.1 41.1 
41.3 33.9 41.8 
39.9 31.7 40.3 
41.7 — 38.8 
42.5 — 39.3 
42.7 = 38.3 
43.6 — 37.9 
41.5 — 36.7 
41.67 39.5 
40.53 
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Operation X is an initial step in the manufacture of a well-known synthetic 
yarn in which labor operates on the raw material to prepare it for spinning. 
The operation is comparable to an assembly line in that the material is passed 
from one labor group to another as the material undergoes a soaking, crushing, 
and homogenizing process. The extent to which labor can affect hourly output 
is indicated by the output variations of individual plants using identical 
mechanical equipment, The range of monthly averages of man hour outputs 
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for a single plant extended from 33.1 units to 47.5 units during the period 
1940-41. For this operation over the entire 3-year period northern labor was 
2.2 per cent more productive than southern labor. During the 2-year period 
for which monthly production figures are given northern labor was more 
productive in 18 of the 24 months, southern labor in 5 of the-months, and 
during one month both averaged the same productivity. In all 3 yearly aver- 
ages output per man hour was somewhat greater in the North than in the 
South, 4.1 per cent in 1939, 0.36 per cent in 1940, and 2.4 per cent in 1941, 

Operation Y is another assembly-line operation. The product passes through 
the hands of several groups of semi-skilled workmen as it undergoes a wash- 
ing, bleaching, and drying process. Like the preceding operation, hourly pro- 
duction is a function of the efficiency and effort of labor. Single plant data 
show that, although operations were carried on with the same physical equip- 
ment, outputs varied from a low of 29.9 units per man hour to a high of 40.0 
units per man hour. For operation Y southern labor had approximately an 8 
per cent higher productivity average than northern labor for the 3-year period. 
The productivity differential was quite pronounced for 1939, southern labor 
being 17.9 per cent more productive than northern labor in that year. By 
1940 this margin had fallen to 6.8 per cent, and in 1941 northern labor had 
gained the ascendency over southern labor in productivity to the extent of 
6.3 per cent. ` 

Operation Z is a machine doffing task in which production is purely a 
function of labor efficiency. Upon the completion of a spinning operation the 
entire machine is closed down, and a doffing group clears the machine of the 
spun yarn. The number of units doffed and the time required in doffing are 
recorded periodically. Since only the actual time spent in clearing the machine 
is charged against the operators, data for this operation represent a pure in- 
dex of labor efficiency. Single plant data reflect variations in labor productivity 
‘from 36.7 to 42.7 units per man hour. On this operation, southern labor was 
more productive in both 1940 and 1941. For the 2-year interval, southern labor 
averaged a 3.7 per cent higher productivity than did northern labor. 

The nature of this operation makes possible an adjustment of the labor 
productivity data to take care of differences in managerial efficiency in the 
two regions.® It takes just as long to doff an empty position as æ full one. 
Consequently, when supervisors close down machines with only 95 full posi- 
tions instead of 100, the efficiency of the doffers is lessened to that extent 
through poor management. The adjusted productivity figures show a differen- 
tial of only 0.49 per cent, which is negligible for all practical purposes. 

Table II presents averages for the three operations: Data for 1939 have ` 
been omitted, since figures for all operations were not available. The adjusted 
productivity differential in 1940 was 2.8 per cent in favor of the South. In 
1941 the adjusted differential was 3.3 per cent in favor of the North. In the 
combined average for both years the productivity differential becomes quite 


“Company engineers have developed a method of measuring the relative ability of super- 
visors to apply labor to all possible machine positions in the department. Periodic checks 


on idle and producing ai are made in order to check og the efficiency of super~ 
visors. 
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insignificant.’ For all practical purposes the productivity of labor may be 
regarded as identical in the two regions. 


TABLE II—PRODUCTIIVITY PER Man Hour: THREE OPERATIONS, 1940-41 








January 38.5 36.7 37.0 
February 38.8 36.5 37.1 
March 40.0 36.6 37.2 
April 39.5 36.6 37.3 
May 39.3 38.6 37.3 
June 39.2 38.6 39.0 
July 39.1 37.3 37.9 
August 39.4 38.4 38.9 
September 40.2 38.8 39.5 
October 39.8 39.4 39.5 
November 39.8 39.4 39.5 
December 39.3 38.8 39.1 
1940 Average 39.4 37.8 38.3 
1941 f j 
January 40.2 39.9 i 40.1 
February 39.6 38.8 38.9 
March 40.1 40.5 40.9 
April 39.6 39.9 40.1 
May 39.4 39.9 40.4 
June 38.4 40.1 40.5 
July 37.0 38.9 39.5 
August 40.2 41.6 42.5 
September 39.6 41.3 42.2 
October 40.0 41.2 41.9 
November 40.2 40.8 41.1 
December 38.9 39.3 39.9 
1941 Average 39.4 40.2 40.7 
1940-41 Average 39.4 39.0 39.5 
Im . 


The results of this study may be stated as follows: (1) labor productivity 
differs somewhat for single operations, but there is no marked tendency for 
the differential to be consistently in favor of either region; (2) when data for 
all operations are averaged, the difference in productivity becomes insignificant. 
` The objection could be raised that the study fails to reveal a North-South 
labor productivity differential because it does not compare the same grade 
of labor. The labor force of the southern plants might represent the more 
efficient grades of labor in the South because the wage rates paid by the com- 
panies in this study were high telative to the average in the textile industry 

"Statistical tests of the significance of the differentials discovered were applied to a 
part of the data. The results are compatible with the hypothesis that the samples from 
the two regions were drawn from the same parent population. 
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and in the South generally.-It should be noted, ina that the textile in- 
dustry is the oldest, large-scale manufacturing ‘industry common to both re- 
‘gions. Moreover, the companies tried to secure the same type of labor by 
maintaining uniform recruiting policies for all plants. Company officials stated ` 
that hiring and employment experience indicates that their employees repre- 
sent about the average grade of labor in each region. 
Since the conditions present in this study would occur very rarely, any at- 
tempts to generalize from these results must be made with caution and with a 
‘full realization of the limitations of the investigation. Nevertheless, the labor 
groups are probably fairly representative of the textile industry, and perhaps 
not radically different from the average in industry generally. It would be 
interesting to check the results of this study by similar studies for other in- 
dustries. The requisite experimental conditions could probably be found else- 
where, particularly where a fairly standardized product is produced with 
relatively uniform methods of production. Hosiery, paper, and some phases of 
iron and steel manufacture suggest themselves as possibilities. Generalizations 
from a number of regional labor productivity studies could be made with 
more assurance and would have important implications for wage policy and 
industrial location problems. 
JESSE W. MARKHAM 
The Johns Hopkins University , 


Mr. Ratchford on the Burden of a Domestic Debt: Comment 


During the census of 1940 a certain housewife was asked if there was a 
mortgage on her home. She replied, “Yes—for forty billion dollars.” I believe 
that the majority of economists would agree that this lady, in treating public 
and private obligations as identical, had greatly exaggerated the burden of the . 
national debt, both for the country and for herself. 

Certain economists, however, in order to reassure her, and the millions who 
think as she does, have advanced the idea that the public debt entails no 
burden.’ This doctrine seems to me overoptimistic. It tends, also, to have an 
air of rather flashy paradox more likely to repel the layman than to reassure 
him. Accordingly, I have tried, in several places, to show the existence of some 
burden? > 

Mr. Ratchford’s very thorough article? carries through this task conclu- 
sively. I do not see how anyone, after reading his work, can possibly deny 
that the national debt is both a burden and & problem. But though Ratchford 
has shown that it is a problem, has he shown that it is tke problem? It is 


1 See R. Y. Gilbert, et al., An Economic Program for American Democracy (New York, 
1938). 

7See my article, “The Economic Limit and Economic Burden of an Internally Held 
National Debt,” Quart. Jour. of.Econ., Vol. LV (Nov., 1940), and the revised version of 
the same discussion in The Creation of Purchasing Power (Cambridge, 1942), pp. 131-49. 

*“The Burden of a Domestic Debt,” Am. Econ. Rev., Vol. XXXII (Sept., 1942), PP- 
451-67. 
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perfectly possible to agree, as I do, with almost every point mentioned by 
- him and still not be as much worried about the debt as he is, It does not seem 
to me that he presents the available alternatives quite in proper perspective. 

There are, first of all, a few technical questions in which the line of reason- 
ing employed appears somewhat unsatisfactory.-For example, on page 461, 
Mr. Ratchford says “the parties who pay interest on private debts have. re- 
ceived a special benefit... . With public debt it is difficult, if not impossible, 
to establish such a connection” (italics added). Is it not also difficult to es- 
tablish the special benefit received by a Kansas farmer, under proper condi- 
tions, from a lower tariff? Yet few “orthodox” economists at any rate would 
deny that the special benefit exists and might be very considerable. The 
difficulty of demonstrating the existence of a fact is not conclusive as to 
whether or not the fact exists. Further, if preventing the foreclosure of a 
mortgage on one’s farm, keeping one from being shot by the Nazis, saving 
one’s job, and avoiding general deflation are not special benefits, I should be 
much at a loss to say what a benefit is. 

Again, on page 463, it is said, “There can be no doubt that the huge French 
debt was a major cause of the political confusion and the industrial lethargy. 
which hung like a pall over France for the five or six years before 1939” (italics 
added). But England had a “huge” debt too. Yet, while French industry was 
“lethargic,” English industry was very active.‘ Nothing is said about the 
effect of the French attempt to maintain the gold value of the franc. After 
England left the gold standard, France had the choice of devaluation or 
deflation. She chose deflation and tried to push down her internal prices and 
wages to meet foreign competition. She did not Aave to do this. But, in so 
doing, tremendous social pressures were engendered, and the real value and 
real burden of the interest payments on the debt greatly increased. The debt, 
however, was not the root cause of the difficulty. The real trouble lay prin- 
-cipally in the foreign trade policy. Had France promptly devalued pari passu 
with England, it is likely that her debt would have worried her no more than 
the English debt worried Great. Britain. 

Mr. Ratchford suggests that my statement that “Careful tax policy could 
reduce [the burden] almost to the vanishing point” is unrealistic (p. 466). 
His political arguments, on this point, are impressive. But one of his main 
points seems to be that no one has yet shown whether we need a regressive 
or progressive tax system. Isn’t the difficulty here the result of a search for 
absolute categories which will be independent of policy judgments? I would 
say that we need neither a regressive nor a progressive system, but sometimes 
one and sometimes the other. Our difficulties are, frequently, not so much due 
to a high or low propensity to consume per se, but to a relatively invariant pro- 
pensity to consume. Of course, if this idea be accepted, somebody has to de- 
cide when the tax structure should be changed. Yet, isn’t it rather late in the 
day to be looking for automatic self-operating standards? The economic sys- 
tem, especially in our time, is not a perpetual motion machine. 


* Of course one might argue that the English debt was not quite as heavy, aprior 
as the French. But the “difference I submit is not of sufficient magnitude to explain the 
wide divergence in the behavior of the two countries. 


+ 
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` These technical points are imi minor. On the whole I would 
agree with most of what Mr. Ratchford has said. His common-sense approach 
is a valuable offset to some of the more esoteric treatments of the problem. 
But let us try to see the question in some of its larger aspects. 

Business cycle theory has shown, beyond a doubt, that a “progressive,” 
unregulated economy is bound to undergo periodic deflationary crises. The 
futility of banking control, in many cases, is well established. We cannot. even 
show theoretically that the depression will ever reach a bottom.® Practically 
speaking, the bottom is certainly not determinate. If, then, we want to main- 
tain a capitalist democracy, we must often either intervene through deficits, 
or else risk a political explosion which might well land us in communism or 
nazism, Is it not better, if one be conservative minded, to be taxed to pay 
interest on the national debt than to be “liquidated”? 

Many conservatives seek to evade or play down this issue, and, after think- 
ing about the matter for a long time, I submit that the fiscal and financial 
burdens, in terms of which the controversy is usually carried on, have really 
very little to do with their attitude. The real objection which the conservatives 
` have to deficit financing is not that there may some day be a financial burden, 
but that, by manipulating a deficit, a government which has the support of a 
majority, but not the coöperation or approval of entrepreneurial elements, may 
nevertheless maintain itself in power. Let us follow out this line of thought a 
bit further. 

There is a tendency on the part of reform governments to underrate the 
importance of entrepreneurial incentives. In Keynesian language, the em- 
phasis is likely to be too exclusively on the “propensity to consume” and not 
enough on the “marginal efficiency of capital.” The liberal is apt to focus at- 
tention on demand, the conservative on supply. But as Marshall implied 
long ago, in his famous scissors analogy, both must be kept in mind, If, now, 
the marginal efficiency of capital (which is largely a subjective phenomenon) 
is depressed, a large part of the population, in the absence of state action, will 
be unemployed. Established consumers’ goods industries and the replacement 
demand for capital may be largely unaffected, but innovation and expansion, 
in which the risk factor is higher, will be much retarded. If such a government, 
like the Ramsay Macdonald government in England, adheres to a rigid 
financial orthodoxy, it will be unable to meet the difficulty and will even- 
tually be ousted. But if deficit financing and public works are used, social 
unrest may not be so great and change may continue. Nor need the national 
“income,” in terms of dollar value of output, cease to grow. What happens 
to “psychic” income would depend on the freferences of the people as be- . 
tween government and privately produced utilities. 

The conservatives object to this procedure for obvious reasons. An un- 
sympathetic government, they say, may prevent the capitalistic mechanism 
from operating, and then turn around and use the failure to operate as a 
reason for spending yet more money. Such a policy need not be the result 
of any conscious Machiavellian plot. It is simply that the rôle of risk in 


+ Cf., Schumptter, Business Cycles (New York, 1939). > 
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economic life is frequently misunderstood. Emphasis on a very crude and 
inadequate measure of “reasonable” profit is likely, yet the nervous investor 
is deprived of his economic veto. It must be conceded that such a state of 
affairs is at least possible. 

What the conservatives overlook, however, in rejecting deficit financing is 
that deficits per se are entirely neutral. They do not kave to be a part of a 
policy to which any group need object. Besides, in times of great unrest, 
the overthrow of the party of moderate reform is not necessarily the signal 
for conservatives to take power. There are always the Communists and the 
Nazis, as well as the Republicans. Had deflation continued in the United 
States, would conservative elements have returned to office or would there 
have been a revolution? Those of us who recall vividly the great collapse 
will have little doubt of the answer. If public works can be misused, they 
can be misused by any group. Deficit financing cuts both ways. It should 
be as distasteful to the Communist as to the die-hard. Public spending has 
done more to negative the Marxist doctrine of “inevitable” revolution than any 
other single force. It is the key to peaceful change, the high road to the ` 
“middle way.” It is in relationships such as these that the problem must be 
considered, not from a narrow financial view alone. 

One final point must be made. I would like to suggest that in most discus- 
sions, including that of Mr. Ratchford, the existing institutional background 
is taken too much for granted. Mr. Ratchford tacitly admits that the burden 
is largely a matter of “frictions” engendered by taxes for interest. I wish the 
man-in-the-street could realize even that much of the problem, There is a 
great difference between 80 billion dollars and 234 per cent of 80 billion 
dollars. Yet why should we pay even that much? In all sincerity I can see no 
economic reasons (other than Professor Hansen’s disguised subsidy argument) 
for paying interest on the national debt during a slump. At that time an 
intrinsic reason for interest “in the sense of a genuine sacrifice which could 
only be called forth by the offer of a reward” simply does not exist. By 
numerous financial techniques, the necessary purchasing power can be created 
without incurring a perpetual interest charge.® When there is full employment, 
things are different; but, even in that case, the debt incurred in time of 
genuine capital scarcity might possibly be called and paid off during the slump 
by means of noninterest-creating techniques. 

The consequences of such a policy would be to restrict taxation, in con- 
nection with the national debt, to periods of excessive dishoarding during a 
boom. But it is just at that time that taxes can be borne with the greatest 
ease. Consequently tax friction Would be much reduced. It may be, and this 
is probably the chief substance of Mr. Ratchford’s article, that the American 
people do not have sense enough to manage problems of this sort. Perhaps this 
is true. But if we cannot manage money we are in poor plight for managing 
everything. The choice today is not between regulation and latssez-fatre, but 
between techniques which involve a maximum of regimentation and those 
which do not. Deficit financing, especially with the interest feature largely 


*See, for example, my, Creation of Purchasing Power, and also J. E. pe Consumers _ 
Credits and Unemployment (Oxtord, 1938). 
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removed, presents, in my opinion, the maximum of results with the minimum 
of social disturbance. Perhaps we can’t learn enough to manage it, but I, for 
one, am not yet prepared to admit that democracy is dead. 

There are two approaches to the national debt which I should like to refer 
to as “theological.” One is to deny that there’can be any possible burden. I 
submit that this is nonsense. The other is to dwell upon the burden, at the 
expense of the benefits, and to treat the national debt as if it were an evil in 
itself to be avoided at all hazards. Mr. Ratchford, I feel, inclines perhaps too 
much to this latter view. The third, and practical, approach is to recognize 
the difficulties, but to consider them in the light of the benefits, and to treat 
the debt as being in itself neither good nor bad, but only an instrument of 
policy along with many others. 

As I write, the 5 per cent “forced saving” victory tax is being debated. 
This eminently sound method of preventing war inflation would have been 
adopted long ago but for a deeply rooted fear of debt per se. If Mr. Ratch- 
ford’s article serves, at this juncture, to reinforce uncritical prejudices re- 
garding debts its effects may be very regrettable. I hope, however, that it will 
merely serve to putan end to further fine-spun debates about the existence 
of a burden, and to focus our attention upon the practical issues and practical 
alternatives at stake. F 

; Davip McC. Wricar 

University of Virginia’ - 


Private versus Public Debt 


Through an extensive educational effort, the view that there is no ‘analogy 
between private and public debt is now accepted as an article of faith by a 
substantial group of writers. “An internal loan resembles ordinary borrowing 
‘only in a purely formal way, and it is obvious that every analogy to private . 
borrowing must be completely false.’”* Because of the alleged differences be- 
tween private and public debt, we are told, the latter should not be named a 
debt at all.? 

In the case of both types of loan, disposal over purchasing power passes 
from lender to borrower. Private borrowing gives rise to interest-income just 
as surely as does public borrowing. If a public debt creates no burden on 
society because the cost of servicing the debt is offset by an interest-income- 
stream, the same is true of a private debt. In the case of both private and 
public borrowing the funds may be obtained, by the borrower from either of 
two sources: from an active saver or custodian of saved funds, such as a 
savings bank, loan company, or even a commercial bank, or from deposits 
created within the commercial banking system. A public spending program 
financed through the sale of government bonds to banks is said to create new 


‘Italics supplied. Quotation from A. H. Hansen, Fiscal Policy and the Business Cycle 
(1941), p. 142. 


* Fortune, Nov., 1942, p. 169. The same argument is made by Hansen and Greer in 
Harpers, April, 1942, p. 491; and in Atlantic Monthly, Oct., 1942, p. 58. 
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purchasing power and to stimulate the economy. The same can be. said for 
expansion of private loans through the banking system, as was the case in 
the 1920’s, What: then, may one ask, becomes of the statement that “Every 
analogy [of public borrowing] to private borrowing must be completely 
false”? 

As for the day of reckoning, both private and public debtors must avoid 
overextension as evidenced by the bankruptcies of private concerns and the 
inflation, devaluation, and debasement experienced by- governments all over 
the world and through all history.* 

To be sure, there are cases where public debts have grown steadily over 
many decades without serious difficulty arising. Are there any cases of record 
where governments have systematically over long periods of time, as is now 
proposed for the next decades of the United States, deliberately operated on 
vast deficits for extended periods in order to inject into the economy substan- 
tial quantities of extra purchasing power? 

Sustained and perhaps perpetual deficit financing is justified on the theory 
that it will so stimulate the economy that additional interest payments will 
become quite manageable. The same argument may be made for expanding 
private borrowing booms, so long as they last. May the same doubt not be 
raised of perpetually expanding public loans? When borrowing slows down, 
the economy is likely to stagnate. Additional funds borrowed and spent by 
private or public bodies are subject to the principle of the multiplier including 
the leakages. Once the rate of new loans declines, the economy shrinks; this 
is true of private loans and nothing has been stated to show that public bor- 
. rowing is not subject to this same variant of the deceleration principle. 

Employing public borrowing to mitigate the business cycle with the conse- 
quent alternating periods of debt-creation and debt-repayment, thus balancing 
the budget over the course of the business cycle, is generally accepted by 
economists as desirable policy. But the recent proposals of those who think 
that our “mature economy” calls for perpetual public deficits raises entirely 
different questions. 

A private concern—the New York Central Railroad, for example, in the 
first 75 years of its history—may go ever deeper into debt so long as the 
funds are being put to productive purposes and the servicing of the debt is 
adequately safeguarded by the earnings of the company. Similarly a govern- 
` ment may raise its debt obligations and keep them under manageable control 
so long as the incomes of the people and therefore their taxpaying capacity 
are favorably conditioned. The credit of the government, and therefore its 
ability to sell new obligations &t moderate interest rates, depends upon the 
lenders’ views as to the ultimate solvency of the debtor; the same is true of 
the New York Central Railroad or any other private borrower, What then 
becomes of the alleged complete dissimilarity between private and public debt? 

The ownership of private.and public debts likewise shows no fundamental 


> A century and a half ago a writer, whom we now quote only when it suits our purposes, 
said, “When national debts have once been accumulated to a certain degree, there is scarce, 
I believe, a single instance of their having been fairly and completely paid.” Adam Smith, 
The Wealth of Nations, Everyman ed., Vol. 2, p. 412. 
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difference; banks, other savings and life insurance institutions, and private 
individuals.are the owners of both types of debts. It is not the dissimilarity 
between private and public debt which is significant; rather, public authority 
backed by the taxing and other sovereign powers can manipulate purchasing 
power and resources in ways which are not open to private enterprise. 

There is substantial evidence that continued prosperity rests on sustained 
debt-creation. The 1920’s were characterized by stability in the combined 
total of national, state and local government debt, but an enormous increase 
occurred in private debt, instalment sales, building mortgage, and corporate. 

With many of our people living on a substandard, and most of the others 
far from having their wants satiated, it would appear that the outlets for 
private expansion in plant, equipment and consumers’ goods are enormous. 
Whether the political and social climate, labor-management relations, and | 
the cost-price relation will be sufficiently favorable to allow private enter- 
prise to direct its energies to the fulfillment of these wants may be the basic 
issues in the post-war period, once the initial spurt to meet deferred demands 
subsides. There is.no reliable indicator that a huge deficit-financed public 
spending program can evade these issues, if it is to create full employment. 
_ The “no analogy between private and public debt” spokesmen are strangely 
inclined to sidestep adequate discussion of these issues, In all major instances 
where the governments have assumed prime responsibility for output, such 
efforts have been associated with a regimented society. 

Furthermore, the growth of a vast-public debt would probably encourage 
an increase in the rentier class; the debt would tend to be held largely by the 
banks and other savers. The taxes levied to service the debt would tend to ` 
rest heavily upon the consuming public, thereby exercising a deflationary 
influence, while the interest earned by the debt would go into the hands of 
savers, who, by and large, would want to re-invest much of the earning—thus 
accentuating the “over-savings” problem. 

Merely arguing that there is no analogy between private and public debt, . 
thereby trying to dispel any fear of ultimate insolvency, and then proceeding 
with a vast public expenditure program financed largely with deficits are no 
guarantee of full employment under a system in which many or most of the 
factors of production have their prices determined by artificial forces. 

Emerson P. SCHMIDT 

University of Minnesota 


The Case for an Introductory Course in Economic Theory 


The discussion by M. Bronfenbrenner in the September, 1942, number of 
the Review’ concerning the proper scope and place of the introductory course -` 
‘in economics invites a few further comments which, as the judges would say, 

concur in part and dissent in part. 
` The area of agreement may first be indicated. First, the writer agrees with 


1M. Bronfenbrenner, “The Introductory Course: Comment,” Am. Econ. Rev., Vol. 
XXXII (Sept., 1942), pp. 557-58. 
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Mr. Bronfenbrenner that building an introductory course primarily upon 
Keynesian concepts and analysis, as suggested by Messrs. Clemence and 
Doody in their article in the July, 1942, number of the Review,? would not 
lessen the pedagogical problems involved i in teaching economic ‘theory to be- 
ginning students as much as the authors of the suggestion believe, Second, 
he applauds Mr. Bronfenbrenner’s analysis of the weakness of the traditional, 
primarily institutional introductory course in economics. Third, he agrees that 
an introductory course of the latter sort has little if any usefulness as a pre- 
requisite to specialized, advanced courses in economics. Finally, he agrees that 
the traditional principles course should be transformed into a concentrated 
‘introductory course in economic theory. 

Mr. Bronfenbrenner’s conclusion is that neither the traditional principles 
course nor the concentrated introductory course in economic theory which he 
recommends as a substitute should be required as a prerequisite to specialized 
courses in the various fields of economics. Mr. Bronfenbrenner makes an 
effective criticism ‘of ‘the traditional principles coursé and of the practice of 
requiring it asa prerequisite, but he offers no argument in support of his 
further conclusion that a concentrated introductory course in theory, of the 
sort which he recommends as a substitute, should likewise be, omitted as a 
prerequisite. In the following paragraphs, the writer proposes to state briefly 
the grounds upon which he dissents to the latter conclusion. 

The case for an introductory course in economic theory as a prerequisite to 
the further study of economics, as the writer sees it, rests fundamentally 
upon the proposition that logically and functionally economic theory stands 
on a different footing from the other subdivisions of the field of economics. It 
is not only a “feld,” the study of which is properly an end in itself; it also 


- . provides the analytical equipment which is indispensable to the intelligent 


study of the subject matter of the various applied or institutional fields of 
` economics. Without theoretical apparatus, it is not possible intelligently to 
define and evaluate issues, break down problems into their elements and 
uncover the causal factors at work, In short, economic theory simply repre- 
sents the application of scientific method to the study of the processes by 
which men secure a living. 

Even the extreme institutionalists who profess to be concerned with facts 
and not with theories cannot escape theorizing. For, if facts are to have any 
significance, they must be related to one another; generalizations must be 
arrived at concerning these relationships, and such generalizations are theories. 
Too often the studied avoidance by institutionalists of the formal apparatus 
of theory results in ill-founded generalizations. The nature and function of 
economic theory could not be better stated than in the words of Mr. Keynes 
in the Preface to the Cambridge Economic Handbooks. “The Theory of 
Economics,” he says, “does not furnish a body of settled conclusions imme- 
diately applicable to policy. It is a method rather than a doctrine, an apparatus 
of the mind, a technique of thinking, which helps its possessor to draw correct 
conclusions.” l 


IR. Clemence and F. S. Doody, “Modern Economics and the Introductory. Course,” 
Am. Econ. Rev.. Vol. XXXII (June, 1942), pp. 334-47. 
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Probably Mr. Bronfenbrenner would agree with much of the foregoing. 
He is of the opinion, however, that it is “impracticable” to assume a theoret- 
ical background for the advanced courses, and that the necessary theoretical 
apparatus should be developed independently in each of the specialized courses 
in the various fields. For the present, let us pass the question of an alternative. 
Experience with Mr. Bronfenbrenner’s suggestion in an institution with which . 
the writer was formerly connected convinces him that the scheme has very 
serious, if not fatal, weaknesses. 

In the first place, an adequate theoretical equipment cannot be acquired by ` 
ordinary students in a few days or a few weeks, and a superficial treatment 
of economic theory is worse than no treatment at all. Here it is certainly true 
that “A little knowledge is a dangerous thing.” An adequate treatment of 
theory leaves too little time to consider the substantive issues and problems 
of a specialized course, while a brief, superficial treatment leaves the students 
with ample time to consider the subject matter of the. field in question, but 
with an intellectual equipment grossly inadequate to that task. In the latter 
case, the further consequence is that the intellectual level of the so-called 
“advanced” courses is of necessity diluted to a point which. permits mastery 
by students lacking the training in economic analysis which is necessary to 
thorough understanding. In such courses, to use Mr. Bronfenbrenner’s excel- 
lent phrase, “sketchiness of treatment, plus the absence of any standards of 
theoretical reasoning, serves to strengthen the student’s initial appraisal of 
economics as a branch of the forensic arts, in which any opinion is as good as 
any other, and in which acceptance is dependent on oratory and authority.” 

In the second place, making allowance for the undoubted virtue of a certain 
amount of repetition as a pedagogical principle, there would be needless dupli- 
cation of effort on the part of students electing a number of specialized courses, 
each of which would undertake to develop more or less adequately the neces- 
sary theoretical apparatus. 

The alternatives to Mr. Bronfenbrenner’s proposal are to retain the tradi- 
tional, largely institutional, principles course as a prerequisite or to replace it 
with a concentrated introductory course in economic theory which would in- 
clude ample treatment of both equilibrium analysis and business cycle and 
Keynesian theory. So far as the former alternative is concerned, the writer’s 
experience confirms Mr. Bronfenbrenner’s impression that the traditional 
principles course has little usefulness as a prerequisite. It produces results ` 
which are little better than those obtained where a brief and superficial treat- 
ment of economic theory is given in connection with each course. These con- 
siderations lead the writer to conclude that ap introductory course in theory 
prerequisite to specialized courses is the best alternative. 

Apart from extreme institutionalists who profess to reject theory as such, 
objections to a course of the latter sort emphasize principally the limitations 
of the existing theoretical apparatus, especially static theory, and the peda- 
gogical difficulties involved. The first point can be quickly dismissed. The 
limitations of existing theoretical apparatus are well understood and have 
been much discussed, but no one could seriously contend that the existence of 
such defects constitutes an argument for not using the available theoretical 
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apparatus for what it is worth. Such a principle would bar progress toward 
further understanding. Moreover, the limitations of existing theory appear 
somewhat less impressive when it is clearly understood that its function is to 
serve not as a description of reality, but as a tool of analysis. 

The last comment has an important bearing on the second, and main, type 
` of objection, namely, that an introductory course in theory is pedagogically 
impracticable. The writer suspects that much of the institutionalist reaction 
against theory is derived from a feeling of despair and frustration in the. 
effort to teach theory, especially in a traditional elementary course which 
purports to deal with both “principles and problems.” It would be superfluous 
to emphasize the very great difficulty of the pedagogical problems which must 
be faced in teaching theory, but in the writer’s view there is no occasion for a. 
defeatist attitude toward these problems, In this connection he ventures to 
_ state two or three simple, not at all original or profound; conclusions based 
upon his efforts over a considerable period of time to teach an introductory 
course in economic theory to sophomores. 

First, the scope, method and objective of the course must be clearly de- 
fined and constantly kept before both instructor and students, and the scope 
of the course must be carefully measured, experimentally, against the avail- 
able time. Failure to recognize these points has doubtless been a common ` 
weakness of the elementary course in economics. Second, ‘contrary to the 
opinion of some, the writer has found that with proper care in presentation, 
additional time devoted to economic theory, even by sophomores, yields in- 
creasing returns within wider limits than might be supposed. His experience 
leads him to the conclusion that the case for an introductory course devoted 
throughout to theory, when properly oriented and presented, is as strong on 
pedagogical grounds ason the substantive grounds outlined above. Finally, 
and most important, the writer has found that what has been of the greatest 
assistance in teaching theory is for both instructor and students to ponder, 
thoroughly understand, and never lose sight of the words of Keynes previously 
quoted. Constant reiteration of the implications and applications of this state- 
ment helps the student to grasp the nature and usefulness as well as the limita- 
tions of theory, and to that extent counteracts the basic pedagogical difficulty 
faced in a course of this type, namely, what appears to the student to be a lack 
of purpose and an absence of contact with reality. Moreover, the statement in 
question is as important to remember in connection with the treatment of 
business cycle and Keynesian doctrine as with equilibrium analysis, a fact 
which Keynesian enthusiasts are apt to overlook. The writer wishes especially 
to emphasize, of course, that the foregoing comments are not presented as a 
solution or panacea to all the pedagogical problems of a theory course; all 
that he claims is that his experience indicates that they cannot be ignored in 
any consideration of pedagogical problems in this field. 

It has been the writer’s lot for some years to direct an introductory course 
in theory which includes ample attention to both static and dynamic analysis, 
along the general lines suggested by Mr. Bronfenbrenner. He can offer no 
objective, statistical evidence concerning the success of the venture, but it is 
his considered judgment that, on the average, students who master this course . - 
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show a definite and substantial improvement in ability to grasp and analyze 
material in those specialized ‘advanced courses which attempt to be more than 
what Mr, Bronfenbrenner would call economic forensics, as compared with 
students who have had the traditional principles prerequisite or no prerequisite 
at all. Mention should be made in passing of the limitations of existing texts . 
and the necessity of piecing together assignments from a number of sources 
which frequently are not intended for use in a course of this type. As better 


text and reading materials become available, the pedagogical problems of .., 


such a course will be materially lessened and student performance improved. 

The writer freely admits that student mortality in the course in question is 
slightly higher on the average than he has experienced in. the traditional 
principles course. He does not feel, however, that this fact calls for any spe- 
cial apology. The mastery of economic theory requires capacity for abstract 
thinking and ability to develop logical thought processes, and these are quali- 
ties which many individuals possess only in small measure. A fact which has 
been frequently overlooked, especially outside academic circles, is that eco- 
nomics is no longer a subject which any intelligent layman can master with- 
out special and rather rigorous preparation. The necessity for mastering an 
increasingly elaborate technical apparatus as a precondition of the study of 
economics is a mark of its approach to greater maturity as a scientific disci- 
pline. The older natural sciences have long required a technical apparatus for 
their understanding which is not accessible to the intelligent layman without 
special study and preparation. Perhaps the common conception of the ele- 
mentary course in economics and also common notions of what constitutes 
“normal” student mortality therein have not caught up with the implications 
of the greater maturity of. economic science. 

i RoBErT W. HARBESON 
Rutgers University 


The Derivation of the Marshallian Curve from the 
Paretian Indifference Curves 


In the September, 1941, issue of this Review (pp. 569-70), Mr. Arthur 
Kemp criticizes Professor Whittaker fòr applying the term “indifference 
curve” to the curve used by Alfred Marshall in his Pure Theory of Foreign 
Trade. The two curves, contends Mr. Kemp, “differ both in mechanics and in 
underlying assumptions.” The Marshallian curve is based upon a utilitarian 
„philosophy which assumes that total utility can be measured quantitatively. 
The Paretian curve is not based on any such “assumption. Hence Mr. Kemp 
suggests that, to avoid the confusion resulting from the fact that both types 
of curves are used in the formulation of the theory of international values, 
a special name be given the Marshallian curve. 

In his rejoinder to Mr. Kemp’s criticism Professor ‘Whittaker, in the 
December number of the Review (pp. 835-36), admits the validity of 
Mr. Kemp’s contention that the Marshallian curve is not identical with the 
“indifference cyrve” as used by the members of the Paretian School. But 
Professor Whittaker refuses to admit that there is any such Seniai differ- 
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ence between the Marshallian and the Paretian curves as Mr. Kemp pro- 
fesses to find in their assumptions regarding thé measurability of utility. 

The writer is in complete agreement with the rejoinder of Professor Whit-: 
taker—as far as it goes. The purpose of this article is to demonstrate ‘how 


the Marshallian curve is related to the Paretian indifference curve. But ` 


first we might note for the satisfaction of Mr. Kemp that a different name 

has actually been given to the Marshallian curve. Some English economists, 

at least, designate this curve as the Marshallian “demand and supply” curve, 
or, more simply, the Marshallian “offer” curve. We shall call it by the latter . 
; name in this article. ` i 
The Marshallian offer curve, `’ 
though not identical with the Pare- 
tian indifference curve, can actually 
be derived from it, as an examina- 
tion of the accompanying diagrams 
will demonstrate. On the’ indifference 
map of Figure 1, quantities of cloth 
and linen are measured:on the X and 
Y axes, respectively. Each indiffer- 
ence curve is a succession of points 
which represent combinations of 
various quantities of cloth and of 
linen to the possession of which the 
individual in question is indifferent, 
since they all express equal total 
utility. But though all points on any 
single indifference curve represent 





- combinations of equal total utility or significance, any two points on different - l 


indifference curves will represent combinations of unequal significance. The 
farther the indifference curve from the point of origin O, the greater will be 
the total utility of any combination of goods represented by any point lying 
on the curve; and vice versa. Hence, on the assumption that total utility 
is measurable, the plotting on the Z axis (perpendicular to the XY plane) 
of total utilities corresponding to all combinations of goods on the indif- 
ference map would result in a three-dimensional figure which would slope 
_ continuously upward as indifference curves were encountered successively 
farther and farther from the point of origin. But since the Paretian indiffer- 
ence map is constructed on the assumption not of the measurability, but of 
the immeasurability of total utility, the indifference curves represent contour 
lines not of cardinal, but of ordinal, not of absolute, but of relative sig- 
nificance. Other characteristics of the indifference curves are: (1) they must _ 
slope downward to the right; (2) they must be convex to the point of origin 
(thus expressing an increasing rate of marginal substitution); (3) the slope 
of a tangent drawn at any point on an indifference curve will represent the . 
relative marginal significance of one commodity in. terms of the other, i.e., 
the angles formedeby the tangent and by the X and Y axes will express 
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the relative marginal utilities of the two commodities X and Y, respectively. 
_ This is the subjective side of the theory of exchange as formulated by the 
_ indifference curve analysis. The objective factor is, of course, the’ market- 
_ price which is assumed to be given. This is expressed by a series of parallel’ 
lines connecting quantities of cloth and of linen on the X and Y axes in the 
same proportion as the market ratio, e.g., in the diagram at the ratio of 1:1. 
While the indifference curves express the rates at which an individual would 
be- willing to exchange one commodity for another at different points on the 
indifference map, the price lines express the rate at which he can exchange 
one for. the other. Hence, starting at any point on an indifference map, the 
‘individual will move to the right or to the left (exchanging units of linen for - 
‘cloth, or vice versa, at the market rate of exchange), until he reaches a point 
where the market line is tangential to an indifference curve. Since this is the 
highest indifference curve that can be attained, the combination of quantities 
of linen and cloth represented by this point will yield the highest satisfaction 
or total utility that can be achieved under these conditions. Hence, point E 
in Figure 1 represents the condition of equilibrium of an individual who starts 
exchange in the possession of any of the combinations of quantities of linen 
and cloth found on the price line CL. And so for all other possible price lines. 

What is the relationship between these indifference curves and the Mar- 
. shallian offer curve? It should first be noted that there are two types of offer 
curves (as there are two types of unit demand curves in the marginal utility 
analysis); viz., the individual offer curve and the collective offer curve. 
- Let us begin with the individual offer curve, which can be used as a con- 
venient analytical tool to express the conditions of equilibrium in the case 
of isolated exchange of two goods between two single individuals. This curve, 
. as represented in Figure 2, is derived directly from the indifference curve 
` map of Figure 1. The subjective factors in both cases are the same. The . 
difference is on the objective side. For, while in Figure 1 we superimpose 
upon the indifference map a series of price lines constructed parallel to each 
other, on the assumption that the exchange ratio or market price is constant, 
in Figure 2 we assume not constancy but variation in price ratios. 

These vatiations in the price of cloth in terms of linen are expressed by 
allowing the price line to rotate clockwise about C in such a manner. that 
it cuts the Y axis at points Lt, Lê, L?, L4, L*, etc. This means that successively 
increasing amounts of linen can be obtained in exchange for OC of cloth, or 
that the price of cloth is falling in terms of linen. Now, by superimposing 
these alternating price lines upon the indiffesence map of Figure 1, we can 
establish the individual’s positions of equilibrium corresponding to these 
different exchange ratios, i.e., the points at which these different price lines 
are tangential to an indifference curve. These points indicate the amounts 
of cloth an individual, having OC of cloth, would exchange for linen at the 
various prices of linen in terms of cloth, and, conversely, the quantities ‘of 
linen demanded at these various prices. For example, moving along the 
price line CL, he would exchange CA of-cloth for AL of linen. Hence, CA 
represents the ‘supply of cloth which constitutes the demand for AL of linen 


128 THE AMERICAN ECONOMIC REVIEW [MARCH 


at the price of cloth in terms of linen OL?/OC (or AL/AC) which is tan 
angle LICO. And so for all other prices. Connecting all these points of 
equilibrium and rotating the figure clockwise through 90 degrees, we have 
the individual offer, or demand-and-supply, curve OC of Figure 3, which is 


curve CC’ of Figure 2. This curve is but a series of equilibrium points on an - 


indifference map, showing the quantities of cloth an individual will supply 
and the quantities of linen he will demand over a definite range of prices 
of cloth in terms of linen. The price of cloth in terms of linen at any point 
on the curve OC can be found by drawing a straight line from O through 
that point. Thus at point E the unit price of cloth in terms of linen is AE/AO 


Y 


0 B Linen 
Fic. 3 





or tan angle AOE; and the unit price of linen in terms of cloth is AO/AE 
or tan angle AEO (or EOB). Hence as the line OD rotates clockwise, the 
price of cloth in terms of linen becomes more and more favorable to the 
supplier of cloth; and vice versa. Now let us assume that the dotted line OL 
represents the offer curve of another individual with linen which he is 
willing to exchange for cloth. Superimposing this curve upon the curve-OC, 
we find that they intersect at P. This point corresponds to what Marshall 
calls the “true position of equilibrium” in the case of barter between two 
individuals in isolated exchange. And the price expressed by a straight line 
drawn from O through P woyld be the “true equilibrium price,” i.e., the 
price which, if mutually agreed upon in the beginning, would equalize the 
quantities of both goods demanded and supplied by both individuals, and 
hence would terminate exchange without any further bargaining or alteration 
of price, 

The collective offer or demand-and-supply curve, as used by Marshall in 
his Pure Theory of Foreign Trade and in Appendix J of his Money, Credit — 


* Cf. Principles of Economics, Appendix F, “Barter.” It likewise corresponds to point n§ 
on the Edgeworth Contract Curve. Cf. Mathematical Psychics, L.S.E. reprint, p. 28, 
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and Commerce, is simply a summation of individual offer curves, just as a 
total unit demand curve is 4 sum of individual demand curves or relative 
marginal utility curves. Though one cannot add together the indifference 
curves of different individuals in a trading group, it is possible to total 
their offer curves which represent points of equilibrium or contact between 
price lines and indifference curves, f.e., quantities that will be demanded and 
supplied at different prices. Hence the collective offer curve for the trading 
group with cloth represents the quantities of cloth that will be offered or 
supplied and the quantities of linen that will be demanded by the entire 
group at various prices of cloth in terms of linen. The properties of these 
collective offer curves, as described by Marshall in his Pure Theory of Foreign 
Trade, follow logically from the nature of the relationship between the _ 
individual offer curve and the indifference curves as shown above. Finally, 
it is evident from the very nature of the offer curve that individual unit © 
demand and unit supply curves can be constructed directly from individual 
offer curves; and total unit demand and unit supply curves from collective 
offer curves. All the necessary data are there regarding the relationship 
between unit prices and quantities demanded and supplied. 

This exposition, the writer believes, should substantiate the restatement 
of Professor Whittaker’s views on these tools of economic analysis, viz., that 
since the Marshallian curve is closely connected with the Paretian sndifferencé 
curves, the assumption of measurability of utility is as unnecessary for the 
former as for the latter. In undertaking to show the nature of this relationship, 
the writer lays no claim to an original discovery. It was pointed out to him 
several years ago by Professor Lionel Robbins of the London School of 
Economics. But, as far as the writer knows, it has not yet been elaborated 
in the literature of economic science. 

Tuomas F. DIVINE 

Marquette University 


_ Application of the Vnaiffencace Curves Analysis to > 
Rising Demand Curves* 


A demand curve may rise with rising prices (1) because of the income 
effect or (2) because the character of the commodity changes with a change 
of its price. This note intends to show how the indifference curve mechanism 
may be applied to the second case. 

The usual indifference curve mechanism cannot be applied. The commodity 
is the same only at one price, whereas indifference curves show amounts of 
the same commodity at different prices. There do not exist any indifference 
curves in the usual sense but only tangent points of the price lines with 
hypothetical indifference curves..We may connect all these points for a given 
price and for different incomes. Curve I, (Figure B) shows the amount of 
the commodity that will be purchased at the price p = 1 at any income I, 


1 Journal Paper No. J-950 of the Iowa Agric. Exp. Sta., Ames, Iowa, Project 710. Iam 
indebted to Prof Hotelling for his criticism. n 
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I, shows the same for the price p = 2, and so on.? The curve I, need not become 
steeper or higher as p increases, but can also bécome less steep and lower, as 
shown by I, and I,. Otherwise the demand curve would not be rising. 
l If a person’s income is OM and the 
price is p = 1 he can move along the 
price line p,. He will move to P, be- 
cause the curve I, shows which 
quantity he buys at the price p = 1. 
The same procedure can be made for 
other prices. Connecting the points P, 
we obtain curve B which shows the 
quantities bought with a given in- 
come at various prices. The slopes of 
the price lines p, at the intersection 
points P, show the price, and the 
abscissa of the points P, show the 
quantities bought at the various prices 
with the income OM, so that the de- 
mand curve may easily be constructed 
(Figure A). 
- In order to see at what price the 
consumer is best off we need indiffer- 
ence curves between the prices and 
the quantities of the commodity 
(Figure A), They show what quanti- 
ties of the commodity at various 
prices make the person equally well 
- off. If the satisfaction derived from 
one unit of the commodity increases with its price, the indifference curves 
will fall from the left to the right, but may be convex or concave from above 
or straight lines. 
, Into this diagram we may transfer the demand curve (see Figure A). The 
tangent point of the demand curve with the highest indifference curve shows 
. the price of the commodity which at a given income makes the individual 
best off. For each other income another demand curve can be drawn and 
another optimum price may be obtained. 

The optimum point T cannot lie on the part of the demand curve which 
is rising from the left to the right: the demand curve can rise only because 
the satisfaction from the commodity increases with increasing price. The 
indifference curves must be falling and cannot be tangent to the demand 
curve in this part. The optimum point for the consumer, therefore, can be 
only on the falling part of the demand curve. 

If the commodity does not change with its price, the indifference curves in 
Figure A are vertical and the optimum point is at the price zero. 

ADOLF KOZLIK 

Iowa State College e 

* The curves In Is... need not be straight lines. 
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User Cost and Prime User Cost 


‘The prime cost of any item of economic activity (or act of production) is a 
concept which arises only in connection with the question whether the activity 
is to be undertaken or not. It consists of those costs (or increments of cost) 
that are incurred if the activity is undertaken but are not incurred if the - 
activity is not undertaken. Prime costs are “extra” costs. They can be divided 
into (1) extra outlay on the services of factors of production, (2) extra outlay 
on things bought from other entrepreneurs (these two include ef forms of 
extra outlay since things other than the services of factors of production are 
by definition sold only by entrepreneurs), and (3) extra diminution in the 
value (or in the increment of value) of the entrepreneur’s assets. Following 
Keynes’s notation? F is outlay on services of factors of production, A, is the 
outlay on things bought from other entrepreneurs, and G is the value of the 
entrepreneur’s assets after producing (and selling) the extra output of the 
act of production considered; and F’, A,’ and G’ are the corresponding values 
of the outlays and of the assets if it is decided mot to undertake the item of 
economic activity considered. The prime cost is then equal to (F — F’), the 
extra outlay on the services of factors, plus (A,—-A,’), the extra outlay on 
things bought from other entrepreneurs, minus (G — G’), [or plus (G’ —G)], 
the extra diminution in the value (or in the increment of value) of the entre- 
preneur’s assets. 

Prime cost is then F — P+A, =p | 1’ + G’ —G. It can be divided into 
prime (or extra) factor cost (F — F’) and prime (or extra) user cost 
(A, — A’, + G’—G). Prime user cost may further be divided into the two 
parts (4, — A,’) and (G’— G). These would correspond roughly to prime - 
materials cost and prime depreciation. The latter seems to correspond most 
nearly to the concept “extra wear and tear” although it really includes only 
such “extra wear and tear” as is not replaced. It is, however, best to include ` 
both of these items in the concept of prime user cost, because whether the 
using up of any particular thing will fall into the first or second of these sub- 
divisions will depend upon a relatively accidental element in the set-up-—the 
degree of integration. It will depend upon whether the thing used up came 
out of the stock of the entrepreneur or whether it came out of the stock of 
some other entrepreneur from whom he bought it. In a completely integrated 
economy A, and A’, would disappear altogether. 

Keynes splits up prime cost in a different way. He divides it into factor 
cost (F) and user cost (—F’ + A, — A’, + G’—G), but obscures his pro- 
cedure by lumping A’, and F’ together as B” so-that the relation of its two 
elements to A, and F is not so easily perceived.? One gets the impression from 
reading his book that Keynes’s original idea of user cost must have been what 
I have called prime user cost (#.e., without the item —F’), Nearly everybody 
- comes away from the book after a first reading with the impression that user 


1 The General Theory of Employment, Interest and Money, pp. 52 ff. 

*“Tet us suppose that [if the entrepreneur had decided not to produce the output] 
he would have spent B’ on its maintenance and improvement.” For U (user oe) Mr. 
Keynes employs the expression (G’ — B’) — (G — A); op. cit, B. 53. 
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cost is that value of the extra wear and tear (including the using up of mate- 
rials) that I have called prime user cost, although Keynes’s analysis is con- 
sistently in line with the other division. $ 

Keynes gives the impression that the concept of user cost is necessary for 
the definition of prime cost which in turn is necessary for the definition of 
Income which is the object of the chapter in which user cost is introduced. I 
have shown that prime cost can be defined without bringing in the notion of 
either user cost or prime user cost so that all the difficulties that readers have 
had over user cost have been quite unnecessary (though sometimes perhaps 
welcome) obstacles to the acceptance of the general argument of the General 
Theory of Employment. Its appearance in the book is unfortunate not only 
for the propagation of the general theory of employment, but also for the 
concept of user cost itself. For I believe that the rather odd inclusion of —F’ 
in user cost, which puzzles readers so much that they generally fail to see it 
there, is a result of the context in which the notion was introduced. 

In putting —-F’ in the second rather than in the first part of the two ele- 
ments which make up prime cost, Keynes gives as a reason the difficulty of 
deciding whether an item of the services of a factor of production is being 
applied to produce current output or whether it is being used to maintain or 
increase equipment or stocks; so that the Gordian knot is cut by supposing 
that all services of factors of production are utilized on current production, 
and F or factor cost is the first element of prime cost. This argument is not 
convincing. The element —-F’ must be ascertained in any case in order to be 
included in user cost. This necessity is obscured but not avoided by lumping 
—F’ and A’, in B. There is then no special difficulty in defining F’ and, even 
if there were, it could not be used as a reason for making Keynes’s odd division. 

The real reason may perhaps lie in the pleasing result, yielded by Keynes’s 
definition, that in an integrated economy investment minus user cost is equal 
to zero. User cost is negative investment for it means using up equipment as 
contrasted with building it up. This looks neater than the corresponding rela- 
tionship on the definition of prime user cost that I am putting forward. The 
latter would under these conditions make investment equal to F’ minus prime 
user cost. Even for this purpose it seems to be more illuminating to say that 
investment is equal to the factors or original resources applied to maintaining 
and increasing stocks and equipment minus the using up of stocks and the 
wear and tear of equipment. This is perhaps a matter of taste, but it seems 
clear that the idea of extra wear and tear that is suggested by prime user cost 
is an easier notion for people to grasp and is capable of being used at least as 
effectively as Keynes’s user cost. 

ABBA P. LERNER 

The New School for Social Research 
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Economic Principles and Modern Practice. By HENRY R. Mussry and ELIZA- 
BETH Donnan. (Boston: Ginn. 1942. Pp. viii, 840. $4.00.) 


This book will surely prove a very welcome addition to the large number 
- of textbooks on economics already available. It represents a striking advance 
over most of these books in organization, presentation, and content. The book, 
of course, may prove to be out of date by the end of the war, at which time 
its wider use would otherwise be likely. We can scarcely tell at this time what 
kind of economy the post-war textbook will have to describe. 

The writer of an economics textbook faces many: difficulties. Some of these 
problems confront the writer of a textbook in any field; others of them seem 
to be peculiarly applicable to our own. For one thing, it is hard to know what 
level of analysis to choose in preparing an introductory text. Should the pres- 
entation be abstract and designed to serve as a foundation for more rigorous 
work at some later date, reserving for that time all attempts to apply the 
economic theory? Or, instead, should the presentation be simple and related 
whenever possible to institutions in our own economy and to the problems that 
at present confront us? If the typical student intends to do further work in 
economics, perhaps a book at a highly abstract, theoretical level would be 
the ideal, perhaps not. On the other hand, if most students will go no further 
in economics than through the elementary course, such an abstract treatment 
would never prepare them to use economic principles in the analysis of issues 
which will later confront them as citizens, And generally there is a sufficiently 
large number of students in this country who do not carry their study of the 
subject beyond the introductory level to suggest the desirability of the latter 
procedure, : 

The second problem that the writer must face is that of presenting and 
integrating into the rest of the book the more recent developments in the sub- 
ject, developments which in our field seem to ‘be surrounded by an atmosphere 
highly charged with controversy and dissension. Should the student. be kept 
innocent of all such developments? Furthermore, how can they be well in- 
tegrated with the rest of the analysis at a textbook level, especially when even 
at the more advanced levels that integration does not obtain? 

The final difficulty is almost an institutional one, if writing economics text- 
books can be described as an institution. The organization of such books has 
become traditional or, perhaps more accurately, ossified. The student learns 
first What Economics Is, then by easy steps he proceed’ to the examination 


` 
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of such problems as “Are opera singers productiye?” “Is a thief productive?” 
leading finally to an examination of the eighteen different kinds of socialism 
with brief paragraph comparisons between each such economy and capitalism. 
After the theory of value, the student is given, in the traditional writing, the 
theory of distribution. Following this, there is a small or large number of 

_ chapters on such diverse subjects as the business cycle, social security, railway 
regulation, taxation, tariffs, etc. There is no doubt but that such an organiza- 
tion is unsatisfactory, but there is also no doubt that it is traditional and that 
it enforces its pattern on the majority of even the most recently issued text- 
books, 

The authors of this book, in my opinion, have dealt at least adequately with 
all of these difficulties. They have evidently written their book with some 
attention, at any rate, to the student who is not going to specialize in economics. 
The importance of giving such a student a good theoretic background, al- 
though not an elegant one, is appreciated, but at the same time the advan- 
tages of relating economic principles to our own economy are kept in mind. 
The treatment is not wholly abstract; the more important principles are set 
forth exactly and accurately, but their applicability to the American economy 
is clearly demonstrated. 

On the second score the book is perhaps less successful. This is not due to 
the fact that important recent developments in economics are ignored but 
rather that efforts to integrate these developments with the main body of - 
economics have not proved altogether successful. For this the authors can 
hardly be held responsible, since this integration has by no means always been 
achieved even at advanced levels. The theory of distribution still rides along in 
its classical buggy in spite of the fact that value theory is at least traveling in 
a Model T Ford and the theory of employment is practically airborne. 

The authors have not allowed themselves to be unduly influenced by the 
arrangement of material that has become sanctified by tradition. The organiza- 
tion of the book is much more purposeful than that, and consequently much 
superior. 

In the first section of the book, the authors present a bird’s-eye view of 
the economy. Important features of the economy are selected for description 
and the account is both valuable and interesting. In the second section, the 
forms of economic organization within the economy are examined. Business 

_ firms, both large and small, are treated at some length, with enough attention 
being paid to their accounting records to indicate the nature and function of 
each type. The authors successfully relate this analysis to their general purpose 
—that of describing how our economy operates. In the third section, which they 
have catled “Value and Price,” they are essentially concerned with the opera- 
tions of the individual firm: the nature of the demand for its product and 
how, given the nature of its cost, the firm decides upon the amount to produce _ 
and the price to charge. Perhaps i in this section greater attention could profita- 


bly have been given to the effects of changes in demand and changes in costs _ . 


upon output and prices, and a more extended analysis of the nature of cost 
changes would have,been welcome. The treatment of the oligopoly problem 
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and inflexible price, to which oligopolist conditions often give rise, is ad- 
mirable. Furthermore, in this section: the authors show good judgment in the 
amount of highly abstract material they introduce. With the exception of 
their treatment of demand and its relationship to marginal utility—a subject 
which the reviewer believes worthless—they present only those tools of analysis 
which can be used in explaining basic processes of our economy. 

The section on monetary and banking mechanisms follows. Considered in 
isolation, the material in this section is treated satisfactorily. However, it 
suffers by reason of a lack of integration with the analysis presented in the 
rest of the book. Apart from describing kow banks operate, and doing this 
with great clarity, the analysis is pointed to answering the problem of the 
determination of the value of money or the general price level. The dichotomy 
which appears in most other texts in the treatment of value theory and 
monetary theory appears also in this presentation. The explanation of changes 
in the general price level appears to have nothing in common with the analysis 
of changes in the price of a single commodity. To bring these two theories to- 
gether does not require the scrapping of the authors’ monetary theory but 
‘only its extension. One is also inclined to question their concern with the 
general price level. Just why should this concept be the center of interest? 
Usually the answer is phrased in such terms as that it helps to explain business 
cycles or that the concept is required in the explanation of changes in the 
distribution of real income. If either explanation is true, one should expect 
to find a closer connection between monetary mechanism and business cycles on 
the one hand or, on the other, monetary mechanism and distribution theory. But 
in this section of the book, the analysis stops short of either of these problems; 
we are left with something that purports to be the answer to what determines 
general price, but we are given no explanation of why we should be interested 
in the problem. 

A section on the distribution and consumption of income follows. The 
treatment of wages, rents and interest is conventional in nature; that of profits 
is much more interesting. A considerable amount of valuable statistical ma- 
terial is presented in this section and due attention is paid to the rôle of labor 
organization and recent government measures designed to affect the distribu- 
tion of income. The last chapter in this section is concerned with unemploy- 
ment and business fluctuations. Surely the theory of employment or of aggre- 
gate output demands a place, even in an introductory textbook, a good deal 
more important than that assigned to it here. The determination of employ- 
ment or the output of the whole economy is important enough to warrant ex- 
tended treatment, and, furthermore, it is not more difficult than value theory. 
But it can no more be treated adequately in one single chapter than can the 
whole problem of price in a single firm be so treated. 

The book ends with. an examination of the réle of government in the . 
economy. Government regulation of railroads, trusts and public utilities is 
discussed, and the agricultural problem and measures taken by the govern- 
ment to deal with it are also presented. 

No consideration at all is given to the N of an economy at war. In 
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one sense this is unfortunate, because an examination of the problems of 
` wartime economy throws a good deal of light upon the normal functioning 
of the economy, 

The book is clearly written, the style is pleasing and very readable. The 
book will be well liked by students and just as well liked by teachers. It is a 
most welcome publication, one for which we have been waiting for a long 
time. Despite failings that are mentioned above, it will prove, in my opinion, 
a most useful and valuable textbook. ‘ 

: Lor TARSHIS 
Washington, D.C. 


Economic Principles in Practice. By Bruce WINTON KNIGHT. Rev. ed. (New 
York: Farrar and Rinehart. 1942. Pp. xiv, 659. $3.50.) 


Viewed as a “war edition,” this revision has serious shortcomings. The 
text is one of the few which included any systematic treatment of wartime 
problems in its original peacetime version. It originally contained one “war 
economics” chapter, and now contains two. One of these is reprinted almost 
verbatim, and both deal almost exclusively with 1914-18 experience. Refer- 
ences to 1939-42 are minimized. In the remaining chapters, references to 
wartime problems are of the hurried afterthought variety. For example, the 
problems of war man power are omitted from the chapters on labor and 
wages. The chapter on public finance makes no modification of its endorse- 
ment of progressive taxation to allow for inflation control. The space de- 
voted to direct economic warfare is actually reduced somewhat in the revi- 
sion, The war economics of blocking and exchange controls is barely men- 
tioned, and the use of foreign investments as instruments of extortion and 
‘ espionage is omitted altogether. Among the strictures against monopoly, 
the wartime consequences of international cartelization are conspicuous by 
their absence. The international raw materials problem is discussed in 
blissful disregard of the possibility that “have not” nations may desire 
these materials for any purposes other than the legitimate demands of peace- 
time commerce. Even in the chapters specificially devoted to wartime prob- 
lems, such basic issues as priorities versus allocations, general versus specific 
rationing, quantity versus value rationing are ignored. 

To Professor Knight, war economics is simply an inferior sort of ersatz 
economics to which we must turn as late and as seldom as possible. The 
fact of the matter is that, behind the backs of the majority of academic 
economists, war economics has come to permeate inextricably the entire 
peacetime mechanism. Furthermore, it may be expected reasonably to con- 
tinue to do so, for each of the present conflicting coalitions contains leading 
members sufficiently mistrustful of each other to continue the waging of eco- 
nomic warfare even in the event of a total victory for either side. To Professor 
Knight, war economics is a dose of unpleasant medicine. To the economy 
he is attempting to explain, it may have become part of the regular diet. 

Whatever may be its failings as a wartime revision, the hew edition of 
Professor Knight’s text has marked advantages over the old. There is a great- 
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deal of additional material—perhaps as much as 20 per cent, when the re- 
duced type size is considered, as well as the increase of 53 pages. This 
additional material consists very largely: of the theoretical backbone pre- 
viously presented in notochord form or omitted altogether. Whereas the 
earlier edition was primarily an institutional product for the country club and 
finishing school trade, the new one is well over the line and is a worthy 
competitor for the attention of institutions educational in fact as well as in 
name. The transition is not without its cost. At times, particularly in the 
earlier chapters, the theoretical insertions assume the indigestible and 
exogenous characteristics of cloves inserted at random in a baked ham. In 
the later chapters, particularly in those dealing with distribution, the the- 
oretical and institutional material is combined with remarkable effectiveness. 
Certain minor objections may be made to the theoretical presentation itself, 
of which the following are perhaps the most important: , 
In chapter IX, entitled “Goods for Goods,” various timeworn fallacies of 
a restrictionist character are disposed of deftly under the implicit assumption 
of full employment. Later in the same chapter when government pump prim- 
ing, which Professor Knight favors, is under discussion, this assumption is 
equally implicitly dropped. In chapter XV, entitled ““Monopolistic Competi- 
tion,” Professor Knight talks about oligopoly, to the exclusion of monopo- 
listic competition in the Chamberlin sense. The treatment of joint costs is 
limited to cases of invariable proportions, in which all costs are joint, and 
such problems as railroad rate determination are discussed as though sepa- 
rate costs were determinable for each type of freight and length of haul. 
In his exposition of the operations of supply and demand in the long run, 
Professor. Knight goes much further in concessions to “bulk line” reasoning 
than would most economists of the present generation. His section on tax 
incidence is somewhat hurried, and does not distinguish between short- and 
long-run effects; his treatment of the incidence of processing taxes commits 
positive error, in this reviewer’s opinion, by ignoring the obvious possibility 
of shifting them backward. In distribution theory, where most texts fall 
down badly, this one improves, but the treatment of distribution under im- 
perfect competition is literary only and the chapter on interest omits any - 
mention whatever of monetary factors. The business cycle theory presented 
is a capable, brief discussion more or less following W. C., Mitchell’s view, 
in which each stage gives rise automatically to the next. The possibility 
of stagnation with underemployment equilibrium as a possible resting place 
is suggested neither in the 1939 text nor im the 1942 revision. In the dis- 
cussion of foreign exchange, rates are made to depend upon bilateral trade 
balances within limits set by gold points or stabilization fund operations. 
Professor Knight has always been one of the refreshing minority of text 
writers willing to take positions on controversial issues, and in this revision 
the proportion of his conclusions with which this reviewer would cavil has been 
reduced substantially. The neoliberalism of the first edition was a little on the 
parlor-pink side, with the sins of the labor and agricultural pressure groups pre- 
sented pianissimo between the fortissimo chords devoted to the malefactors 
of great wealth. The new edition retains its iconoclasm, but damns all the 
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pressure groups indiscriminately, going so far as to deny by implication 
the proposition that a sufficiently low income cénfers the inalienable right 
to sabotage the economic system. On the other hand, the possible benefits 
of monetary and fiscal reforms are underemphasized somewhat. On the fiscal 
‘side particularly, attention is paid only to progressive taxes and regressive 
expenditures as means of reducing inequality. Professor Knight takes 
- a strong position in favor of discriminatory taxes on land rent (despite 
a degree of advancement over Ricardian rent theory almost unique in Ameri- 
can texts) and also favors capital levies for the retirement of public debts 
(despite the problems presented by the nonliquid character of the bulk 
of private capital). While Professor ‘Knight has toned down or- omitted 
certain of the numerous antimilitaristic observations of the first edition, 
enough remain to reaffirm his intellectual integrity. 

_ The organization of this edition is little changed. Professor Knight’s char- 
acteristic “‘onion-skin” pattern is retained. Thus, the basic factors governing 
the operation of the free competitive system—‘“the invisible hand” and di- 
minishing returns—come first. They are followed by a succession of second- 
ary institutions, until the final core of the enterprise economy, price deter- 
mination, is reached. Then the second half of the book works outward from 
this core, through the modifications resulting from monopoly, regulation, 
maldistribution, public finance, protectionism, to the final chapters on alterna- 
tive systems. In the last group, war economics is now included. This plan 
has an unique esthetic appeal, but it sometimes has unfortunate effects in 
separating chapters dealing with similar material. For example, the banking 
system is described in chapters VII and VIH, while its réle in price-level 
determination and cyclical oscillation does not appear until chapters KX 
and XXI. The principle of comparative cost is stated in chapter IX and 
applied in chapter XXX. Labor organization is discussed in chapter V, 
and its effect on distribution in chapter XXIV. The “war economics” chap- 
ters are XVII and XXXIV; and so on. 

Despite the greater theoretical rigor introduced in this revision, Professor 
Knight’s literary talents continue to shine almost undimmed. His text reads 
well; more important, it rereads well. Last and not least, the epigraphs at the 
head of each chapter are the most effective and most pointed such collection 
in economic literature, the works of D. H. Robertson alone excepted. 


M. BRONFENBRENNER 
Boulder, Colorado 


Economics, Principles and Problems. By James E. Morrat and others.~ 
Based on the original text by LioneL D. Epre. (New York: Crowell. 
1942. Pp. xiv, 1022. $4.00.) f 


This revision of Professor Edie’s text by economists at Indiana University 
is more than an ordinary revision. It could well be called a new book, although 
the authors modestly claim only changes and additions, including a new 
treatment of value and price, with special attention to oligopoly’ and monop- ' 
olistic competition; an even closer tie-up throughout of economic principles 
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and problems; greater emphasis on the rôle of government in economic affairs; 
greater emphasis on taxation, public expenditure, and public debt, and deficit 

- financing; new chapters dealing with risk, insurance, wartime economy, un- 
employment, and trends in international trade; less attention to formal his- 
tory of economic and cultural development in order to permit inclusion of 
certain of the above subjects; and considerable rearrangement of the contents 
and enlargement of the book. 

This summary of the changes seems generally fair. The book, a rather 
massive volume, with its more than a thousand pages, includes about 300 
pages devoted to value and distribution, with some of the recent develop- 
ments in theory, although the general approach is pretty largely traditional. 
There is also more philosophical discussion than most of the “new school” 
economists would consider appropriate. There is no algebra in the book, no 
calculus, and only a moderate amount of geometry..On many controversial 
questions the authors content themselves with the presentation of different 

- points of view, but generally avoid dogmatic conclusions.. In their general 
point of view there is neither radicalism nor conservatism, but a fairly ob- 
_ jective liberalism. 

In this book there is a great amount of illustrative material, tables and 
figures and graphs, and detailed discussion of many recent laws and economic 
developments. Some of this material the authors have used to illustrate eco- 
nomic principles, but some of it can scarcely be tied into economic theory 
successfully. It is mostly good stuff, significant and up to date—some of it 
from the Temporary National Economic Committee hearings and monographs; 
but of course the rate of obsolescence on statistical material is high, and there 
is a question as to how much of it students should be required to learn. Much 
of it will be out of date in a very few years; and yet perhaps economic theory 
does not stick very well when presented without it. It can hardly be said that 
the authors have given disproportionate share to such illustrative material, 
for many of the theoretical discussions are much more extended than are 
usually found in textbooks. 

The book is not as concise nor precise as some other leading texts—Garver 
and Hansen or Myers, for instance. What some writers explain in a compact ` 
paragraph, the authors of this book often elaborate at some length, perhaps 
in several different ways. On the theory of wages, for instance, there are two 
chapters; on interest there are, with statistical material, two chapters totaling 
more than sixty pages. Whether such extended discussion, perhaps of a num- 
ber of theories, and from different points of view, will prove more successful 
than brief and concise exposition of one theory’ is a question that most teachers 
of principles have pondered more or less. Doubtless many students who reel 
off memorized passages from concisely and perhaps italicized statements of 
principles do not understand clearly what they mean; but whether they will 
learn more by reading moré material which is less explicit is a difficult ques- 
tion. Doubtless they will not and do not learn much either way, for the course 
in principles still stands as one of our academic failures. It will be interesting 
_ to see what experience teachers have with this book. Jf the students can learn 

even half of what is in these 1022 pages they will know more than the re- 
viewer has ever been able to get across to them. 
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Altogether, the new “Edie” looks like a useful contribution to our list of 
textbooks. It will call for time, generally a full year’s course. The teacher 
should have a pretty wide knowledge of the subject, if he is to tie the material 
up in a consistent whole, for the book, like all collaboration texts, is rather 
loosely constructed. Since the “isms” are not considered at all, many teachers 
will doubtless want to use some extra material on socialism, communism, and 
fascism; but the heavy emphasis on government functions in this book should 
lay a good foundation for such study at the end of the course. 

JouN Ise 

University of Kansas 


Political Liberty; A History of the Conception in the Middle Ages and Mod- 
ern Times. By A. J. CARLYLE. (Oxford: Clarendon Press. 1941. Pp. 
viii, 220. $3.25.) 

Dr. Carlyle has distilled in this volume the essential tradition of the 


popular basis of authority, and of constitutional restraint upon executive `. 


power. Those who know the larger work on medieval political theory pro- . 
duced over many years by him and his brother will welcome this résumé of 
such a theme by one so learned. 
Several other authors, and some with comparable qualifications, have 
` undertaken very similar essays in the last year or two. When the times 
are out of joint, one of the minor compensations is the writing of good and 
short books by some great scholars who have found in lifelong researches _ 
some light on present issues. One of the aspects of his own work which 
Dr. Carlyle does not comment on is the fact that many of the works from 
which he quotes were, like this volume, the fruits of historical scholarship 
written as arguments in the midst of crisis. This one takes its place with 
Professor Mcllwain’s Constitutionalism, Ancient and Modern, and Consti- 
tutionalism in a Changing World, and with Guglielmo Ferrero’s recent book 
_ as reassertions for our time of the essential core of the everlasting argument 
against tyrants. 

It has the virtues that one might expect. Where Professor Mcllwain em- 
phasizes most the English constitutional development and the Roman ex- 
perience, Dr. Carlyle is at his best in his old hunting ground of the deep 
Middle Ages. In this sense his work supplements others, and has certain 
documentation which no one else could treat better. The treatment is excel- 
lent in the earlier parts, a litle mixed as it proceeds into more modern 
ground. 

Most of the book is taken up with a digest of texts, from the late Roman 
Lawyers, through the classic names of Hincmar of Rheims, Bracton, Hooker, 
Althusius, Hobbes, Locke, Seysell, and the others. Separate chapters are given 
to the maintenance of the arguments that the “king is under the law” and that 
all power originates with the people as found in each major country of Europe 
in the seventeenth century, with closing chapters on Burke, Paine and Rous- 
seau. e + 
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It is hard to write in such times as these without paying forfeits in certain 
faults. Dr. Carlyle appears to have been rather hurried in parts of the book. 
This may well be forgiven, but nevertheless need not be ignored out of cour- 
tesy. At one point he blames Hobbes for not realizing that a revolution could 
take place in the manner of 1688, though Hobbes did not see that great 
occurrence, and we know too well how hard it can be to imagine the events 
of history before we see them. At another place he maintains that Bodin . 
admitted that it was very hard to find a pure case of absolute monarchy, 
apparently forgetting the casual way in which Bodin rattled off a list of most 
of the kingdoms of Europe as examples. In the midst of his insistence on the 
normal character of the constitutional tradition he forgets the cyclical nature 
of tyranny which Plato insisted on and which Cobban recognized in his book 
on Dictatorship, And at one point he puts words into the mouth of Hooker, 
not all of which were actually said by Hooker (though Carlyle does this in 
parentheses where he quotes Bracton more fully than Hooker did). When. he 
reaches the period of the French Revolution his discussion is little more than 
sketchy, and takes no account whatever of the rôle of the Jacobin dictator: 
ship or of Bonapartism, 

Other faults in the argument are not so much those of the author as of a 
whole school of scholars whose liberal convictions made them unable to see 
the beam in their own eye while expostulating at the mote in the eye of an- 
other. In Dr. Carlyle’s present.work this comes out in the frequent use of the 
word “absurd” to describe the arguments of étatists. A generation which has 
read of the dictatorship of the proletariat, and of the Revolt of the Masses, 
and has been told in many different ways that dictatorship has come back to 
earth to repay our sins, is not inclined to dispose of dictatorship so cavalierly. 
While we agree with the ethical judgment in favor of constitutionalism entirely, 
we yet think that dictatorship is caused, not accidental, and cannot be exor- - 
cised by mere condemnation. 

These latter faults, however, are only such faults as may be found in any 
book which fails to be more than it pretends. The argument is inconclusive. 
But some of. the evidence presented here is presented nowhere else equally 
well, and some of it is essential to an understanding of the tradition of thought 
with which it deals, and to the understanding of the political realities with 
which we are doomed to wrestle. 

GEORGE S. PETTEE 

Washington, D.C. 


Economic History 


The Indiana Company, 1763-1798; A Study in Eighteenth Century Frontier 
Land Speculation and Business Venture, By GEORGE E. Lewis. (Glen- 
dale, Calif.: Clark. 1941.- Pp. 358. $6.00.) 


Though the Indiana Company failed. to acquire any part of the lands for 
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which it struggled throughout so many years, its history is important because 
it involved some of the outstanding figures of our Revolutionary Period and 
because it illustrates the close relation which existed even at that early date 
between economic and political affairs. Its record does not reflect much credit 
upon those who were engaged in its operations. In this respect it did not 
differ greatly from other land companies of that era, but because important 
personages were concerned there has been a tendency among historians to 
whitewash these phases of the American record. 

Dr. Lewis, however, is not a whitewasher. He has combed the records and 
presents a detailed but lucid account of the operations of the Indiana Com- 
pany. Although sectional as well as personal controversies are involved, he 
displays no bias but lets the unvarnished facts speak for themselves. His 
work is unusually accurate, yet in one important factual matter he has fallen 
in error. The famous Camden-Yorke opinion was used by several of the 
American land companies to prove that a valid title to lands could be ac- 
quired by purchase from the Indians, their pretensions being based upon no 
other foundation. Yet that opinion was handed down in regard to purchases 
from the native princes of India, not from the American Indians, and had no 
bearing whatever upon the situation on this side of the Atlantic, The author, 
believing as he does in the genuineness of this opinion, makes a rather better 
case for the Indiana Company than the facts warrant, but it is clear that he 
does not do this intentionally. 

Since Virginia was the great opponent of the Indiana and other land com- 
panies, and since such prominent men as Benjamin Franklin and Robert 
Morris were interested in these concerns, they have often been treated with 
an undue tenderness by American historians. Consequently it is a relief— 
and something of a surprise in view of his interpretation of the Camden-Yorke 
opinion—to find Dr. Lewis stating as his final conclusion that “It must be 
admitted that the characters involved were not motivated to any great ex- 
tent by any large imperial or national aims. Personal gain was the dominant 
motive. But then individualism and opportunism have always been outstand- 
ing characteristics of ‘the American scene.’ The historian objectively must 
take these two characteristics into account, even though he himself inwardly 
may be pleased that at least one of the schemes for personal aggrandizement 
at the expense of the general welfare met with failure.” 

. THOMAS PERKINS ABERNETHY 

The University of Virginia 


Economic History of the American People. By Ernest L. Bocart and Don- 
ALD L. Kemmerer. (New York: Longmans Green. 1942. Pp. x, 909. 
$3.50.) , Í 

This third edition of Professor Bogart’s Economic History of the American 

People retains practically intact the contents of the chapters covering the 

period to 1860. The latter part, constructed in collaboration with Donald L. 

Kemmerer, has been, thoroughly revised. The general outline of the volume 
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follows very closely the form of earlier editions, but in the latter part sub- 
topic heads have been adjusted to the newer themes of the context. As with 
former volumes the text is abundantly supplied with factual material pre- 
sented in an interesting and instructive manner. In this edition the authors 
have maintained the high standard of scholarship, and the skill in presenta- 
tion, which Professor Bogart bestowed upon his earlier volumes. In the new 
text, sections covering the period from the outbreak of the First World War 
to 1942 have been revamped, reinterpreted, and brought down to date. 

Apparently, the authors have introduced a new philosophy in their eco- 
nomic history, or have given a greater emphasis to an older one. In their 
Preface they take the position that economic history recognizes the existence 
of other interests and of other motives to conduct than the economic, but “‘it ` 
insists upon the importance of the. economic factors in conditioning the - 
progress of a people.” Is this statement a self-evident proposition, or do the 
authors intend to make the economic factors the “conditioning” forces in the 
development of cultures? In other words, are economic forces the main chan- ' 
nels and the others only feeders? The substance of this volume justifies the 
latter point of view, because relatively little attention is given to the social 
. and cultural aspects of history, even in questions of national policy. To this 
reviewer it would seem that the word “progress” is a disguised plural, because - 
change, development, advance, whatever you want to call it, flows in many 
streams, and in historical interpretation it is rarely possible to decide which 
is cause and which effect. 

This reviewer agrees with one of the author’s prefatory statements to the 
effect that one of the tasks of the economic historian is to “explain pertinent 
-economic principles and to make greater use of them in relation to our eco- 
nomic history. ” Throughout the volume the authors have applied this method. 
Thus, in emphasizing this pet of their history, they have given a unique 
feature to their volume. 

What one misses in this book is an appreciation of the real spirit, or if you 
like, the essence, or distillate, of our economic evolution, We know it in its 

- manifestations. But what is the life behind the outward and visible signs? Is 
it a vision, super-penetration, technique, or something else that gives char- 
_ acter to the movement? What is concealed in the history that makes it some- 
thing more than unchanging existence? Call it the “germ” of history if you 
like, but it is the moving force. Notably since 1900, an invisible pilot has been 
at the wheel, guiding industry through uncharted channels, into a great 
variety of alloy steels, into powder metallurgy, into the emergence of the 
petroleum industry from a mere thermal techfiique into a full-fledged chem- 
ical enterprise, into the blasting of atoms into something more elementary 
that the atom.was ever thought to be, into the combining, at the will of the 
chemist, of molecules into bunches and chains to produce raw materials which- 
do not exist in nature, and so on. What lies behind these advances? Possibly 
the answer is not in the realm of the economic historian. But these things are 
the essence of what we call economic progress. 
i ` ISAAC LIPPINCOTT 
Washington’ University - o 
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William Rolleston; A New Zealand Statesman. By WiLiam Downi STEW- 
ART. (London: Whitcombe and Tombs. 1940. Pp. xvi, 215.) 


The story of William Rolleston, as told by Mr. Stewart, who is himself a 
distinguished New Zealand: statesman and scholar, is that of a young English 
gentleman and Cambridge graduate, brought up among conservatives and’ 
ecclesiastics, who wished to escape from the trammels and conventions of his 
social circle to the freer life of a colony and dreamed of the possibility of 
building there a new and better social order. Soon after his arrival, in the 
year 1858, Rolleston went into sheep farming as a learner on a large station, 
but presently he acquired a station of his own, where he enjoyed the pleasures 
and endured the hardships of pioneer life until, in the year 1863, he entered 
upon his long and successful political career as education commissioner and 
provincial secretary for Canterbury. After that he became successively Under 
Secretary for Native Affairs, Superintendent of the Province of Canterbury, 
and member of Parliament for four constituencies. From 1879 to 1884 he 
held office as Minister of the Crown. 

Although always a consistent liberal, Rolleston early acquired a reputation 
in certain quarters as a dangerous radical because of his opposition to land 
monopoly, his standing up for the rights of the Maoris, and his insistence on 
free, secular, and compulsory education. In the year 1882, as Minister for 
Lands, he introduced a bill for a system of perpetual lease to apply to a 
third of the Crown lands. The rents were to be 5 per cent on the unimproved 
value with revaluation after thirty years and later revaluations after periods 
of twenty-one years. The bill was passed, but Rolleston’s intentions were 
frustrated by the insertion of a clause permitting purchase at prairie value, 
which was about £1 an acre. Thus gradually the perpetual leases were con- 
verted into freeholds. 

. By way of contrast to his moderate radicalism, Mr. Stewart calls attention 
to Rolleston’s bitter opposition to Vogel’s grandiose plan of 1870 for a vast 
expenditure of borrowed.money on immigration, railways, roads, and other 
means of promoting rapid settlement and development. Rolleston predicted 
dire disaster, which came after a nine years’ boom in the shape of a deep 
and prolonged depression. But by that time the population of New Zealand 
had doubled; useful public works had been built; and, even though the public 
debt had increased from £32 to £56 per capita, it was and still is a debatable 
question as to whether Vogel’s policy was not justified by a balance of gain 
over loss. At any rate, there are those who think that, when the present war is 
over, a similar program of expenditure may be the order of the day, even 
though it should greatly increase the present staggering debt. 

Mr. Stewart’s excellent monograph is an important contribution to the 
political and economic history of New Zealand and an interesting story of a 
one-time radical who, in the new surge of politico-economic thought and ac- 
tion, as represented by Ballance and Seddon, was “left stranded as a prisoner 
of the right.” 

J. E. LEROSSIGNOL 

The University gf Nebraska . 
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Economic Systems; National Economies 


The Economic Problem of India. By T. N. Ramaswamy. (Bombay: New 
Book Co. 1942. Pp. 308.) 


“Capitalism is in its dotage.” This opening statement of the final chapter 
of Mr. Ramaswamy’s book establishes the tenor of the volume. So also 
does the lament which runs throughout its pages that “we cannot build a 
stable economic system for India on competitive lines.” The author calls 
for “an economic system adequately sterilized against economic instabilities 
abroad” and for “the nationalization of the mechanism of economic adjust- 
ment.” This, he believes, would “give India an economic system which, 
though less eficient than that of the capitalistic type, is at least more 
stable.” To achieve this objective he offers a 3-point program: the “rescue” 
of India’s rural market from the instabilities of the international market for 
primary products; the substitution of codrdination for competition; and the 
- establishment of a proper adjustment between rural and urban economic func- 
tions. 

The implementation of the author’s program would, in his opinion, involve 
the creation in India of regional economic zones, “which must be self-sufficient 
as far as possible,” and the codrdination of these zones in a national scheme 
of barter. The reorganization of agriculture would necessitate the regimenta- 
tion of individual farmers into a codrdinated system of rural production which 
would be adjusted to a noncompetitive economic system. This, he believes, 
could best be accomplished by the establishment of regional corporations with 
collectivized landownership. These corporations would undertake “the re- 
sponsibility of liquidating rural production and managing the rural circle of 
exchange, under a codrdinated barter system.” 

The program for industry advanced “means the conversion of all instru- 
ments of production and exchange into public utilities, under a zonal eco- 
nomic system.” The task of regulating the volume of production, and of co- 
érdinating it with demand, he would leave in the hands of zonal economic 
councils, to be established in each economic zone of the country. For foreign 
trade, he envisages “a system of economic conservation under which India 
would be a valuable asset to a new imperial system consisting of corporate 
economic zones between which trade is to be settled by a mechanism of barter 
adjustments.” 

Mr. Ramaswamy speaks of the heavy rural indebtedness “born of the wn- 
economic equation between incompetent production and competitive ex- 
change.” In so doing, he recognizes two of the important problems affecting 
the agricultural community of India—the debt burden and low productivity. 
There are other problems which the author also recognizes. He stresses the 
fragmentation of landholdings and its effect upon the introduction of scien- 
tific methods of cultivation. He speaks of the great part of the cultivated 
soil which is, and must be, devoted to the growing of basic foodstuffs, and of 
the urgent need of expanding the already vast irrigation projects in India, He 

recognizes, tod, that the caste system and the joint family system have both 
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had their effect on Indian economic life, particularly in its agricultural aspects, 
but feels that their importance has frequently been overemphasized. 

Most of the difficulties of Indian agriculture, serious as they are, can, ac- 
cording to the author, be overcome; he states that the productivity of rice 
lands can be increased fourfold and of wheat lands, threefold. “Thus out of ` 
the existing land resources alone, we could release 120 to 130 million acres 
from food crops under a scheme of economic conservation.” By the intro- 
duction of scientific methods of cultivation, at least a part of this increase 
might be accomplished with decreasing rather than increasing costs. One 

wonders why this advance, which is so urgently needed in India, cannot be 
` accomplished under a competitive system, as well as under a collectivist one. 
Moreover, if it can be accomplished at all, cannot the lands thus released be 
used to produce both additional food for the unfed people and additional 
export crops which, with the increased efficiency in production, could com- 
pete more effectively in the markets of the world? Indeed, if it were possible 
to treble or quadruple the output of the soil, many of the problems of the 
Indian people who devote themselves to agriculture would disappear, and 
others, such as usury and the fragmentation of landholding, could be the 
subject of legislation in a capitalistic state quite as well as in any other. 

Mr. Ramaswamy expresses doubts that industrialization, effective enough 
to cause any substantial rural exodus, can occur in India because of the neces- 
sity of Indian industries to compete with foreign products either in their own 
market or abroad. Yet, to the casual observer, there would seem to be a great 
opportunity to increase the efficiency of the industrial workmen in India. If 
this were done, such industries could afford to pay wages very much higher 
than the prevailing ones. There are a few factories in India which now pay 
twice the ordinary wage rate, and in which individual workmen equal in out- 
put those in similar factories in industrial nations such as the United States. 
Where such conditions prevail, the industries either can afford to pay higher 
wages or, because of their low cost of labor, can easily compete in the inter- 
national market. Because of the discrepancy between the wage levels in the 
United States and India, it would appear that many industries, by improving 
their efficiency and that of their workmen, could pay increased wages and yet 
compete with comparable foreign concerns. Indeed, there are some who be- 
lieve that improvement in standards of living, which increased wages would ` 
make possible, would itself operate substantially to enhance the efficiency of 
Indian workmen. . 

It is trite to say that the development of efficient industries in India would 
operate to raise the standard of living of its people. The improved purchasing 
power and the demand for labor in the industrial centers would be advan- 
tageous to agriculture, and this in turn would be reflected in the advancement 
of the entire economy. It seems unwise to argue that improvement in the 
plight of the Indian people can be achieved by retarding economic develop- 
ment and by restricting international trade. History has given too many il- 
lustrations of the correctness of the contrary view. Efficient industrialization 
has invariably resulted in increased domestic and foreign trgde and, with 
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adequate safeguards for consumers and workmen, in the advancement of the 
standards of living of the people who directly or indirectly participated in it. 

Not only does Mr. Ramaswamy-feel that agriculture and industry cannot . 
be developed in India if it is to face international competition, but also that 
its natural resources, including its mineral wealth, are inadequate for the task. 
Yet India has the largest and richest iron deposits in the world; its manganese 
deposits are extensive, and its coal resources are adequate for many years to 
come. It is the world’s largest producer of mica, and it has substantial de- 
posits of chrome ore, bauxite, and titanium ore. It lacks adequate petroleum 
resources, but its potential hydro-electric power is vast, It does not have ade- 
quate reserves of tin, copper, lead, and zinc, but many countries have devel- 
oped their industries despite the absence of some or all of these metals within 
their national boundaries. Moreover, India has certain other assets; for ex- 
ample, it is the world’s only source of jute, the manufacture of which is now 
one of the country’s major industries. 

In no event should one lightly discount the industrial potentialities of India 
without taking into account the vast human resources at the disposal of the 
country. Indian laborers are versatile, and quickly adapt themselves to the 
repetitive processes of mass production. Given the possibility of adequate 
earnings, favorable working conditions, and security of employment, Indian 
workmen, in a short interval and in increasing numbers, could become efficient 
producers i in many industrial enterprises. 

Jt would appear that the author had failed to ae full ddera to the 
industrial and agricultural potentialities of his country. In his reiteration of 
the statement that India cannot compete in a capitalistic society, that it can- 
not improve the condition of its people or at least provide economic stability 
in a competitive world, there is a curious pessimism that is difficult to explain. 
The longing for stability and for improved standards of living are under- 
standable in any country. Should isolation be offered as the chief solution, 
however, it would seem unlikely that these objectives could be attained. If 
the author’s program offers less hope for the achievement of efficiency, as he 
admits it does, it would fail to answer one of India’s greatest current needs. 
There must be more, rather than less, efficiency in agricultural and industrial 
production, if the people of India are to be adequately fed and clothed. Trade 
does not expand under the barter system and yet increased agricultural and 
industrial production require more trade and actually operate to stimulate it. 
Indeed, trade is both an indication of and a necessary adjunct to any advance- 
ment in living standards. 

The book, unfortunately, is marred by numerous contradictions. It does 
serve, however, to direct attention to the many important economic problems 
of India. It also contains much pertinent statistical data, But the author’s © 
program for the solution of the economic problems of India appears to hold 
little promise of success. Instead, it would almost certainly raise new and 
graver ones. ` 


FRANK A. WARING 
Washington, D.C. 
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Modern Burma: A Survey of Political and Economic Development. By JOHN 
Lzroy CHRISTIAN. (Los Angeles: Univ. of California Press. 1942. Pp. ix, 
381. $3.00.) ` 

A general of. the United Nations retreated into India after the fall of Ran- 
goon and explained the loss of Burma thus: “Ten percent of the Burmese 
were pro-British, ten percent were pro-Japanese. The rest were just indif- 
ferent.” Mr. U Saw, the ex-Premier of Burma, after his unsuccessful mission 
-to London to secure dominion status for his country, told the press on being 
questioned on the Japanese menace that he would rather trust the devil he 
knew than trust the devil he didn’t. Any book on modern Burma must be 
judged on its ability to explain these two statements, which, incidentally, are 
true of the Burmese people. This book fails to examine the depth of Burmese 
hatred of British imperialists (and commercial Indian exploiters) and the 
deep and dynamic forces of Burmese nationalism. Yet it cannot be dismissed 
.on this score, for it was completed and even printed in Shanghai when Japan 
attacked Pearl Harbor. The author, however, has added an Epilogue dated 
_ January, 1942, to this American edition. 
| This work is composed of 16 chapters beginning with the geography and 
history of Burma and ending with a discussion of her foreign relations. Gen- - 
erally, all these chapters present a detailed and documented survey of the 
various aspects of the Burmese question, most often from the western point 
of view. The chapter on Burmese history is least satisfactory, for it gives one 
the impression that the British came to Burma to give freedom to the Bur- 
mese! The British occupation of Burma is not very much different from the 
British occupation of India, effected by first obtaining commercial conces- 
sions for purposes of trade and then conquering part by part by force of 
arms. The chapters dealing with agriculture, commerce, and industry and 
labor are full of interesting facts and figures and much that is unavailable 
elsewhere is presented here. The section dealing with the Burmese social life, - 
including its artistic and religious culture, provides some interesting reading. 
Mr. Christian’s eight years’ residence in Burma is reflected here in his keen 
. observations on the Burmese social life and the several useful comparisons he 
draws with conditions in India. 

There is an excellent chapter on the Burma Road—a problem road about 
which almost everybody talks but which few understand. The section dealing 
with Burmese nationalism, politics and government is a narrative of events 
beginning with the political separation of Burma from India in 1937 when 
the 1935 Government of Indig act came into force and ending with Burmese 
aspirations for political and economic freedom, Burma, which was formerly a 
province of India, was separated from the Government of India and became 
neither a Dominion nor a Crown Colony but a kind of partially autonomous 
political unit defying all classification. Here the author fails to explain why 
the Burmese, who gave unquestioned loyalty to the British in 1914-18, turned 
so topsy-turvy in 1942, to the extent of being apathetic, if not favorable, 
toward the Japanese aggressors. ; 

The last two chapters deal with Burma’s relations with foreign countries, 


+ 
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especially her two big and ities friendly signin India and China, as well 
as her two smaller but troublesome neighbors, Thailand and Japan. The book 
ends with the tragic round-the-world flight of the Burmese ex-Premier to secure 
freedom for his country from the western democracies, and his subsequent 
detention in the Middle East on the ground that he was in contact with the 
enemy. Mr. Christian does not give any blueprint of Burma’s place in a 
post-war, peaceful and reconstructed Asia. Will she have her political freedom 
at least, if not all the four freedoms? Mr. Christian does not say much as to why 
Burma was not given her freedom long ago. Burma has no Maharajas such as 
we know in India. Nor does she have a Moslem minority problem or even 
religious dissensions. Burma does not have the caste system and its corollary 
of outcastes of some millions of untouchables. Burma has no such vexing 
internal problems as India has, which the British so readily point out. The 
Burmese are affable, able and kindly people and yet they have been deprived 
of their freedom for a long time. Why? Judging at least from one British 
military spokesman, who said that “Burma will be reconquered” (italics mine), 
much misery seems to be in store for these Buddhist millions. Who can blame- 
the Burmese if such statements as these convince them that there is little to 
choose between the white and yellow imperialists? The author does not seek 
to answer these questions, for he seems to have considered them beyond the 
province of his study. 

Mr. Christian, however, has done a good job. He has made a detailed and 
- documented study of a little known country on the basis of official, if not 
authoritative, sources. (In subject countries official sources are not necessarily’ - 
authoritative or truthful.) This is not a popularly written book for public 
consumption. Much of it is in the academic vein meant for the serious student. 
Despite its several drawbacks, which are in the way of omission, Mr. Chris- 
tian’s book on modern Burma is the best one available in the English language 
within the knowledge of the reviewer, and he deserves the congratulations 
not only of the students of Oriental countries but also those on whose 
shoulders will fall the planning of the peace. The stability and security of this 
rich country, as big as Texas with a population of 16 millions, sandwiched 
between powerful and big neighbors, must be a major factor in reckoning pro- 
longed peace in a free Asia, 

S. CHANDRASEKHAR 
New York 


The Expropriation of Foreign-Owned Property in Mexico. By WENDELL C. 
Gorpon. Introduction by Samurt Guy Inman. (Washington: Am. Coun- 
cil on Public Affairs. 1941. Pp. viii, 201. Cloth, $3.25; paper, $2.50.) 

This book is a timely and discerning treatment of a knotty international 
problem, Going beyond its title, it provides as well an excellent analysis of 
the Mexican economy, its agrarian problem, and the powder-keg of its class 
relationships. Dr. Gordon portrays the expropriation of foreign-owned lands, 
oil fields, and railroads as:a conflict between international property law and 
the irresistiblé force of a révolutionary peeps Social change in Mexico meant 
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redistribution of wealth; wealth in Mexico meant foreign-owned wealth, for the 
most part. Mere legal niceties could not check the inevitable. 

The expropriated kaciendas illustrate this well. Mexico’s twenty million 
inhabitants press heavily upon the subsistence, since only 7 per cent of the 
soil is cultivable. Owned historically by great owners, or by the villages as 
communal ejidos, much of this was transferred to foreign owners in the late 
nineteenth century under the Diaz government. The growing discontent of 
the peons made redistribution of the soil impossible to forestall. Cardenas in 
1934 began returning land to the ejidos. By 1939 twenty-five million hectares 
had been confiscated, 80 per cent from rich Mexicans, 20 per cent from 
foreigners. About two million hectares were expropriated from Americans. The 
problem arose whether compensation was legally necessary in an impersonal 
national reform.’ If so, how much? And in what medium could Mexico pay 
such a sum? 

The oil properties were a similar case, American, English, and Dutch com- 
panies up to 1937 had extracted a billion dollars in profits. In exchange, 
Mexico received a nominal export tax. Oil production was 90 per cent 
foreign-owned. Title to the oil had been long disputed. Ancient Spanish law 
reserved subsurface mineral rights for the state. Hence, Mexicans could argue 
`- that purchases of oil fields by foreign companies were void, even though 
supported by subsequent decrees and decisions. Accordingly, the Mexican 
Constitution of 1917 claimed title for the state. 

. The impetus to nationalize the oil industry had varied sources. The com- 
' panies had not helped industrialize Mexico as expected, few refineries having 
been built. Some firms had acquired property by fraud, others had financed 
uprisings against the government. The oil trade unions resented low pay and 
miserable living conditions, Mexican gasoline sold locally higher than abroad. 
` Tax revenues seemed low, profits high, Another spur was the apparent 
exhausting of the fields. Production had fallen 80 per cent by 1930. 

In March, 1938, after a strike which the companies declined to arbitrate, 
the Mexican government occupied the properties of seventeen companies, 
including Standard Oil, Royal Dutch Shell, Sinclair, and Cities Service. Non- 
disputant companies like Mexican Gulf were not touched. Compensation was 
promised in ten years. In late 1941, under pressure of the United States 
Department of State, Mexico offered forty million dollars for both oil and 
estates seized. The oil companies have generally refused these terms. 

Another expropriation was the British-American owned National Railways, 
taken in 1936. This act created no furor, the properties being bankrupt and 
the bondholders scattered and apathetic. The railroad unions now operate 
the road. 

According to Dr. Gordon, additional expropriations are possible in mining 
and public utilities. However, the copper and silver of the Guggenheim, 

' Anaconda, Phelps-Dodge, and other interests are already legally government 
property and afford handsome tax revenues. Hence, expropriation is not 


*The United States did not pay slaveowners in the Civil War, nor brewers, distillers, and 
saloon-keepers under Prohibition. 
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urgent, although labor unrest rocks the industry. Similarly, British and 
American electrical companies are” tolerated because power expansion is 
greatly desired. 

In concluding, Dr. Gordon weighs the benefits of the expropriations. They 
have not been great as yet. About 1,743,000 peon families received land, for 
example, but increasing the scale of agriculture has not raised the total 
food supply. Gains will come only with better farm education and technology. - 
Mexico likewise has lacked markets for its oil. Boycotted by foreign tankers, 
exports diminished except for mere trickles to the Axis nations. When the ` 
War began, these ceased also, and Mexico held 3 millions of uncollect- 
able debts. Oil storage facilities were exhausted. Since then, the boycott has 
relaxed, but the tanker shortage still prevents effective export. The expropri- 
ated railroad system, never well located or maintained, remains in precarious 
financial and physical condition. 

Dr. Gordon closes his-survey of the expropriations with the general pre- 
diction: “. . . the most radical days of the revolution are over .. . and the 
nation will dedicate itself for many years to organizing the new economy. 

. Undoubtedly expropriations will continue on a fairly large scale, but one 
which will decline as the social program draws to its logical conclusion. These 
future expropriations will be better controlled, and. the foreigner will not be 
required to carry a disproportionate share of the burden.’? 

: Joan R. Wart 
University of Texas 


Statistics; Economic Mathematics; Accounting 


Fundamentals o} Accounting. By Perry Mason. (Chicago: Foundation Press. 
1942. Text, pp. xv, 494; practical material, pp. 241. $4.75.) 


The author of this text, who is associate professor of accounting at the 
University of California, is already well known among teachers of accounting, 
and those who knew the book was in aac have looked forward to an 
opportunity to examine it. 

There are few tasks which involve more exacting requirements in clear 
expository writing than the preparation of a text for the first year of college 
work in accounting. So many subjects need to be understood before others 
can be fully explained that great weight is thrown on order and arrangement, 
especially in the first half. The notable—and ‘Wesirable—tendency in recent 
texts to include more of the body of substantive accounting in the first year 
. makes conciseness necessary if the treatise is not to become too extensive. The 
added necessity for thoroughness and the desirability of imaginative treat- 
ment of administrative applications make the task truly exacting. — 


7On October 6, 1942, Mexico announced new confiscations, The British-owned Mexican 
and Terminal Railways, and the American-owned Southern Pacific railway and Pullman 
Company of Mexico will be taken over and will receive Mexican government bonds in 
return, according ‘to President Camacho, 
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Professor Mason has performed this task well. The outstanding impression 
one gets in reading the treatise is that of clarity in presentation. The several 


- parts of the subject are introduced in a logical order and one which shows a 


high degree of pedagogical skill. A modified balance sheet approach is used, 
with such subjects as special journals introduced earlier than in many other 
. texts. Merchandise accounts with their attendant difficulties are not presented 
until students have been made familiar with the basic records. The explana- 
tion of the several subjects is uniformly clear and lucid, and the reasoning is 
cogent without being carried beyond the capacity of beginning students. The 
entire presentation is notably clear. 

The text includes a consideration of both process and job order costs, con- 
solidation, the analysis of financial statements, and the source and application 
of funds, all of which are made an integral part of the presentation. There are 
also chapters on “The Place of Accounting in the Social Order” and “The 
Field of Accounting” which, happily, are so placed that students will have 
some familiarity with accounting when they approach these important sub- 
jects. : 

“Questions and Problems” and “Practice Sets” covering 241 pages, which 
seem well devised, may be obtained either bound with the text or separately. 

Professor Mason has shown a high order of skill in the presentation of a 
difficult subject. He has also done much to bridge the gap between accounting 
and economics, making the book especially valuable for students most of 
whose other work is in economics. 

The book would have more bite in its later chapters if it gave more atten- 
tion to the controversial issues which are so much a part of accounting. 
Granting that it is designed for the first year of college work, should inventory 
valuation be presented (pp. 233-238) with so little evidence of the real issues 
involved and the great differences of opinion and practice which exist? The 
same observations may be made with respect to legal restrictions on dividends 
(pp. 340-341) and a number of other subjects. 

‘A few cases drawn from actual practice (the material at pp. 395-404 is 
largely illustrative), cases which are tough and would engender differences of 
opinion in the classroom as they have in practice, might well be used at the 
end of the book to keep students from forming the impression that all is 
clear sailing i in accounting practice. 

Clarity is a great virtue and this book is clear, but possibly it is too well 
upholstered. Those of us who read classical passages in Cole’s Accounts: 
Their Construction and Intexpretation, or in. Hatfield’s Modern Accounting, 
line by line, as we read Caesar, were forced to survive fare that was more 
abrasive. 

One might wish for a few more hints of the nearness of the intellectual 
frontier in this book. But Professor Mason has prepared an excellent book, 
one that should be examined by those who are in charge of college courses in 
accounting. 

W. A. HOSMER 

Harvard University . 
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Methods of Correlation Analysis. By Morpecat EZEKIEL. 2nd ed. (New ‘York: 
Wiley. 1941. Pp. xix, 531. $5.00.) 


One reviewer of the first edition of this book wrote: 


Failure to appreciate fully the merits of mathematical curves has led the author to give 
much less attention than would be appropriate in such a text to consideration of character- 
istics of different types of equations. The treatment of this subject (pp. 66-70) is not 
only very brief, but is occasionally inaccurate? ` 


Although these mistakes were pointed out clearly, Dr. Ezekiel evidently chose ` 
to repeat nearly all of this material without correcting them (pp. 76-81). The 
present reviewer feels impelled to point out several additional mistakes of a 
similar nature. On pages 224-26 we read: . 

There may be certain temperatures to which the plant does not respond and then certain 
higher temperatures which produce a marked response. Again, if the temperature is too 
high, a marked reduction in yield might be produced. These considerations lead to the 
following conditions for the temperature curve: 


3. It might have two points of inflection, ‘one where it started to rise rapidly, the 
second at.the optimum. . 


At the optimum temperature the maximum yield would be obtained. A curve 
does not pass through a point of inflection at the maximum. In a footnote on 
page 103, Ezekiel refers to the United States Department of Agriculture Bulle- 
tin 1351, by Hugh Killough, and states, “Here equations of the general type 
(c) and (e) were both found to yield almost identical curves, within the range 
covered by the observations studied.” Ezekiel’s equation (c) is a logarithmic 
form of the parabola while (e) is an hyperbola. Although no page number 
was given by Ezekiel, the present reviewer found only one chart in Bulletin 
1351 which contains two equations (p. 8) and Killough states, “The curve 
in this figure is described by two formulae, a reciprocal formula used by 
Working coinciding with an exponential formula used by Moore.” It looks as 
if Ezekiel does not distinguish between a parabola and an exponential func- 
tion. It is interesting to add that an exponential function does not appear in 
this book. 

The coefficient of part correlation has been dropped from this edition. Al- 
though he and B. B. Smith collaborated in the discovery of this measure, 
Ezekiel is brave enough to state, “Little practical use has been found for this 
coefficient.” The reviewer wishes that Ezekiel were as quick to recognize that a 
significant index of multiple correlation does not establish the significance of 
all of the constants implied in the use of freehang curves. Even though Ezekiel 
emphasizes the necessity of adjusting the index of multiple correlation by using 
an estimate of the number of constants involved in the freehand curves, he | 
does not point out anywhere in his book that many of the constants may turn 
out to be merely random fluctuations from zero if the standard errors of the 
individual constants are computed. This is the outstanding weakness of the 
freehand method—no one has shown how it can be extended to include some 


1 Jour. of Farm Econ., Vol. XIII (Apr., 1931). 
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measure of the reliability of the individual constants in the curvilinear regres- 
sions. 

On page 263 Ezekiel concludes (somehow!) that his freehand curves in- 
volve eleven constants, so he adjusts the standard error of estimate for the 
loss of eleven degrees of freedom. The reviewer will venture a forecast that if 
anyone would actually fit the function involving the eleven constants sug- 
gested by Ezekiel, at least four (and probably as many as seven) of them 
would not turn out to be significant if the 5 per cent probability point is used 
as the criterion of significance. 

Furthermore, Ezekiel’s failure to test the reliability of the difference between 
standard errors of estimate is a serious oversight. He points out on page 247 
that after his second approximation the standard deviation of 2’” is 2.80 
bushels, or slightly smaller than the “standard deviation of z”, 3.0 bushels 
[obtained from the first approximation].” The difference between these two 
values is not significant, so the second approximation is worthless. If Ezekiel 
had adjusted these two values for the loss of degrees of freedom he would 
have found them to be practically identical, for at least one more constant 
was used to obtain the value of 2.80 bushels. The failure to test such differences 
led Ezekiel to give the unfortunate advice on page 247, “‘The-process ordinarily 
would be carried through one or more additional approximations by repeating 
the steps shown.” He had already gone too far in making the second approxi- 
mation, but advises one or more additional approximations! This reviewer 
wonders if Ezekiel had forgotten that he wrote: 


If we... use up more degrees of freedom by employing more constants in the curves, we 
obtain a certain amount of spurious increase in the apparent correlation (p. 265). 


Attempts to get a more accurate answer from a set of data than they are statistically 
capable of yielding are time and energy wasted? 


On page 247 we read: 


So long as the standard deviation of each new set of residuals is smaller than that of the 
previous set (and no more complicated curves were drawn in, which would require more 
constants to represent them), the approximation curves may be regarded as approaching 
closer and closer to the underlying true curves. 


The reviewer maintains that every time you bend one end of the curve with- 
out bending the other end in a similar fashion you should admit that you are 
using a more complicated curve which requires more constants. Strangely 
enough, on page 263, Ezekiel admits that he used at least one more ‘constant 
in the second approximation than he did in the first, “. . . probably a quartic 
parabola, involving four constants, would be required to represent f,(X,) with 
its final shape, or three constants with its first form.” 
On page 247 Ezekiel states: 

. if it is desired to have a mathematical expression of the several curves, equations may 
be ‘selected capable of representing the several curves whose shape has been determined 
- by the graphic successive approximation process, fitting the mathematical curves according 
to the methods presented briefly earlier in this chapter... . 


3 Quart. Jour. of Feon., Vol. LIV (Nov., 1939), p. 342. 
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The reviewer doubts the ability of Ezekiel or anybody else to fit to these data 
curves capable of representing the freehand curves shown and predicts that, if- 
anyone would actually fit the function involving two cubic parabolas and a 
“quartic parabola” (a total of eleven constants), he would not obtain regres- 
sion curves which bend like the freehand lines shown. 

It is odd to find the author adding a footnote which proves the opposite of 
what he states in the text. On page 306 we read, “It is evident that there és 
some correlation between X, and the other variables.” A footnote covering , 
two-thirds of the same page ends with the conclusion, “So adjusted, iss 
shrinks to 0, showing no real correlation.” 

_Chapter 9 is the most unfortunate one in the book. In it Ezekiel sets out to 
refute the general impression that the better the correlation, the better we can 
estimate the values of the dependent variable. He uses three hypothetical cases 
and presents them graphically. The statistics assumed are given in the first 
three lines below. The reviewer computed those in the fourth line. 


A B c 
r= .83 r=.71° r= .47 
br = 2.5 ba = 3.1 - bp = 0.5. 
om 2.2 Sa = 3.8 Spx =.1.15 
= 3,9 a, = 5.4 - gy == 1,30 


Ezekiel states on page 161: 


Only a small part (22 per cent) of the variation in yields is associated with rainfall differ- 
ences, as indicated by the low correlation (0.47) [in case C].... Yet in spite of this low 
relation, it is possible to estimate yields more accurately, given the rainfall, in this case than 
in either of the other two, as is shown by the standard error of estimate of 1.15 bushels as 
compared to 2.2 bushels for A and 3.1 for B.. ; 


Ezekiel’s statements lead most students to the absurd conclusion that, when — 
the correlation is low and the standard deviation is small, we can estimate Y 
. from X even though Y does not depend much upon X. This is sheer nonsense! 
What he apparently failed to see is that, without any knowledge of X or the 
correlation between Y and X, we can estimate Y in case C better than we can 
estimate Y from X in cases A and B with a knowledge of the correlation be- 
tween Y and X. The standard deviations which the reviewer calculated prove 
that, if we use the mean yield every time we have to estimate the yield in case 
C, we will have better estimates than we can possibly obtain in cases A and B 
by using the regression lines to estimate yield. Ezekiel confuses “improvement 

in the ability to estimate” and “ability to estintate.” ` 
From the point of view of the student who is just beginning the study of 
correlation, a serious weakness of the book arises out of the fact that ap- 
parently Ezekiel carried out most of his computations to more. places than 

were finally published in his book and then independently rounded off each . 
number separately. We find on page 331, for example, l 


1 = ee 

| / Sr tG)ux (80.7) (0.70) (0.57) (6523) (0.70) (0.57) 

i “obs = 0.73) © - (0.5348) (9 7 VENN 
t 

| 
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“The square of 80.7 should be 6512.49 instead of 6523. The careful student 
may remember that away back on page 155 Ezekiel took the square root of 
6523 to obtain 80.7, but if he tries to check the computation on page 155 he 
obtains 6525 instead of 6523. This is due to the fact that another number - 
was rounded off independently after more digits were used than were printed 
in the book. The’student may also be slightly disappointed to notice that since 
the square root of 6523 is really 80.765, Ezekiel rounded off incorrectly when 
he used 80.7 in place of 80.8. The square of .73 is .5329 instead of .5348. The - 
latter figure was not computed in the book anywhere, so the careful student 
would have to calculate it himself if he wanted to discover why it was used. 
Of course, he might trust the author, but this would be risky in view of the 
fact that the reviewer did not obtain the same results shown by Ezekiel from 
the figures given on pages 97, 148, 149, 156, 171, 196, 456, 464. These were 
small errors which were probably due to Ezekiel’s practice of rounding off at 
the end of the process of computation. This may be all right in practical work, . 
but when a new student is being guided through a series of computations for 
the first time, he should be shown the square of the number given on the page 
or he should at least be enlightened about what the author is doing when he 
does not use the square of the number shown. More serious errors appear on 
other pages. Quite a few of the errors appeared in the first edition and are 
reproduced in the second edition eleven years later. 
To summarize, the reviewer thinks that this book has disadvantages which 
` seriously limit its usefulness as a textbook. 
Harry PELLE HARTKEMEIER 
University of Missouri 


Business Cycles and Fluctuations 


The Creation of Purchasing Power. By Davin McCorp WRIGHT. (Cambridge: i 
Harvard Univ. Press. 1942. Pp. 251. $3.00.) f 


The subject of this book is our Number One peacetime economic problem: 
How can we successfully combat cyclical and secular deficiencies of purchasing 
‘power? It is clear, as Professor Wright points out, that price reductions can’ 
not be relied upon to solve the problem; the solution must be found in measures 
that will bolster effective money demand and guide it in the appropriate di- 
rections. This book offers a penetrating analysis of some of the general types 
of plans that have been advaficed for creating purchasing power. It makes no 
attempt to cover all the plans that have been proposed or to treat any indi- 
vidual plan in detail; rather, it concentrates on general principles and upon 
the problems that the various types of plans must solve if they are to be 
successful. The principal types of proposals discussed here are redistribution 
of income as a means of raising the propensity to consume, quantitative con-` 
trol of bank credit (including Professor Fisher’s proposal for 100 per cent 
banking and Mr. Berle’s proposal for capital banks), velocity stimulators, 
negative rates of interest, deficit financing, and business subsidies. : 


| 
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_ Deficiencies of purchasing power can be divided, at least conceptually, 
into two types—secular and cyclical. Though Professor Wright acknowledges 
a heavy debt to the writings and teachings of Professor Hansen, he is not at 
all certain that we shall face a tendency toward secular stagnation after the 
. war. He does, however, think that we should be prepared if such a tendency 
should appedr. The book expressly denies any intention of developing a com- 
plete theory of cycles or even of business depressions, Yet it does offer a brief 
_ diagnosis of depressions as a background for evaluating the remedies proposed 
for them. The diagnosis offered is similar to that of Keynes and is a combina- 
tion of “moñetary”. and “real” analyses. Depressions are monetary phenomena 
in the sense that one of their essential characteristics is a decline of aggregate 
money demand for output. But this must not be allowed to obscure the fact 
that the decline of money demand is very unevenly divided among various . 
_ types of output, that the accompanying unemployment tends to be concen- 
trated in certain industries and geographic areas, and that the unemployed 
factors tend to be both geographically and occupationally immobile, especially 
in short periods. Like many other recent cycle theorists, Wright finds the 
mainspring of cycles in the “lumpy” production of capital goods, and the 
_ impulse for this “lumpiness” stems from. the wide fluctuations of demand for 
` these goods. The capital goods industries themselves account directly for a ~ 
considerable part of unemployment. Throughout the book Wright insists that 
the “real” structure of production is an institutional factor that cannot be 
ignored by a successful remedy for depressions. The newly-created purchasing 
power must, if it is to accomplish its purpose, be directed to areas (occu- 
pational and geographic) where the unemployed resources are already located 
or to which they can be transferred; and, in making alterations in the struc- 
ture of production, the probable distribution of demand among commodities 
during the succeeding prosperity period should be kept in mind. In the re- 
viewer’s opinion, the most interesting and valuable parts of the book are 
those that evaluate schemes for increasing consumers’ purchasing power when 

` a large part of the unemployment occurs in the capital goods industries. 
Professor Wright has accomplished what he set out to do. In brief compass 
he has succeeded in bringing out the most important weaknesses and strong 
points of each type of plan. By searching the economic literature one can find 
most of the criticisms brought out here, but the book makes its contribution 
by collecting and winnowing these criticisms, by showing the relationships 


, among the various types of remedies, and by maintaining throughout an im- 


partial and analytical attitude. Wright's attempt to- synthesize several of the 
, proposed remedies is well worth study. Especially interesting is the proposal, 


. for which Wright does not claim authorship, to finance depression deficits and 


' yet avoid future interest “burdens” by issuing to the banks non-interest- 
\ bearing certificates, 

A few specific criticisms, mostly on points of secondary importance, may be 
‘made. In my opinion, economists should cease to use the term “inflation” for 
‘analytical purposes. Wright presents an excellent criticism of the many defi- 
initions of the term that have been advanced and proposes his own only cau- 
tiously and with full knowledge of its shortcomings, but the term can never 


' 


\ 

i 

\ 
| 
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be made precise and. free of emotional content. It would seem safer in each 
case to avoid the term and to describe precisely what is meant. Another term 
that should be stricken from the economic vocabulary is “confidence.” It 
would be clearer to state specifically the type of effect on expectations that is in. 
question, The meaning that Wright gives to the term (pp. 181, 183, 191) is 
not clear. Is it “confidence” in money pais or in the purchasing power of 
money? 

-In my opinion the criticism of 100 per cent banking does that scheme less. 
than justice. I agree that the scheme has defects, that is does not control 
velocities, and that it is not an adequate remedy for depressions; but it does 
look promising as a method of bringing the quantity of money under more 
accurate control, and this is one part of the broader problem. 

Wright’s discussion of stamped money and of the taxation of money hold- 
ings is limited to their effects on velocities. His estimate of these schemes might 
have been somewhat less adverse if he had considered their possible effects 
on the height of interest rates. 
` The discussion of post-war slump (p. 211) does not bring out adequately 
the differences between conditions at the end of a private investment boom 
and at the end of a war boom. It may be true that in both cases there is an 
“overbuilt” capital goods structure. But in the first case most capital goods” 
industries are likely to be “overbuilt” and thus to offer but few investment 
outlets for a considerable period, whereas in the second many of the “over- 
built” industries will be rendered obsolete by the coming of peace and new 
investment outlets may be opened quickly in industries catering to an ac- 
cumulated civilian demand. This is especially likely under present methods of 
war finance. 

LESTER V. CHANDLER 

Amherst College 


Public Investment and the Trade Cycle in Great Britain. By R. F. BRETHER- - 
TON, F, A. BurcaarpT and R. S. G. RUTHERFORD. (Oxford: Clarendon 
Press. 1941. Pp. vi, 455.). 

This book does, and does well, three things: (1) It presents statistics for 
the period 1924 to 1938, showing the volume of capital expenditures by the 
central and local governmental units of Great Britain and by the semi-public 
enterprises, such as railways, electricity, and shipbuilding, that might easily 
be brought under close government control, These expenditures are compared 
with total capital formation, and their fluctuations are compared with those 
of private capital expenditures. (2) It offers estimates of the primary effect 
of public investment on national income and employment, and less reliable 
estimates of their secondary and tertiary effects. These writers do much to 
give flesh and blood to the usually skeletal multiplier analysis. (3) It discusses 
the extent to which each of the various types of public capital expenditure 
could be rearranged through time to counter cyclical Sae of private 
capital expenditurgs. 

Only a few of the statistical conclusions can be presented, The writers fnd 


i 
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that public capital expenditures represent a large part of the total of such ` 
expenditures in Great Britain. For the period 1924 to 1936, “In only one year, 
1934, did the public demand account for less than 40 per cent of the total 


output of capital goods; and in 1931 it was over half. If exports of capital 


goods are excluded, the proportionate importance of the public demand was, 
of course, greater still: it was, in fact, more than half of the home demand 


' for capital goods in every year except 1933 to 1935, and in 1931 it was over 
_60 per cent” (p. 59). In general, the public demand for these goods fluctuated 


less than private demand and the timing of the two differed in such a way 
that “It therefore appears that, to some extent at least, public and semi- 
public investment did exercise a stabilizing influence, both by the rather 
smaller magnitude of its fluctuations and by its different timing” (pp. 59-60). 
But this counter-cyclical tendency was less than it could easily have been and 
seems to have been the result not so much of conscious policy as of such factors 
as the slowness of public action. When public works have been initiated to _ 
lessen unemployment the tendency has been, as in the United States, to use 

projects employing a maximum amount-of unskilled labor relative to expendi- 
ture, with the frequent result that a minimum of valuable so¢ial results is 


- obtained. 


The book presents carefully worked out estimates of the amount of primary 
employment—that is, employment on projects themselves and in industries 
supplying materials and services for the projects—provided by public works 
expenditures, It finds that after allowance for expenditures on land, imports, 
and other objects that do not provide employment in Great Britain, the 
amount of employment created by each million pounds of gross public invest- 
ment varies with the nature of the project, and in 1930 it ranged from 3,110 
man-years of employment for each million. pounds of expenditure on main 
read construction by contract to 4,580 man-years for each million pounds 
spent on foul-water sewerage done by direct labor (p. 304). The estimates of 
secondary and tertiary effects are necessarily, as the writers point out, much 
less accurate, Nevertheless, they represent an instructive case of multiplier 
analysis. 

This book is an excellent combination of statistical and theoretical analysis. 
It is to be hoped that someone will undertake a similar study for this country. 

LestTER V. CHANDLER 

Amherst College 


Consumer Instalment Credit and Economic? Fluctuations. By GOTTFRIED 
Haserver. Finan. research program, stud. in consumer instal. finan. 9. 
(New York: Nat. Bur. Econ. Research, 1942. Pp. xix, 239. $2.50.) 

The Financial Research Program of the National Bureau of Economic Re- 
search has thrown much light on the part consumer debt plays in our econ- 
omy. Haberler’s book follows eight studies on various aspects of the consumer 
debt problem. Haberler’s task is to study the relation to the business cycle, 


` making use of the assembled data, earlier analyses, and organized staff, The 
` result is a cautious, closely reasoned analysis of the way instalment credit . 
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affects stability. The statistical materials are employed to determine current 
measurements which best depict the cyclical influence, and to provide leads 
and verification. The judgment shown in never accepting the statistical ma- 
terials as other than empirical evidence to be checked against logical analysis 
merits high praise. 

Light is thrown on the old argument regarding the extent to which in- 
stalment sales increase business activity. Credit extension increases consumer 
expenditure, and repayment diminishes it. The net effect appears to be a 
lower level of saving, since repayments probably reduce other types of saving. 
The growth of industries making durable consumer goods has been speeded 
up by the growth of consumer credit, but Haberler finds it impossible to 
_ measure the extent. 

Consumer credit is found to stimulate or depress total industry according 
- to the direction of movement of the amount of credit outstanding. The credit- 
outstanding series shows the cumulative contribution of current and past 
credit transactions. The influence of credit involves the indirect influence of 
past transactions. Haberler holds, however, that the credit-outstanding series 
indicates only the direction of the influence, while the intensity of the stimu- 
lating and depressing force in the case of total industry is measured by the 
net credit change series. Maintenance of the current level of activity is de- 
pendent upon a continuance of credit extension at the current rate. Only 
acceleration or deceleration in the rate of credit extension will tend to move 
the level of general business activity. Haberler fails to discuss fully the inter- 
pretation of the paradoxical measurements in a period when the net credit 
change series is declining violently while the credit outstanding series is still 
rising. In the case of individual industries, Haberler holds that the series on 
new credits granted both indicates the timing and measures the force of the 
stimulating or depressing influence. A careful study of timing reveals that 
the theoretical order of net credit change, new credits, and total outstanding 
is reflected in empirical data. 
_ Consumer credit operates as å resonator or amplifier of fluctuations set up 
by other forces, and also has an unknown influence on turning points. The 
annual net change in consumer instalment credit is checked against national 
income, and the conclusion is derived that consumer credit has a very minor 
influence on the level of activity, much less than the net income-creating 
expenditure of the federal government. 

Haberler holds that some of the techniques for controlling consumer credit 
in wartime may be used effectively in more normal periods. Demand rather 
than supply is’ found to be largely: responsible for credit fluctuations. Any 
reasonable variation in the finance charge is held to be unimportant in de- 
termining the amount of credit extended, but changes in the amount of the 
down payment and in the number of payments are held to be influential. On 
the much debated question of equality between investment and saving, Haber- 
ler reverses his recent position to define these categories to produce necessary 
equality. His new definitions, set out in the Keynesian tradition, make it 
necessary to say banks save and dissave when bank deposits or bank notes 
are decreased or inereased. ‘ 
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A summary statement of conclusions does not do Haberler’s book full 
justice. It is so closely reasoned that only a full reading will produce the 
convincing flavor. Because of the function the study plays in the Financial 
Research Program, an effort was made to produce wide readability. The re- 
viewer believes that this Peame through possibly necessary, was un- 
fortunate. 

Ermer C. BRATT 

Lehigh University 


War Without Inflation, The Psychological Approach to Problems of War 
Economy. By Grorce Katona. (New York: Columbia Univ, Press. 
1942. Pp. 213. $2.50.) 2 

All economists agree that the value of money has a psychological deter- 
minant, because it depends on the velocity of money circulation, which in 
turn depends on the propensity to consume. Dr. Katona’s book is a successful 
attempt to demonstrate that this psychological factor must not be taken as 

a constant but can be influenced by policy. A wartime policy intended to 

reduce the velocity of circulation, so that the increase in the amount of 

money will be outweighed in its effect upon prices, must first prevent or 
destroy a dangerous “one-way expectation” on the part of the public. If 
people are convinced that an increase in’ prices is assured and that the 
question is only whether this increase will be rapid or slow, speculative 
purchases will seem to promise gain without risk; and everybody will use 
all the available purchasing power as quickly as possible. Consumers will 
draw upon their savings and therefore money in excess of current income 
will appear on the market. Even if the inflationary gap was not originally 
too large, this addition to the effective demand may well make the situation 
unmanageable: “. .. the expectation of a mild inflation would create a severe 
me.” If, however, the impression is created that the government will not 
permit any price increase, the consumer’s mind will be open to suggestions 
of an increased rate of savings, which will make a money increment innocuous. 

In explaining the methods which should be used to influence the consumer, 
the author shows a preference for rational argument, which this reviewer 
considers justified and commendable. The reader will regret that Dr. Katona 
has not found space available to take open issue with those philosophers and 

“practical” men who consider the masses essentially irrational. Since people 

must be convinced rather than persuaded, the, author insists that a combina- ` 

tion of psychological and economic policies is necessary. The government 
must act in a way that men can believe in the prevention of all price increases, 
and, in making its acts known, it must use an analysis of the human mind. 

To the professional economist this book can bé recommended without 
qualification. He will find it extremely stimulating and useful. Other readers 
should be warned that Dr. Katona—not in the meaning but in the form of 
his statements—is a little too severe with the old-style economists who dis- 
regard the pqssibility of changing the psychology of men. He by no means 
ignores the limitations of psychological action, but he sometimes states them 
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by implication rather than explicitly. Psychological action cannot alter the 
nature of the choice with which the consumer is confronted; namely, either 
to spend the money for present goods, or to save it, or to give up the idea that 
móney—or what he hitherto regarded and received as such—is a means to ` 
obtain goods. Furthermore, some simplifying assumptions about human re- 
sponses to given stimuli come close to the nature of correct generalizations. 
As an example, one may take the rule that resistance to savings increases as 
savings grow at the expense of consumption. Since the exposition of alterna- 
tives and quasi-constant responses covers a wide field, the case for “mecha- 
nistic” economics—that is, for a kind of economics that anticipates definite 
effects from assumed conditions without psychological analysis—is somewhat 
stronger than Dr. Katona’s statements may seem to suggest. 

Dr. Katona’s book is not only a very valuable contribution to the analysis 
of the inflation problem, but also opens ‘up vistas for a new development in 
economic theory. The use of psychological research by economists is not 
entirely without precedent: the younger Austrian School, for instance, ex- 
ploited Cuhel’s theorem that satisfactions are not measurable. But rarely 
if ever has an economically trained psychologist like Dr. Katona tried to 
assist the economists in the analysis of theoretical problems. This reviewer 
` would like to see Dr. Katona or somebody with the same training apply his 
efforts to the problem of interest, which—from Böhm-Bawerk to Keynes— 
has been attacked from psychological presuppositions badly in need of a more 
thorough examination than our own science can provide. 

CARL LANDAUER 
University of California 


Public Finance; Fiscal Policy; Taxation 


Constructive Income Taxation: A Proposal for Reform. By Irvinc FISHER 
and HerBert W. Fisaer. (New York and London: Harper. 1942. Pp. 
iv, 277. $3.00.) 

In this book Professor Irving Fisher reviews and sums up his lifelong 
study on the concept of income and makes a detailed plea for a radical 
change in the existing system of income taxation. Many of his fundamental 
ideas in this field have already been presented in his previous books and articles, 
but here he discusses them with exceptional clearness and shows the ways 
and means of their, practical application. In this sense it is a new book. 

To him, the present income taxes “are unfair, both to the taxpayer and to 
the government, not only because they impose double taxation (by taxing 
savings and their fruits) and allow double exemption, but also because they 
thus tax the producers of the nation’s wealth more heavily than those who 
merely spend.” Consequently, “the essential feature of his proposal is that the’ 
proposed tax base is income spent, excluding all income saved, such as un- 
divided profits and,investments.” i 
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Fisher has been attacked by several authors for his assertion that taxing 
savings amounts to “double taxation,” although J. S. Mill and many others 
held the same view. Often those who agreed with him contended that an 
outright tax on’ spendings is difficult to apply in practice. Fisher not only 
accumulates one argument after another in favor of a complete transforma- 
tion of an income tax into a pure tax on spendings but tries to prove how 
practical and simple its application is. 

In substance, this is not a new idea. It was developed long ago with great 
emphasis and clearness by a German writer, Eduard Pfeiffer, in Die Staats- 
einnakhmen, published in 1866.1 Unfortunately, Fisher learned about Pfeiffer’s 
book only “after most of his present book had been written” (p. 218). Fisher 
quite independently came to the same conclusion about the great advantages 
of a spendings tax, Ogden L. Mills, to whose memory the book is dedicated, 
was the first to draw and to introduce into Congress a spendings-tax bill. A . 
chief merit of the book Hes in the brilliant exposition of the argument. The 
book sparkles with wit and with remarks of great wisdom. It contains many 
remarkable, simple truths showing the failures and the destructiveness of our 
present-day tax policy. Let us give a few examples: - 

High undistributed profits represent the most creative influence in our economic life. |.. 
Any country that would limit profits to 6 per cent would so retard its own industrial 
development as to become literally a backward country. ... And in wartimes to limit 
the profits saved and reinvested in expansion is worse than to limit them in peacetime... . 
Any tax which includes savings must tend to keep the poor from ascending the economic 
ladder and the rich from descending it. . . . Corporate income taxes, if employed at all, 
should be nominal, should be levied solely on dividends and should be deductible by the 
stockholders. . . . If we attain some ideal equalization [scil., in private wealth] only by 
making almost everybody poorer [sel., through progressive taxation], we are making a 
mockery of justice. . . . To soak the rich in the sense of savings would be to soak the 
poor in the sense of real income... . The capital gains tax, like other tax evils, derives, in 
part, from the modern confusion between money and reality—whether real income or real 
capital. 


Rebutting those who oppose the spendings tax on the ground that it is too 
complicated, Fisher points out that to enact the present income tax law 
required 21 revenue acts in 29 years and 43,000,000 words; or “to read these 
is to read the Old Testament n more than 60 times or the New Testament more 
than 200 times.” 

Professor Fisher opposes the main feature of our present income tax as 
being based on the accretion or yield plus capital-increase principle. He pre- 
fers the simple yield principle which imposes g tax where and when there is 
cash out of which to pay the tax, A similar position is found in the more 


1In Vol. I, p. 18, Pfeiffer points out “the unfairness of a tax which does not take into 
consideration, whether a person spends all his income, or saves a part of it. Who saves has 
actually to pay the tax on the savings twice.” Therefore, he advocates a general tax on 
savings (allgemeine Verbrauchssteuer), instead of an income tax, and devotes two chapters 
to proving that its collection is not complicated. In my study, American Federal, State and 
Local Tax Problems, p. 6, published in 1934 (from the Tax Magazine, Oct., 1934, p. 524), 
I indicated the importance of Pfeiffer’s idea, and also in my article in the Oct., 1942, issue 
of Taxes: “The Spendings Tax and the Victory Tax: A Critique,” p. 616. 
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recent theories of taxation in the German literature. The great economic and 
social advantages of the yield taxes were emphatically stressed by Professor 
Andreae (1930) and the cash feature by Professor Lampe (1934).? Neverthe- 
less, it is a substantial and independent contribution of Professor Fisher to 
these problems, 

His analysis of the spendings tax is far from exhaustive, however. By no 
stretch of logic is it possible to advocate a progressive spendings tax, since 
progressive rates are thinkable only as applied to general capacity to pay. 
On the other hand, there is no justification of any “subsistence exemption” 
for the spendings tax, or else a well-to-do person may escape any due share 
of his tax liability to the nation, The tragedy of this tax is that the Secretary 
of the Treasury must abhor all people who save and the government must 
encourage spendings somehow or else increase the rate of the spendings tax 
very severely. 

Fisher quite correctly has urged simply replacing the present income tax by a 
spendings tax but it seems that he largely inspired the most illogical plan 
recently offered by the Treasury of a highly progressive spendings tax along 
with the “destructive” highly progressive income tax. 

Fisher thinks that an occasional shower of a death tax is a sufficient com- 
pensation for any too long savings, but such a viewpoint militates against all 
principles of a death tax as heretofore understood and is too simple....A 
periodical tax on the increase of capital [Vermogenszuwachssteuer| would be 
a more logical device for this purpose and for capturing gains and losses. His 
assertion that a spendings tax works as a tax on luxuries is also oversimplified: 
a rich man’s expenditure on a private library, modern paintings, antique col- 
lections, opera box, scientific expeditions, private charity, etc., would rarely 
come under the conception of a luxury. 

In general, Fisher is particularly right when he pleads for utmost leniency 
toward income applied to new investments, a policy widely recommended in 
modern theory and practice.* Equally justified is his opposition to corpora- 
tion taxation, as apart from the taxation of stockholders, and to excess- 
profits taxes and to the gains-and-losses tax provisions. Nevertheless, consider- 
ing the political difficulty of abolishing thé present income tax, the only logical 
and practical substitute for his still very complicated spendings tax would 
be the adoption of a general sales tax. 

It is a delight to read this most instructive book although it should be, to 
my mind, reédited in the form of a short pamphlet embodying a general model 
tax plan for the future with definite calculations of revenue from each source, 
a feature entirely lacking in the present book, The contribution of his brother 
Herbert W. Fisher is chiefly the study of the constitutionality of a spendings 
tax. 

PAUL HAENSEL 

Northwestern University 


*See my American Federal, State and Local Tax Problems (1934), p. 6, and my Real 
Estate Taxation of the Future (Los Angeles, 1935), p. 5. . 


*See my American Federal, State and Local Tax Problems (1934), pp. 6, 13. 


1943] T BOOK REVIEWS l 165 


Assessment Organization and Personnel. (Chicago: Nat. Assoc. of Assessing 
Officers, 1941. Pp. xvi, 429. $3.75.) 


Since its establishment in 1934, the National Association of OEN Offi- 
cers has published a number of useful reports and studies broadly designed to 
contribute to the improvement of assessment practice. Among these publica- 
tions is the excellent little volume Assessment Principles and Terminology 
(1937). The present study, published under the supervision of the Public 
Administration Service, is essentially a compilation of ten progress reports 
issued by the association’s Committee on Assessment Organization and Per- 
sonnel during 1938-40, preceded by a 29-page official report of the committee. 
In the Foreword, the editorial and research work is credited chiefly to Ronald 
B, Welch, research director of the association; and an impressive group of 
tax administrators, economists, and professors of public administration are 
listed as committee members and advisors. . 

The study opens with three chapters on primary and overlapping local 
assessment districts and state assessment districts. Following a chapter on 
the internal organization of local assessment departments are two dealing with 
selection, tenure, and compensation of assessing officers, and personnel ad- 

“ministration. The four remaining chapters are concerned with administrative - 
review agencies, judicial review, equalization agencies, and assessment super- 
vision. The plan of most of the chapters involves confining the first part 
largely to a presentation and discussion of basic, pertinent facts; and con- 
cluding with recommendations, their explanation, and supporting arguments. 

Several years ago many persons were startled upon learning that there 
were 175,000 units of government in the country. An unwarranted sense of 
relief might be engendered by the knowledge that more than three-fourths 
of the 161,000 property tax districts must levy on assessments established by 
some other governmental unit and that assessment districts number but 
33,000, including between 2,000 and 3,000 inactive districts. The committee 
believes that the “tremendous number of small districts presents one of the 
major problems of assessment organization.” It is pointed out that “over 
23,000 primary districts—92 percent of the total number—have populations 
of less than 10,000. . . . Such districts have an assessment task which is in- 
adequate for the development of specialized skills and the employment of a 
full-time minimum staff of one assessor and at least one assistant; they lack 
resources for the support of an assessment department; and they generally 
suffer from a relatively poor assessment performed at a relatively high cost 
per dollar of assessed valuation.” The recommgnded remedy: enlargement of 
assessment districts, for the achievement of which four means are suggested. 

Many of the 6,300 “overlapping” districts (duplicating, secondary, or over- 
lying, might be better terms) may, it is conceded, have present justification 
for existence in the shortcomings of primary districts. It is recommended that 
the failures of primary districts be remedied and the legitimate raison d’être of 
overlapping districts thus be removed. Specific suggestions are advanced. 

Local assessment of most taxable property is rightly considered not only 
“politically inevitable within the predictable future” but also “preferable to 
exclusive state assessment in the present stage of developnfent.” Eight general 
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guides are offered for the division of the original assessment auntie between 
state and local agencies. 

Generally accepted principles of public administration cababaly’ were Te 
upon for bases of recommendations concerning internal organization of local 
assessment departments and personnel administration. It is, of course, recom- 
mended that assessors be appointed, not elected, to office. Two committee 
recommendations not adopted by the association are that the state tax’ de- 
partment or a state or local personnel agency be empowered to establish 
qualifications for assessors, to examine candidates, and to certify their fitness 
for office; and that assessors should be removable for good cause, by the 
appointing agency if appointed, by the electorate and by the courts or the 
head of the state tax department if elected. 

For most states, two levels of administrative review of assessments—the 
local and the state—are recommended. Where competent state administrative 
review agencies exist, judicial review of administrative findings of fact should 
be limited to seeing that substantial evidence support the findings. The equal- 
«ization function, it is held, can best be performed by a single agency on the 
state level. Inasmuch as review and equalization are “totally inadequate sub- 
stitutes for good original assessment,” the state tax department or similar 
agency should supervise local assessors even though assessment districts are 
enlarged to an acceptable size and even though the state does not impose a 
property tax for its own support. 

The executive director of the association suggests in his Foreword that the 
completion of this work “marks the passing of another milestone on the road 
to efficient, equitable property tax administration.” A large array of illumi- 
nating factual material has been carefully collected, ordered, and presented 
for the first time in this study. Knowledge of the facts and a broad insight 
into the problems of assessment have yielded well-considered judgments con- 
cerning means of improving assessment organization and personnel. Few of 
the recommendations are original and many have been made numerous times; 
but one of the unique values of this book is its thorough and discriminating 
sifting and distillation of proposed remedies into an “authoritative” set of 
general guides applicable in diverse situations. 

State legislators, constitution-makers, their advisors, and all other persons 
interested in learning “what should be done about it and why” can find the 
keys to most of the answers in this volume. If the keys are used as rarely 
in the future as they have been in the past, the explanation no doubt will be, 
as it now is, that “Vested interests in public offices and in certain assessment 
policies . . , combine with genetal public inertia to perpetuate the status quo.’’ 

FRED A, CLARENBACH 

Washington, D.C. 


Money and Banking; Short-Term Credit 


Banking Operations in Ohio, 1920-1940. By J. M. Wuitserr. (Columbus: 
Bur. of Bus. Research, Ohio State Univ. 1941, Pp. 217. $2.50.) 


With the publication of Banking Operations in Ohio, 1920-1940, Professor 
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Whitsett has joined the growing number of students of the money markets 
who have presented selective studies limited as to geographical scope, type of _ 
financial institution, and time period. 3 

The area for investigation has been strictly defined and. just as strictly 
adhered to in Professor Whitsett’s study. Although the Preface states that 
“Comparisons are made with the experience of banks in other states and the 
country as a whole, where possible,” little attention is given to nation-wide 
trends in commercial banking and no analysis of the impact of Federal Re- 
serve policies or of Treasury operations is attempted. The reader must, if he | 
wishes, speculate over the causes of a particular change in the trends in com- 
mercial banking in Ohio during the past two decades, except that some general 
causative factors, such as the growth in population and manufacturing, are 
mentioned in chapter 1. Perhaps an exception to the avoidance of casual 
explanations is found on pages 69-72, where an excellent summary of some 
specific causes of the decline in commercial loans is given. 

The specific subjects of investigation are: (1) changes in the economic}- 
structure of Ohio; (2) changes in the banking structure of Ohio since 1920; 
(3) trends and contrasts in the assets and liabilities of state and national 
banks in Ohio; (4) trends and contrasts in liquidity, investing policy, and 
other ratios for the two types of institutions; and (5) trends and current 
tendencies in the earnings and expenses. The data have been obtained pri- 
marily from the annual reports of the Comptroller of the Currency and the 
Division of Banks of the State of Ohio. 

Professor Whitsett’s factual material is admirably complete and one can 
find without difficulty data concerning almost every aspect of commercial 
banking operations in Ohio during two decades. These data are presented 
in 49 tables and 36 charts and in numerous pages of appendix materials. Most 
of the tables and charts present comparisons between state and national banks 
and between banks ranked according to size. 

In chapter 4, “Changes in Banking Practice in Ohio,” where trends in 
operating ratios are presented, one finds adequate treatments of such ratios 
as loans and securities to capital funds and deposits to capital funds, but a - 
separate and more adequate treatment of the trends in the earning assets— 
capital funds ratio—might have been helpful, especially when trends in bank 
eamings are analyzed. Perhaps an investigation of this ratio on the earnings of 
different banks would reveal that it is more important than the influence of 
the size factor on earnings. 

In future studies of the operations of commfrcial banks of limited geo- 
graphical areas, or of the nation as a whole, it is to be hoped that someone 
can obtain more information concerning bank deposits than can be derived 
from ratio analysis alone. In a period such as the present, when bank deposits 
are rising rapidly, the. individual banker and those persons who formulate 
monetary and credit policies for the whole banking system need to know more 
than they now seem to know about the make-up of the deposit liabilities of 
banks. Who holds this increased volume of bank deposits and what might we 
expect concernifg their behavior? If data concerning bank deposits could 
throw some light on this question, such data might be far more helpful in 
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“formulating future policies in the interest of safer as well as more profitable 
operations” (Preface) than the more or less traditional analyses of ratios 
between deposits and capital funds, etc. 

Professor Whitsett’s study provides a very useful reference book and can 
also serve admirably as a guide to students interested in conducting similar 
studies of other geographical areas. 

J. Marvin PETERSON 

Miami University . 


Business Finance; Insurance; Investments; Securities Markets 


Term Lending to Business. By Nett H, Jacopy and RAYMOND J. SAULNIER. 
(New York: Nat. Bur. Econ. Research. 1942. Pp. xvii, 163. $2.00.) 


This very useful volume presents the results of one of several technical 
studies of American business finance undertaken as a part of the National 
Bureau’s financial research program. Dr. Jacoby is a member of the faculty 
of Barnard College, Columbia University, and a member of the research 
staff of the Bureau. Dr. Saulnier also served as a member of this staff, on 
leave of absence from the University of Chicago. 

The study deals with the development of the so-called “term loan” in 
American business finance, especially as this has rapidly taken place since 
1933. By a term Joan is here meant one that is made direct by the lender 
to a business borrower, one that by direct agreement between borrower and 
lender is repayable according to some pre-arranged plan after one year, but 
with an ultimate maturity of the debt not in excess of fifteen years. Such 
loans are frequently described as “medium-term” loans. They have been 
made.in substantial aggregate numbers and volume by commercial banks, by 
life insurance companies, by the Reconstruction Finance Corporation, and ` 
by the several Federal Reserve banks. On December 31, 1940, the total 
volume of such loans outstanding was approximately 3.2 billion dollars, of 
which 2.1 billions represented transactions of commercial banks and over 
0.9 billions, transactions of life insurance companies. Thus it appears that at 
the present time the private institutions rather than the public agencies 
dominate this field. In particular, it is the private institutions that have come 
to serve large-scale enterprises with term loans; small business units have 
been served chiefly by the Reconstruction Finance Corporation and the Fed- 
eral Reserve banks. Many loans have been so large that, either as a matter of 

` business policy or because of the necessity of bringing transactions within 
statutory limitations, there has been developed considerable use of the par- 
ticipation or “take-out” agreement.: 

The authors have a threefold explanation of this development. First, on 
the demand side of the credit market, after 1932 many concerns needed added 
funds to restore working capital and deteriorated plant. A shift in investor 
preferences made financing by equity securities difficult or*impossible. Re- 
membering commercial-bank pressure in 1929-32 for the liquidation of short- 
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term loans, these concerns sought longer maturities with conditions adjusted 
to the operations to be financed. Where formerly the need to finance plant 
renovations, reorganizations, and expansion would have led to bond issues ` 
marketed through the traditional investment-banking channels, the require- _ 
ments of the Securities act imposed added financing costs and some disad- 
vantages with respect to flexibility. Private placement with the life insurance 
companies seemed to offer a way out. 

Second, on the supply side of the market, there have been the phenomena 
of large excess reserves of commercial banks, a steady growth of insurance 
funds awaiting investment, and markedly reduced interest rates. In brief, 
alternative forms of investment gave low yields and made funds readily avail- 
able for term loans, 

Third, again on the supply side of the market, new public policies en- - 
couraged term loans by commercial banks. Revised provisions of the Federal 
Reserve act facilitated conversions of assets in member bank portfolios, so 
that bankers had less fear of finding their positions frozen if they ventured 
into the medium-term field. The establishment of the Federal Deposit In- 
surance Corporation apparently led bankers to believe that their deposits 
would be more ‘stable and that there would therefore be less hazard in the 
making of medium-term loans, Then, too, the Federal Reserve banks and the 
Reconstruction Finance Corporation, although they did not originate term 
lending, are considered by Messrs. Jacoby and Saulnier to have “helped set 
the stage” for such loans; they developed the new techniques, educated com- 
mercial banks in their use, and participated with these banks in sharing credit 
risks in large operations. The Federal Housing Administration likewise de- 
veloped new techniques and standards in lending, especially the extension of 
loan limits by the use of carefully fitted plans of amortization. Changed stand- 
ards of bank-examining authorities released additional funds for term loans. 

In treating of the characteristics of term loans, the authors necessarily dif- 
ferentiate between the four types of lending institutions. Commercial banks | 
have most commonly made term loans for five-year terms, but there has been 
some tendency toward shorter terms in industries subject to wide fluctuations 
of earning power. Over one-half the number of term loans by banks, and 
about one-third of the amounts have been secured. 

In discussing medium-term loans by insurance companies the authors very 
properly are at pains to explain that these constitute only about 25 per cent. 
of the total volume of the privately purchased securities of these institutions; 
most privately placed securities have maturities exceeding 15 years. As most 
of the privately placed bonds and notes have been issues of corporations of 
the best credit ratings, it is not surprising that three-fifths of the number and 
two-thirds of the aggregate amounts of these issues have been unsecured. Most 
of this term credit has been used to retire or refund old obligations. Repay- 
ment arrangements have been similar to those of publicly placed issues, About 
one-fourth have had serial maturities. 

Term loans of the Reconstruction Finance Corporation have no statutory 
limit as to length of term. In practice, fairly long terms hqve been requested. 
Most of the loans have been for “‘new-money”’ purposes. The financial status 
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of the borrowers has been such that most of these loans have been secured 
by pledge of property. Nearly all loans have been repayable in instalments, 
not necessarily of equal amount. By statute, Federal Reserve bank loans must 
` not exceed five years in maturity, and can be only for “working capital” 
purposes. 
_ _ Perhaps the most interesting and significant phase of the new development 
is the decreased emphasis on the use and appraisal of pledged property and 
‘increased emphasis on the appraisal of the borrower as an income-producing 
business. Loan agreements have been used comparable with articles in mort- 
gage indentures, wherein covenants are entered into relating to the use of the 
funds loaned, the maximum permissible amount of credit to be available, the 
prohibition (or restriction) of long-term debt, the maintenance of minimum 
financial-statement ratios, control over the selection of management per- 
sonnel, the maintenance of adequate records, and provisions respecting ac- 
celeration of the debt under certain circumstances. “Administration” of term 
loans tends to involve a substantial amount of supervision of the affairs of 
the borrower during the period of the loan. 
~ The final chapter deals with “Term Lending in Defense and War.” Here 
there is a survey of the sources of funds for the financing of military goods. 
_ It is the authors’ opinion that banks are making four-fifths of the number 
` of all war loans and advancing over nine-tenths of the amounts of such credit 
granted, They note three results of defense financing: an extension of term 
credits of smaller size than formerly, a predominance of loans to provide “new 
_ money,” and increasing emphasis on the loan agreement rather than on the ` 
pledge of collateral security. They briefly explain also certain developments 
of public policy that seem designed to protect those who advance credit under 
the stress of the war effort. Such, for example, are the Assignment of Claims 
act of 1940, the use of the Emergency Plant Facilities Contract, a Treasury 
Department income-tax ruling on the rapid amortization of war plant, and 
the making or guaranteeing of war-production loans by the War and Navy 
Departments and the’ Maritime Commission. . 

This book is primarily a book of facts. The authors have been cautious in 
drawing conclusions from what may in time prove to be the “‘too few facts” 
of an experience of only a few years. Where they have ventured to explain as, 
for example, the conditions and considerations that have produced this new 
development in the market for credit, they have avoided controversial discus- 
sion. For the benefit of those who may wish to go behind the returns, there 
are three appendixes presenting supplementary tables of data and explanatory 
discussion regarding samples used. 

STANLEY E. HOWARD 

Princeton University 


. Financial Policies of Business Enterprise. By W. BAYARD TAYLOR. (New York: 
Appleton-Century. 1942. Pp. xxi, 846. $4.25.) 

Professor Taylor has written a very able book. Perhaps in po field of in- 

struction in econorfiics has there been more progress in recent years than in 


1943] BOOK REVIEWS Po 171 
corporation finance. Early texts were devoted chiefiy to technical description; 
some later ones attempted studies in the economics of corporate enterprise. 
Few did both successfully. It seèms to be the particular merit of this book that 
it has combined historical development, technical operation, and economic 
interpretation of the place of the corporation in economic life in a way that 
is extraordinarily effective. The field of corporation finance is wide and in- | 
volved, and every serious teacher finds the problem of selection of material — 
one of great difficulty. But here, in something like 850 pages, Professor Taylor 
has succeeded in describing the American corporation from a functional view- 
point with sufficient detail to be of use to advanced students, in raising most 
of the major questions of financial administration with suggestions as to the . 
best solutions found by American business men, and in presenting much more 
than, sketchily the fundamentals of economic theory in their impact on the 
corporation problem. 

The book is divided into nine parts. Part I treats of the evolution of business 
units, each in general being taken up from viewpoints of definition, historical 
background, and present characteristics, Included in this section is a chapter , 
on codperatives and the part they may play in future finance. Part II concerns ` 
itself with the organization and control of the corporation. It contains very 
well-considered accounts of technical procedures, and of the “crystallization 
of long-standing practice into statutes” in officer, director, shareholder rela- . 
tionships. Part IIT has to do with securities and their classification. It gives 
special attention to difficulties involving nomenclature, and it may be noted 
that more appreciation is shown of this than is usual in college texts. Part IV | 
approaches the problem of management from the standpoint of fixed capital. 
There is emphasis on the necessity for flexibility in capital structure, and on 
the differences inherent in various sorts of enterprises. Woven throughout is a 
study of the growing factor of public control, and of adaptation to business 
cycle changes. Part V concerns itself with the management of working capital. 
The chapters relating to banking are particularly well done. In his treatment of 
income accounts, reserves, surplus, and annual reports, there is full recogni- 
tion that the typical student of corporation finance is not highly trained in 
accounting, but that, unless he understands a good deal about both its strength 
and shortcomings, he will never understand financial operation. Aside from 
the work of Dr. Dewing, the reviewer has seen no presentation which seems 
better adapted to the needs of such students. Parts VI and VII go somewhat 
more deeply into technical accounting problems, much of the material being 
of a nature that may be assumed for those stuglents who have had accounting 
training. The chapter on business reports calls attention to difficulties arising 
from lack of standardization. Part VIII treats of the capital market. Aside 
from descriptions of technical phases, it contains a chapter on capitalization 
with some good illustrative cases. Part IX has to do with expansion, failure, 
and reorganization. There is no undue emphasis on these matters, attention 
throughout the book being centered rather on day-to-day operation. However, 
there are good chapters on the theory of competition and on the effects of 
the newer federal legislation on the reconstruction of embarrassed businesses. 

. The bibliographies are well selected, and not so extensiVe as to confuse the 
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student, As a contribution to the teaching of corporation finance, Dr. Taylor 

has produced a work of high merit. It does not lean heavily in the direction 

of wartime changes. But, after all, it is important to keep in touch with 

experiences developed during happier times, Business finance will need it all 

in the reconstruction days ahead. 

i J. Ray CABLE 
Washington University 


_ Public Control of Business; Public Administration; 
National Defense and War 


Administrative Regulation; A Study in Representation of Interests. By AVERY 
Letserson. Stud. in pub. admin., vol. 13. (Chicago: Univ. of Chicago 
Press. 1942. Pp; xiii, 292. $3.00.) 

The Judicial Function in Federal Administrative Agencies. By JosePu P. 
CHAMBERLAIN, NorL T. Dow1rne, and Paur Hays. (New York: The 
Commonwealth Fund. 1942. Pp. xii, 258. $3.00.) 

These two books are noteworthy additions to the growing literature on 
administration. Of the two, the first is broader in scope. It deals with the 
judicial, legislative, and ministerial functions of federal administration, as 
shared by organized economic groups. The scope of the second is somewhat 
more limited, confining itself to the judicial function as exercised by séveral 
federal administrative agencies. It is the most recent to appear in a series 
of studies in administrative law begun in 1928 by the Legal Research Com- 
mittee of the Commonwealth Fund. The two books supplement each other, 
the one emphasizing the substantive matter of administration, the other, 
the procedural. 

The purpose of Mr. Leiserson’s book is “to inquire to what extent the 
endowment of representatives of economic groups with administrative re- 
sponsibilities offers an effective means of solving economic conflicts, that is 
to say, in disposing of tension situations wherein the aid of government and 
the sanction of law is being sought (or fought) by each” (p. 3). A brief 
statement of his analysis and conclusions would run as follows: Interest 
representation in federal administration operates through organized groups. 
Its objective is “democratizing the organization of (public) authority” (p. 
262). He finds examples of interest representation in several typical forms 
of economic organization—the trade association, labor union, farmers’ co- 
öperative association, the stock and commodity exchanges. In the summary, 
dispensing, licensing, and adjudicating functions of administrative regulation, 
groups receive no distinctive treatment as compared with individuals (p. 73). 
However, in investigation, rule-making, and mediation, groups are being 

: accorded an increasing share in the decision-making process (p. 97). 

Federal experience affords little justification for direct representation of 
interest groups on administrative boards. Moreover, statutory provisions for 
` executive appointment of members of such boards from broad economic classes 
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are subject to political manipulation and fail to provide incentives to unified 
management of the agency’s affairs. They also tend to accentuate group 
conflicts outside the agency itself, and place responsibility for inadequate 
administration upon group organizations which were not organized for admin- 
istrative purposes (p. 110). However, there is a place for representative com- 
mittees which are advisory to administrative agencies: dealing with ‘problems 
of industrial and labor relations, primarily due to the need for considering 
divergent views as to the exercise of administrative discretion, but also 
because they permit recognition of nominees of influential group organizations 
and offer an opportunity for educating the leaders of these conflicting groups 
as to the necessity for their getting along together (pp. 274-77). 

` Both advantages and defects are found in the practice of dividing admin- 
istrative functions between public and private group organizations. The 
advantages are that elements of planning and direction are introduced into 
competitive economic relationships which would otherwise be chaotic. Also, 
it allows to the group principally concerned a measure of choice, depending 
on the nature of the legislation, between strict or loose control, subject to 
the review of the public agency concerned. Finally, it provides a check upon ` 
over-hasty or incautious incursion against individual rights and private 
initiative (pp. 237-38). The defects are that it lessens the responsibility of 
the public agency and places an embarrassing power in the group to impede, 
if not to block, the whole procedure provided in the law; and, when governing 
powers are delegated to a private association not firmly established or but 
recently established in the industry, charges of minority tyranny are likely 
(p. 278). The most important defect is fundamental and applies to the entire 
concept of interest representation. Since “it is based upon the principle of 
continuity with the past rather than faith in the efficiency of a legislated 
utopia,” the “difficulties of a process that requires time, piecemeal reform, 
and a capacity on the part of the groups to realize their public responsibilities” 
are “dishearteningly obvious” in a society which is characterized by an urgent 
need for solutions to economic maladjustments and ideological insecurities 
and is faced with mass demands for leadership which will promise immediate 
comprehensive action (p. 239). 

In the Chamberlain-Dowling-Hays book a description of the requirements 
of formal administrative procedure occupies most of the first chapter. The 
second discusses agency decisions and rules and regulations as means of 
expressing policy, and deals with Congress, the courts, the president, and 
public opinion as means of controlling the agencies. The bulk of chapter 
3 is devoted to administrative judicial sanctions, particularly sanctions on 
specific individual conduct, while chapter 4 deals with the means of access 
to the courts. The Supreme Court decisions in the Morgan cases provide the 
basis for a discussion of the constitutional background for statutory develop- 
‘ment. 

Certain significant points stand out in the volume, although it is primarily 
factual and descriptive. One is the authors’ conclusion that “the immense 
power of administrative agencies to enforce their policies is largely due to 
‘the character and variety and the effectiveness of the sanctions available to 
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the agencies” (p. 223). Of more significance is the authors’ refusal to be 
alarmed over this situation. Those sanctions which are exercised through 
judicial procedures are subject to review by the courts, and herein is found 
a “defensive against arbitrariness.”: But “the power to prosecute and the 
power of publicity are instruments of control for which the restraint of 
judicial procedure is not available” (p. 224). Yet this situation does not 
appear to the authors to call for fundamental reform. In taking this position 
they differ from those who charge that no administrative agency should be 
permitted to exercise the combined rôle of “prosecutor, judge, and jury.” The 
authors recognize frankly that these “important agencies for the control of 
business and social activities combine in themselves, within the area which 
they are created to regulate, a substantial merger of the powers of govern- 
ment” (p. 233). Their remedy, however, is not the setting up of additional 
agencies to review hearings. Instead, they suggest a number of steps— 
- improving the position of the trial examiner and putting more responsibility 
on him, the division of problems to be dealt with within a single agency, 
and the achievement of separation of function through internal reorganization 
of the agencies. After all, the authors remind us, “The majority of cases 
involving disciplinary action, against which the prosecutor-and-judge objec- 
tion can be most effectively directed, are settled informally” (p. 210). 

These books can be wholeheartedly recommended to students of adminis- 
tration, whether economists, lawyers, or political scientists. The study by 
Leiserson is particularly welcome. The activities of economic pressure groups 
in the fields of government and politics are increasingly the subject of 
unemotional analysis and exposition. Legislative lobbying especially has been 
studied, although too little attention has been directed to the political effects 
of economic power as expressed through legislative lobbies. Even less attention 
has been given to the activities of pressure groups in the judicial and admin- 
istrative fields. A partial explanation is the tardy recognition that adminis- 
trative agencies no longer confine themselves to administration in the tradi- 
_ tional sense but have gradually become the means through which supervision, 
regulation, and control of economic activity have been exercised. It was inevi- 
table that economic groups should become more and more enmeshed with 
the agencies which are “over” them, and systematic examination of these 
new relationships has been needed. Leiserson’s study explores certain of these 
relationships, carefully, methodically, and with insight. 

However, after reading this study a feeling of dissatisfaction with the > 
analysis is likely to remain. I suspect that it is due to the conception of the 
public interest which is used to measure the effectiveness of interest representa- 
tion. “The preponderant acceptance of administrative action by politically 
influential groups” is hardly a satisfactory criterion, as Mr. Leiserson claims 
(p. 16). A second reason may be the way in which the facts are viewed. These 
public activities are termed administrative regulation although in many fields 
public policy has gone beyond regulation and has become control. The authors 
of the other book view the situation differently, speaking frankly of “control 
of business and social activities” by federal administrative agencies. One gets _ 
the impression, therefore, that even though they focus attention on the judicial 
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phase of administration (which does not lend itself to “sharing” with repre- 
sentatives of economic interest groups), they are dealing with the problem 
at closer range than Leiserson. . 

Both books are recommended, but it should be added that neither is what 
would pass for good reading. There is little color in either book; in neither 
is the style pleasing. This is regrettable, for there is drama and human 
interest in public administration, just as in politics. Valuable though these 
volumes are, their worth would have been even greater had théir pages 

‘reflected some of this drama. 
Donatp C. BLAISDELL - 

Washington, D.C. 


Federalism and Freedom. By Sm Grorce Younc (London: Oxford Univ. 
Press. 1941. Pp. xvi, 204. $2.50.) 

Here is an important book. The author describes it as “an attempt to bring 
the probable reactions of European peoples against this war into relation with 
the factors and forces available for reconstruction. His treatment falls into 
three parts which may properly be described as political, economic, and legal. 
Under the political aspect of reconstruction he deals with “federating” and 
“federalizing.” The economic aspect he subdivides into the remedial and the 
reconstructive part, while under the legal he deals with the problems of war 
in relation to law and in relation to peace. 

The author describes himself as a diplomat and a political scientist, by 
training a conservative, by tradition a progressive. It seems like a useful com- 
bination of attributes; for he combines the theoretical with the practical and 
_ his book shows that he has-managed to blend them effectively. American read- 

ers—and perhaps not only American readers—might find themselves antago- 
nized at the outset by some British conceits, as when he writes that “my 
country and my class have done more in the past for European civilization than 
any other.” They should not allow themselves to be discouraged; for the 
author also. demands: “Let us plan our peace and proclaim it to all peoples of 
the world.” Personally, I admit to being also chilled by the assumption of a 
ruling class whose routine business it is to concern themselves with recon- - 
struction. “It is their business to see that propagandists preach it, professionals 
prepare it, the public approve it, and finally that politicians promote it.” I- 
wonder whether Sir George really believes in this ruling class bla-bla. For 
later he seems to be on a much more sensible track when he writes that “all 
‘the bravery of those who win the war will be wasted if we non-combatants 

[hardly the ruling class?] do not use our brains for winning the peace.” 

Politically, the author’s central contention is that federation of the de- 
mocracies, a union of the free, cannot be achieved without federalizing the 
larger nations. In order to scramble eggs, you have to break them, he says. 
Accordingly he sets forth a detailed program for a federal structure of Ger- — 
many, Britain and France. His plans for Britain and France tie right in, of 
course, with the thoughts and proposals of regionalists gnd decentralizers 
expounded with much ardor and little success these many years. As for 
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Germany, his plan provides a genuine federalism based upon the dismem- 
berment of Prussia, and the grouping of the small principalities into a pattern 
` which would provide for a total of ten rather sensibly constructed federal 
units or cantons, Saxony, Bavaria, Swabia, Rhenania, Westphalia, Hanover, 
Prussia, Silesia, and Berlin, each being a unit of about equal size, roughly 
seven to nine million inhabitants, The inclusion of Austria as one of these is 
likely to be considered the most controversial aspect of this proposal. But 
if we may judge by the reaction of various groups to the untimely appearance 
of Otto von Hapsburg upon the diplomatic horizon, there is some ground for , 
supposing that, by and large, the inclusion of Austria in a German federal 
union seems less objectionable than alternative plans. At times, Sir George 
Young’s enthusiasm for his intrinsically sound idea carries him rather far, as 
when he insists that all prospects for a real union depend upon France’s accept- 
ing such federalizing. For if that were so, I fear that the prospects are not 
very good. f 

Even more startling to the American reader, and yet quite characteristic 
for the changing outlook in Britain, is the author’s ready advocacy of close 
coöperation between a capitalist Britain and a communist Russia. Time and 
_ again, Young returns to the theme, that “the possibility of combining British 
Capitalism and Russian Communism in one Federal Union is the criterion 
of European Federalism.” The author feels that unless such union is organized 
and made to function “the British and Russian fronts would come into 


catastrophic collision” in the area of Eastern Europe. “Association between 


Capitalism and Communism in a European Union will be a better insurance 
against internecine or international war than any armed security,” we are told. 
But such close coöperation depends upon acceptance of certain basic liberties 
by both, Sir George concedes, and yet he gives no clear reasons why such 
liberties are likely to.be adopted by the Soviet Union. Maybe they will be; 
many of us hope so. But if coöperation is based upon so uncertain an if, and 
the abyss of large-scale warfare looms on the other side, the prospect is gloomy 
again, to say the least. It would seem to me that a pacific Federal Union of 
the Free could hope to live at peace with a pacific Soviet Union, if a candid 
recognition of what divides us be made the basis of economic relationships. 

In his discussion of the economics of reconstruction, Sir George covers 
very considerable ground rather sketchily. In less than seventy pages he dis- 
courses upon debts, tariffs, price controls, depressions, currencies, colonies 
and the rest. But while his brief comments can hardly be convincing to the 
unbeliever, it can in general be said that his outlook is broadly progressive 
and sensible. He has little patience with those who would return to a laissez- 
faire economy but would rather seek to deal with economic problems through 
governmentally regulated corporations such as have come to play an increasing 
rôle in British economic life. In the management of the giant corporation, 
its personnel would play an increasing rôle, both directly and indirectly. Sir 
George is in favor of cancelling the intergovernmental war debts and of. 
“federalizing” the debts to private individuals. This proposal resembles what 
was done at the time the American Union was founded. He also desires the 
destruction of the British and other colonial empires and their absorption into 
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a mandate system operated under international auspices. Since all these are 
merely hinted at, you can take them or leave them. This reviewer would take. 
a good many of them. 

In the concluding sections the author deals with the problems of war and 
peace. Having no use for the devil and class war theories, he sets forth the 
now increasingly accepted view of war and peace as part and parcel of the 
same social context, expressive of the social tensions and conflicts contained 
in given social situations. In another part of the book he states it as his view 
that “the causes of this war are essentially economic.” The sum and sub- 
stance of Sir George Young’s thought on this all-important subject is perhaps 
best given in this sentence: “No peace can be permanent however carefully 
it had been prepared by us as victors, unless it was also such as we should 
have been prepared ourselves to accept if vanquished.” May the makers of 
the peace-to-come rise to that level of comprehension and enlightened self- 
interest! 

CARL J. FRIEDRICH 

Harvard University i 


The National Bituminous Coal Commission; Administration of the Bituminous 
Coal Act, 1937-1941. By Rarru Hais Bager. (Baltimore: Johns Hop- 
kins Press. 1941. Pp. 356. $3.00; cloth, $3.50.) ‘ 


The present dearth of fuel oil has again focused attention upon bituminous 
coal and coal prices. Professor Baker briefly discusses the establishment of 
maximum coal prices during World War I, then gives the background to the 
Bituminous Coal act of 1937, the administration of which is the theme of 
his informative book. 

The 1937 act provided for a National Bituminous Coal Commission of 
seven members appointed by the President, two to represent the interests of 
coal miners, two the interests of coal operators, and three to represent those of 
the public. Twenty-three district boards were grouped into 10 minimum price 
areas, and each board was to propose minimum prices that would return an 
average realization per ton that approximated the weighted average costs of 
production in the given price area. After approval by the Commission these 
prices were to be the legal minima. 

The act enumerated certain unfair marketing practices and provided a 
code, the violation of which was subject to a tax of 1934 per cent of the sales 
price of coal at the mine. An unusual feature was the provision for an inde- - 
pendent consumers’ counsel to represent the interests of the consuming public, 
and an excise tax—one cent a ton on all coal mined—to provide funds for 
the administration of the act. 

The Commission was abolished in July, 1939, and its functions and most 
of its personnel were transferred to the Bituminous Coal Division in charge 
of a one-man director in the Department of the Interior. Minimum prices 
established by the division in October, 1940, were approximately 11 cents a 
ton above those prevailing under free competition in 1937, „With minor modi- 
fications these minimum prices remained in effect until frozen as of March 
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` 28, 1942, by the director of the Price Stabilization Division, National Defense 
Advisory Commission. : 

The act also provided for the establishment of maximum prices by a uni- 
form increase over minimum prices prevailing in any district but stipulated 
that such maximum prices must yield a reasonable aggregate return over the 
average costs of the respective districts, and that no maximum prices that 
would not yield a fair return on the fair value of the property could be 
established for any mine. The price-freezing order avoided the conflict be- 
tween the standards of weighted average costs and fair return on fair value. 

Personnel problems were largely due, the author says, to the exemption of 
attorneys, special agents, technical experts and examiners, and the managers 
and employees of the statistical bureaus, from civil service requirements. This - 
exemption subjected members of the Commission to political pressure. to 
employ unqualified personnel. Congress provided this exemption and must 
share the responsibility for patronage and personnel difficulties. 

The representation of conflicting interests on the Commission Jed to numer- 
ous disagreements not easily reconciled. The Commission also suffered from 
an unwillingness among officials to delegate minor authority in internal man- 
agement, After the Commission was abolished, the Bituminous Coal Division 
recognized that “the administrative effectiveness of any agency is determined . 
largely by the quality of its personnel,” and successfully solved its personnel 
problems. ; 

The difficulty of meeting procedural requirements of due process of law in 

- the establishment of thousands of minimum prices based upon weighted aver- 
age costs of production, and giving consideration to the kinds, qualities and 
sizes of coal, transportation charges, relative market values, seasonal demand, 
values as to uses, fair competitive opportunities, and competing forms of fuel 
and energy, is inherent in the regulation of any industry as complex and far- 
flung as the bituminous coal industry. Nevertheless, “it is generally conceded 
that the Coal Division has performed the tasks devolving upon it with a fair 
degree of efficiency and effectiveness.” 

The Federal Power Commission has jurisdiction over natural gas pipe- 
line rates, the Interstate Commerce Commission determines both pipe-line 
rates for transporting petroleum and petroleum products and freight rates on 
bituminous coal, and the federal government is promoting a great hydro- 
electric power program, “No better example could be given of the necessity 
for the codrdination of the regulatory activities of the government. The di- 
vergence of interpretations . ., emphasizes the necessity for central planning, 
the more so, since natural resource industries are involved. If industry is to 
be regulated, it is fruitless for regulatory agencies to travel different roads.” 

In discussing the possible alternative methods of control—unrestricted 
competition, industrial self-regulation by marketing agencies, government 
price fixing and production control, and nationalization of coal mines—Dr. 
Baker disappoints the reader by not giving his opinion as to the best form of 
control for future regulation. His opinion would be particularly valued because 
of the approaching expiration of the 1937 act on April 26, 1943, 

This book will interest mineral economists and political scientists, what- 
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ever their views upon the proper relations between government and industry. 
It should be read by mine union officials and coal operators, and especially 
by members of Congress, before the act expires. 


_ WELIAM Y. WEBB 
Washington, D.C. 


Economic Problems of War. Edited by Gzorcr A. STEINER. (New York: 
Wiley. 1942. Pp. xi, 685. $3.50.) 

A symposium by twenty-eight writers, and dealing with a field which is not 
yet clearly defined, permits an exception to the rule against the “topical > 
index” review to the extent of first listing the authors and indicating the 
general range of their subjects. The following men produced the present 
volume: John F. Bell, Samuel E. Braden, Robert A. Brady, Elmer C. Bratt, , 
Wallace T. Buckley, C. Lawrence Christenson, William C. Cleveland, Frank 
G. Dickinson, Marvin L. Fair, Maynard Gertler, Albert Haring, J. Edward 
Hedges, Lyman Hill, O. B. Jesnes, John F. Mee, Taulman Miller, Mark C. 
Mills, James E. Moffat, David Novick, Harry Oshima, Ernest. Minor Patter- 
son, Vergil D. Reed, Albert Rose, Harry C. Sauvain, Nathan L. Silverstein, 
George A. Steiner, Albert Viton, and Arthur M. Weimer. 

Their book relates predominantly to wartime problems: war potential, 

mobilization of war resources, war organization at home and abroad, profits 
and individual prices, fiscal policy and the price level, priorities and alloca- 
tions, and such selected problems as labor, transportation, retailing, housing, 
insurance, and agriculture. Two chapters out of the total twenty-six are 
devoted to the economic aftermath (costs and reconstruction), one to the 
economics of peace, and one to the outlook for capitalism. 
_ Skillful editing has succeeded in knitting a wide variety of subjects into a 
coherent pattern. Excessive repetition has been avoided, the writing is gen- 
erally clear and interesting, and for the most part. the chapters are not over- 
burdened with detail on administrative agencies and procedures. In itself the 
list of authors carries weight. -It is also such as to give pause to a solitary . 
inquiring reviewer. Yet it seems fair, since both the academic and the prac- 
tical sides of war economics are very much in flux, to raise some questions. 

First, a few details. In chapter 7, on inflation, an illustration seems to cheat 
a little by speeding up the circulation rate of money. This is done by having 
the government spend part of the national ingome twice in the same period 
(“year”), whereas in a preceding illustration used as the point of departure 
the turnover rate of the entire national income is one. In chapter 9, on govern- 
ment fiscal policy, it is not clear in what sense “prices” are supposed to be 
increased by a general retail sales tax. If we ignore its relation to inflation, 
could such a tax raise retail prices, by shifting resources to products not 
. subject to retail sale, without causing an offsetting decrease of prices in the 
fields acquiring the shifted resources? Considered as a curb on inflation, 
could it raise the general price level? In chapter 23, why are monetary costs 
of war identified with “direct” costs, and -real costs with “indirect” costs? 
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Are not the money costs of war both direct (discernible in the budgets of 
belligerent governments) and indirect (not reflected in such budgets)? And 
- are not money costs and real costs largely the same costs considered from 
different points of view, the real costs being the things measured and money 
being the measuring rod? In chapter 24, the argument that “accumulated 
deficits” will increase the post-war demand for durable goods prompts the 
question whether a decline of national income and of economic inequality 
will not tend to reduce the demand for durable (future) goods. But such 
details do not appreciably handicap the book in-doing what it sets out to do. 

More important questions are raised by considering the distribution of 
emphasis, They stem from the root question: why books on the “economics” 
of war? Edwin Cannan likened the subject to the blank piece of paper 
entitled “Snakes in Iceland,” the point being that all war is civil war and 
there is no economy in it. Should it not be an outstanding rather than an 
incidental object of such works to explain how uneconomical wars are, and 
why, thus indicating how much we could afford to invest in the prevention of 
_ war? The basic reason for the extreme costliness of modern war is not, as 
chapter 23 of this book suggests, the.expensiveness of war armament. On the 
contrary, technical advances in armament would much reduce the cost of war 
by producing an early verdict, if they gave the offensive a great advantage 
over the defensive—if they really enthroned the blitzkrieg. Can departmentali- 
zation of the social sciences warrant the omission from treatises on war eco- 
nomics of factors so profoundly affecting war economics as do the factors 
which determine whether a strategy of attrition will dictate the outcome 


~ of war? 


Again, should two-thirds of the discussion of war costs be devoted to 
economic cycle theory, and most of this to Kondratieff cycles? Finally, should 
not very careful attention be given to the relations between money costs and 
real costs? Otherwise, the mechanism of opportunity costs seems to lack point. 
Within the framework of relatively stable and accepted values which prevail 
in peacetime, this mechanism is illuminating. In wartime, we shift to a radically 
different set of values. The opportunity cost of war is peace itself, just as the 
opportunity cost of peace is war. Here the measuring rod of money does not 
suffice. We are evaluating two sets of values. This is what the war is about, 
and an “economics” which knows it not would not seem to shed much light 
_on the “cost” of war. 

Without holding the authors particularly responsible, of course, some as- . 
pects of government “policy” gre disturbing: The basic trouble lies in trying 
to have it both ways—the respective ways of war and peace. Must we avoid, 
as “totalitarian,” the controls—notably real general price ceilings, rationing, 
and forced saving—which are needed to prevent inflation from threatening 
our war effort? Again, must government enterprise, having shifted some re- 
sources (say, strategic materials and potential college students) to war, leave 
it to private enterprise to find new employment for the codperant resources 
(small manufacturing plants and college professors) which are thus made 
idle? Is “democracy” a convincing reason for preserving what war itself . 
necessarily renders*both unfair and inefficient? In any case, is it really true 
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- that we, having drafted young soldiers at ceiling prices, would balk at having 
our labor services and property conscripted on similar terms? 


Bruce KNIGHT 
Dartmouth College 


Industrial Organization; Price and Production Policies; 
Business Methods 


Industrial Concentration and Price Inflexibility, By ALrrep C. NEAL, (Wash- 
ington: Am. Council on Pub. Affairs, in coöperation with Brown Univer- 
sity. 1942. Pp. x, 173. $3.25.) 

The material in this book falls into two major parts. The first four chapters 
comprise a critical summary of present theories and data relating to imperfect 
competition and cyclical price inflexibility. This part of the book affords a 
highly useful condensation and often penetrating critique both of the various 
contributions to the theory of imperfect competition and of the existent data 
on depression price movements. Dr. Neal exhibits a broad knowledge of 
theory within the framework of which he analyzes the theoretical significance 
of new additions to data on cyclical price behavior. 

The latter part of the work consists of original computations and deduc- 
tions concerning the relation between price inflexibility and industrial con- 
centration. Here, Dr. Neal adopts the view that price changes should be meas- 
ured against changes in prime costs; that the extent of the price decline of a 
product between a “normal” (or “boom”) year and a depression year should 
be compared to the decline in its unit prime costs; and that the price behavior 
of a product during such a period cannot be regarded as “inflexible” if its 
price decline, however small, is as much as, or more than, the decrease in its 
unit prime costs. Such an approach, if it could be based upon adequate price 
and cost statistics, would be of considerable economic interest. Unfortunately, 
the statistical data used by Dr. Neal are not adequate for that purpose. 

Dr. Neal obtains his price data by dividing the Census of Manufactures 
value of products for an entire industry by the physical output of the industry, 
a process which yields an industry-wide unit value of products. This method 
has the obvious defect that the Census value of products for an industry is 
not a price figure, but a gross income figure, since it represents the selling 
values, at the factory or plant, of all commodities produced by the industry. 
Inasmuch as most Census industries include a large number of products, as 
well as a great number of different grades and varieties of those products, 
the value of products for an industry can and does fluctuate not only because 
of changes'in the prices of those commodities but also because of changes 
in their relative importance. Such changes in composition generally make 
industry-wide value of products unusable as prices, especially during periods 
of great economic change, such as those chosen by Dr. Neal, i.e., 1929-31 and 
1929-33, Thus, during the depression, the sales made by industries producing 
semi-finished or capital goods generally fell off more fn the ‘case of those 
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products which they sold to the severely depressed heavy goods field than 
those which they sold to the more stable consumer goods field. When the 
products sold to the two fields were different in character and'in price, which 
was frequently the case, marked fluctuations occurred in the industry’s value 
of products. 

Likewise, in other fields, particularly the consumer durable goods industries, 
new low-priced products or models which were introduced during the depres- 
sion years often achieved relatively large sales volumes, thus lending a down- 

. ward bias to the industry’s value of products. y 

Despite the obvious fact that changes in the composition of the various in- 
dustries were extensive during the periods selected, Dr. Neal, in order to 
make use of the value of products figures as prices, has to make the remark- 
able assumption that, “The composition of output—type, proportion of each 
type, etc.—is assumed to remain constant for this discussion” (p. 104). To 
this statement he appends a footnote, “It can be demonstrated that the effects 
of shifts in composition of output upon the indices will not be significant” 
(p. 104). However, no such demonstration is presented. 

To find in the latter part of the work that Dr. Neal uses as his price figures 
the unit value of products for an entire industry comes as somewhat of a 
surprise, since he indicates an awareness of their defects by setting forth on 
earlier pages (pp. 94, 95) the standard objections to their use when derived 
for an individual commodity of a Census industry. Such unit value figures for 
an individual commodity are affected much less—though still seriously—by 
changes in composition than are unit value figures for an entire industry, and 
thus approximate prices far more closely than do the industry-wide figures. 

There are certain other aspects of Dr. Neal’s analysis which bear investiga- 
tion. It is his purpose to compare the percentage change of prices during 
1929-31 and 1929-33 to that of unit prime costs in industries of varying de- 
grees of concentration, and thus to discover whether or not the percentage 
change in price exceeded the change in unit prime costs. He particularly seeks 
an answer to the question of whether or not in the concentrated industries 
the decline in price was less than the decline in unit prime costs. 

Here, too, the figures used by Neal as prime costs—“Costs of Materials, 
Containers for Products, Fuel, Purchased Electric Energy” and “Wages”— 
are not suitable for the purpose to which they are put, since they are also 
derived from the Census, and suffer from the same defects as his price data. 
Dr. Neal attempts to by-pass the problem of changing composition by assum- 
ing that during 1929-31 and 1929-33 the effect of any such change would 
be the same on costs as on prices. 

... if such a shift in composite production should occur, it is reasonable to expect that 
the shift would be reflected in the average direct cost index also, so that calculations based 
upon the difference between the movement of one series and the movement of the other 
would not be affected seriously (p. 108). 

But this does not appear to be a reasonable assumption, since it implies 
an exact similarity in the movements of an industry’s unit prime costs and 
its unit value of products which can hardly be expected to exist. - 

In addition to these methodological defects, Dr. Neal has a tendency to 
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forget that he is dealing only with percentage movements. He states, for ex- 
ample, that “Amplitude of price change will, of necessity, be small if ampli- 
tude of direct cost change is small” (p, 134). Or, “. . . inflexibility of direct 
costs imposes a restriction upon price cuts...” (p. 132). Such statements 
overlook the possibility that the price may have been far above unit direct 
costs during the base year. The relationship between actual prices and actual 
costs is ignored in any work of this kind, and no conclusions regarding a 
necessary “amplitude of price change” or a “restriction upon price cuts” can 
be drawn from data which merely indicate the percentage change in costs. 
Dr. Neal says of his work that it “. . . thoroughly explodes the widely held 
notion that concentration exercises its deleterious effects, if any, through price 
behavior alone” (pp. 2, 3). He may be able to accomplish this objective, but 
it will require the-use of data and assumptions different from those used in 
` this work. 
$ Joun M. Brar 
Washington, D.C. l 


The Price of Milk. By R. W. Bartietr. (Danville, Il: Interstate Printers 
and Publishers, 1941. Pp. 171. $1.75.) 


Professor Bartlett’s discussion of milk prices is intended, as he states in the 
Preface, primarily for the general public rather than for those closely asso- - 
ciated with milk marketing. Thus his development of the subject is non- 
technical, and his style of writing is informal. 

The subject matter of the book may be grouped in three divisions: price 
plans used in paying producers, possibilities for lowering prices to consumers, 
and monopoly practices of distributors and labor unions. 

An obvious weakness of the federal marketing orders, according to Professor 
Bartlett, is that they fix producer prices too far in advance. This statement 
illustrates a tendency, perhaps inevitable in a popular book of this type, to 
sacrifice exact accuracy in the attaining of simplicity. The federal milk 
marketing orders specify different prices which dealers must pay for milk: 
used in various ways; they do not directly fix producer prices. Minimum 
prices to be paid producers are determined by two factors: (1) the amounts 
of milk which dealers use in each classification; (2) the prices provided by 
the order which dealers must pay for milk going into the various uses. Thus 
the orders do not provide directly for minimum producer prices, but do so 
indirectly. The author follows his statement of the obvious weakness of orders 
with a discussion of the advantages of having marketing orders provide for 
formulas determining class prices rather than for fixed dollars and cents class 
prices, thus avoiding the weakness of rigidity i in producer prices, 

Professor Bartlett states that “the method of price determination by pro- 
ducer organizations has had a tendency to set prices for fluid milk at too high 
a level and those for manufacturing milk at too low a level, the result often 
being that neither are in line with supply and demand.” Following this state- 
ment, the author discusses the merits of federal orders in which fluid milk 
prices are related.to prices of milk for manufacturing purposes as “a price 
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system that works.” Under the federal order for the New York City market, 
-however, for which the supply of milk is about the same as the combined 
milk supply for all other markets in the United States under federal orders, 
the spread between the Class I price and the price paid for milk by mid-west- 
condenseries has been about the same since the fall of 1938 as it was between - 
the spring of 1921 and the fall of 1938 when classified prices without a federal 

` order prevailed. 

The author advocates that consumers purchase milk at stores, where re- 
duced distribution costs permit a lower price of milk, rather than from retail 
routes, Quantity discounts on retail routes are recommended so that the sav- 
ings accomplished through large-volume deliveries will be passed on to the 
consumer. Paper containers are advised to the extent that they lower distri- 
‘bution costs, improve services, and are acceptable to consumers. 

Professor Bartlett gives a detailed description of monopoly practices in milk 
distribution, with particular reference to the Chicago market. It is the author’s 
view that vigorous enforcement of antitrust laws provides the best means of 
eliminating monopolistic activities in the milk business, thus permitting com- 
petition among distributors to lower distribution costs and prices to consumers. 

Two corrections should be made in the tabular data, one on page 6 where 
the dealers’ gross handling margin in 1930 should be reduced by one cent 
per quart, and the other on page 93 where the average hauling cost to producers 
per farm stop was decreased by 25 per cent through the revisions of hauling 
routes, rather than increased by 25 per cent. 

. In bringing to public attention many of the problems involved in the pric- 
ing of milk, the book is a valuable contribution. 
STEWART M. JOHNSON 
Cornell University 


Mining; Manufacturing; Construction 


The First Century and a Quarter of American Coal Industry. By Howar N. 
EAVENSON. (Pittsburgh: Privately printed. 1942. Pp. xiv, 701. $8.00.) 

The author of this weighty volume is the dean of the American coal industry. 
Probably no man in the industry can even approach his wide knowledge 
of coal fields, mines, and mining men. As senior member of a firm of consulting 
mining engineers and appraisers, his long experience in all phases of the in- 
dustry. has given him the background to write the much-needed standard opus 
about the American coal industries. 

It is only after this statement about the author’s unique qualifications that 
the reviewer regrets to state that Mr. Eavenson’s book (with the exception of 
pages 418-21) does not cover the period to 1942, but runs from the earliest 
beginnings of coal mining in this country only to the eighth decade of the last 
century. For this early period of the industry, Mr. Eavenson has given us a 
scholarly documented compilation of all available records and maps of the 
discoveries of coaf fields and of the men who started to mine them and trans- 
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port the coal to market. This information, including many long quotations 
from sources which are scarce and difficult of access, and the tables of early 
statistics on output and prices are the great contribution of the author to our 
knowledge of the industry. Here is source material which everyone interested 
in the history of American coal will have to fall back on. 

It is only in chapter 38 that the author has yielded to the temptation to 
summarize and analyze, the wealth of material he has gathered in the pre- 
ceding chapters. He merely hints that the early development of the industry 
was greatly influenced by easy access to river transportation and that the 
first mines prospered along the banks of the James, Susquehanna, Mononga- 
hela, Ohio, Kentucky, Cumberland, and Big Muddy rivers. 

The canal era which began in the 1820’s was not launched to accommodate 
coal traffic. But to everyone’s surprise coal soon proved to be the most valuable 
source of freight revenue. As soon as this was recognized, railroad builders 
began to go after the business and in turn developed rich coal fields until then 
untapped, The author presents a map of railroad systems, showing in various ` 
colors what rights-of-way were built before 1840 and in each decade from 
1840 to 1880, and another map giving mine locations in 1880. By comparing 
the mine locations with the time of building any portion of a railroad, the ap- 
proximate time of opening of any coal field can be recognized, as the mines 
were not opened before the railroads were built to them, except in a few cases 
where they were on the banks of navigable rivers or canals. 

This meant, of course, that until about 1885 the location of a mine with 
respect to transportation was much more important than the thickness of the 
seams or the chemical analysis of the coal. Only after a network of railroads 
covered the eastern part of the country was mining concentrated in the best 
coal fields. 

For the period up to 1885, this book is destined to become the standard 
reference work; for the period ‘after 1885 the job is still to be done. Who would . 
be better qualified than’ Mr. Eavenson?- 

R. M. WEIDENHAMMER 

Washington, D.C. 


Transportation; Communication; Public Utilities 


International Air Transport and National Polisy. By OLIVER J. LISSITZYN. 
Stud. in Am. foreign relations, no. 3. (New York: Council on Foreign 
Relations. 1942. Pp. xviii, 478. $5.00.) : 

. The fundamental point of view expressed by Oliver J. Lissitzyn in his 
interesting book is summed up in a sentence stating that “The United States 
cannot ignore the fact that air transport is an instrument of national policy; 
our attitude toward international air transport has been, and must continue 
to be, consistent with that fact” (p. 422). In support of and elaboration 
of this point of-view, Mr. Lissitzyn has made a number of important contribu- 
tions to the literature on air transportation. The study is an outgrowth of the 


186 - THE AMERICAN ECONOMIC REVIEW : [MARCH 


author’s participation as a research fellow and rapporteur in 1939-40 for a 
study group of the Council on Foreign Relations. 

The book is divided into four main parts, with Part I (97 pages) con- 
taining a first-class analysis of international air lines as potent instruments 
of economic, diplomatic, and military national policy. He emphasizes the 
fact that the narrowly commercial aspects of aviation cannot at present be ` 
of paramount importance on international routes and predicts that the 
` most recent developments in transportation and communication, among which 
the airplane occupies a very important place, are likely to have far-reaching 
influences in the field of international relations. These influences will speed 
up the tendency for the larger political entities to increase in size and degree 
of integration and for the smaller states to be absorbed into the larger. Like- 
wise they tend to decrease the value of all national boundaries, and as 
natural boundaries lose their significance, international strains will probably 
increase. As a result the airplane may hasten the establishment of some 
- system of world order “whether by the sword or by conference.” 

In Part II (192 pages) Mr. Lissitzyn brings together valuable information 
with respect to governmental promotion of air transportation by all the 
countries which have been active in this field. While much of this.information 
has previously been available in official documents, it is very helpful to have 
it assembled in one place. Also in Part II there is a very good discussion 
of the reasons for governmental assistance or regulation of international air 
lines. Briefly summarized, it is pointed out that governments wish to control 
such companies because they have always been inclined to regulate any form 
of transportation; because international air transportation is important in 
spreading national prestige and propaganda; because of obvious military 
aspects; because governments would have an insufficient control over the 
expenditures of subsidies without regulation; and because government regu- 
lation facilitates the raising of capital. 

Proceeding from this analysis, Mr, Lissitzyn points out that there are 
good reasons why some governments do not take over the airlines entirely 
but continue the system of private ownership. In addition to the usual argu- 
ment. regarding difficulties of management, two more important reasons for 
“the preservation of the outward forms of private enterprise” are given. 
The first is “the tradition of private enterprise coupled with the hope, still 
alive in the ‘democracies’ at least, that the exigencies of the international 
situation which forced the non-economic development of air transport will 
not be permanent, and that å transfer of the international struggle for power 
to an economic level is possible.” The second reason is that, in dealing with 
foreign countries, it is politically more difficult for a governmental department 
to gain concessions, such as landing rights, than for a private enterprise to 
gain such concessions. - 

In Part III (76 pages) the chief contribution is a good description of the 
expansion of air transportation in the Western Hemisphere and a noting 
of the difficulties of the past and the opportunities for the future. 

In Part IV (58epages) there is not only a good discussion of the diplomacy 
of air transportation but also an evaluation of the doctrine of “freedom of 
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the air.” The author points out that the United States probably would have 
gained rather than lost in the recent past if freedom of the air had been a 
generally accepted international principle. Regardless of this fact, there is 
‘little likelihood of the adoption of the principle throughout the world even 
in a time of general peace. 

Mr. Lissitzyn closes his book with a statement that America’s air transport 
effort in the international field should in the future be directed toward three 
main objectives: “(1) the economic, cultural and strategic consolidation and 
development of the Western Hemisphere, and its dependencies, in a direction 
advantageous to the United States; (2) the prevention of the establishment 
or maintenance in the Western Hemisphere of non-hemisphere air transport 
interests threatening the military, political or economic interests of the 
United States; (3) the development and control of the air transport links 
of the hemisphere with all other parts of the world, for purposes of peaceful 
intercourse as well as for strategic advantage.” 

The book as a whole shows evidence of careful research, Only at rare inter- 
vals do minor errors creep in, such as reference to the Railroad Labor act 
(p. 102) instead of the Railway Labor act. 

One of the chief weaknesses of the book appears in chapter 11 where the 
author is discussing the relative advantages of monopoly and competition. 
A large part of the discussion is based upon an analysis of costs of operation. 
Much is made of the familiar proposition that firms with a high percentage - 
of fixed costs (or “constant costs” as they are called in this book) will be 
able to take on additional increments of business with resulting decreased 
average costs and that such firms will generally go after any additional traffic 
that will bring in more than the marginal cost. There is certainly no quarrel 
with this line of-reasoning, but there is need for an expansion of the subject, 
particularly with respect to the possibility of reduced unit costs of service 
in the long run as the firm increases its scale of operations and the size of 
its investment. In the air transportation industry the possibility and the prob- 
ability that unit costs decline in the long run are certainly important and - 
probably more so than the fact that existing firms have both fixed and 
variable costs. 

In an evaluation of the book as a whole Mr. Lissitzyn is to be commended for. 
his analysis of air transportation as an instrument of national policy. It will 
be necessary for those who write the peace after this war to consider many 
of the propositions that are contained. in this book. 

e CLAUDE E. PUFFER 

The University of Buffalo - 


The Hoch-Smith Resolution, A Study of a Congressional Mandate on Trans- 
portation. By E. O. Marori. Agric. hist. ser. no, 4. (Washington: Bureau 

of Agric, Econ., U. S. Dept. of Agriculture. 1942. Pp. vi, 117.) 
The Hoch-Smith resolution has been relentlessly probed by students of 
transport regulation, and more than a decade ago was quietly interred by . 
the Supreme Court. One therefore approaches with some reluctance this latest 
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exhumation presided over by Dr. Malott. However, those with the hardihood 
to survive an unattractive format and a text considerably overloaded with long 
quotations will find a constructive treatment of the subject. 

The Hoch-Smith resolution, enacted in 1925 and still in statutory effect, 
contained three main provisions. (1) It directed the Interstate Commerce 
Commission when adjusting freight rates to consider “in so far as—legally 
possible—” the conditions prevailing in various industries. (2) More spe- 
cifically, the resolution authorized and directed the Commission to under- 
take a general rate investigation. The theory was that such an investigation - 
would furnish a base for a universal and scientific overhauling of the entire 
rate structure. (3) The resolution also directed the Commission to give par- 
ticular attention to the depressed condition existing in agriculture and to 
readjust rates on agricultural products to the lowest lawful rates “compatible 
with the maintenance of adequate transportation service.” 

Dr. Malott traces in some detail the legislative history and economic set- 
ting of the resolution; the unhappy efforts of the Interstate Commerce Com- 
mission to find some formula by which it could give “depressed” industries 
preferential rate treatment and at the same time discharge the legislative 
mandate of the Transportation act of 1920 to keep the railroads from de- 
-teriorating into the same depressed category. He concludes, of course, that 
all of this ponderous effort “failed to fulfill the expectations of the agricul- 
tural groups. ...” 

Unfortunately the rather narrow limitations placed upon the scope of this 
study tend to obscure the broader significance of the author’s findings. Issues 
of public policy raised by the Hoch-Smith resolution are not, except by 
implication, identified with or evaluated in terms of federal highway policy; 
the controversy over alleged freight rate discrimination against the southern 
states; and recent attempts fo subordinate the so-called independent regula- 
tory commissions to the executive branch of government. All of these are 
` integral parts of a single program to utilize the transportation plant and its 
services as an instrument of centrally controlled economic policy. In any 
event, issues of this type could be readily resolved if all special interest groups 
would accept the wisdom of Dr. Malott’s admonition to agricultural interests. 
The most significant observation’ resulting from the author’s study of “an 
attempt to obtain rate concessions from the present transportation system” 
is that “a more effective solution for agriculture may be to improve the 
- efficiency of present methods of transportation and to experiment with and 
develop other means.” ° l 

CHARLES L, DEARING 

Washington, D.C. 


- Agriculture; Forestry; Fisheries 


The Social Economics of Agriculture. By Witson Gre. Rev. ed. (New York: 
Macmillan. 1942. Pp. xii, 720. $4.00.) 


An alternative title to Professor Gee’s book might be 4 Short Encyclopedia 
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of American Agriculture. Its scope is so broad, covering as it does all phases 
of agriculture and rural life, that to criticize it on the basis of inadequate treat- 
ment of narrow fields of specialization is medningless. 

The book is divided into five parts and twenty-seven chapters. Part I, “The 
Setting of the Agricultural Problem” (chaps. I-V) presents an excellent his- 
torical background of agricultural development and its importance to civiliza- 
tion from colonial times to the New Deal. Part II, “Economic Elements” | 
(chaps. VI-XIV), is not a discussion of economic theory but covers many 
special topics: farm management (why be a farmer, how to select a farm, farm 
accounts, etc.), land utilization (combination of factors, diminishing returns, 
erosion, etc.), land tenure, labor and wages, financing, insurance, marketing 
and price determination. Theory appears in small doses attached to specific 
problems of rent, wages, and prices. Part IV, “Some Political Problems” 
(chaps. XXI-XXII), deals with the changing rôle of government in modern 
society, the history and problems of tariffs, and the inequity of present taxa- 
tion. Part V, “Rural Institutions” (chaps, XXIV-XXVI1), presents the small 
town, the family, the church, and the school. 

On the whole, the material has been selected with care and insight in many 
fields and is presented in a lucid and interesting manner. There are, however, 
some specific questions that must be raised. In Chapter I—“Old and New 
World Agriculture”—one is given the impression that a stable rural popula- 
tion is desirable because it acts as a balance against rapid political and eco- 
nomic change. One might easily present the alternative point of view that 
rural people, by preventing the changes necessary in an urban industrial 
civilization, helped to create the conditions in which violent upheavals de- 
‘veloped. Too little is said about the retarding effects of rural populations in 
Argentina and other South American countries, in pre-Hitler Germany, and 
in the United States where anti-labor sentiment is bitter. The picture that is 
painted is too pleasant: rural slums are mentioned, but little is said about 
the rural revolts and uprisings after the last war; the darker pigments were 
used, but sparingly. 

In Chapter IV—“The Condition of American Agriculture’—there is a 
sound analysis of relative farm income and “the average per capita nonfarm 
incomes were more than three times as large as the farm incomes” (p. 99). 
This is modified by later statements, but we are undoubtedly left with the 
idea that agriculture is not too flourishing! In discussing the “Farm Manage- 
ment Problem” in Chapter VI it is stated, “Wealth is more equally distributed 
on the farm than in the city, and there is a stgong probability that on the 
average, a city-person will die poorer than the farm dweller” (p. 141). Not 
only that, but “the farm families ate from about 40 to 100 per cent more 
meat, eggs, fruit, and vegetables than was the case with the workingmen’s 
families...” (p. 141). That is one réason you might want to become a farmer. 
This raises a question as to the usefulness of average figures and the historical 
methodology of dividing our problems in terms of farm and industry. Would 
not an analysis of the problems of the low incomes in all groups be more 
revealing? Measures raising the relative income of all agriculture might do 
nothing to alleviate the poverty of the low income group. Analyses of govern- 
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ment actions based on broad- averages are meaningless for welfare considera- 
tions until broken down for income classes. 
The discussion of tenure in Chapter VIII is comprehensive but might be 
simplified and clarified by pointing out at the outset that tenancy may be 
good or bad depending upon the conditions. Tenancy under some conditions 
may be as secure as ownership, permit a higher level of living, and avoid the 
necessity of “buying back” the land every generation. The distinction be- 
tween tenancy and ownership fades when the state sells land on a mortgage 
basis and collects interest, or gives a permanent lease and collects rent. An 
analysis of this kind focuses attention on the relevant conditions of both 
-tenure and ownership. Section 2 (p. 191), entitled “Disadvantages of Farm 
Tenancy,” essentially refers to insecurity of tenure rather than tenancy 
as such. 
Chapter XXII, on “The Tariff and Agriculture,” presents an interesting his- 
` tory of our tariffs and the arguments for and against them. It omits, however, 
any discussion of the problem of making raw materials available to all people 
in an industrial civilization, the relationship between economic nationalism 
in Europe and this country and war, and the basic problem of harmonizing 
internal policies such as the A.A.A, with the neéd for éxpanded world trade. 
The economic theory presented is scattered throughout the book; a dis- 
cussion of the assumptions underlying a competitive norm and the limitations 
this implies, as well as a comprehensive view of theory as a useful tool of social 
analysis, is lacking, A general course in agricultural economics and rural 
sociology. should do three things: it should describe the real world; it should 
provide a grasp of the tools of analysis; and it should show how these tools 
may be used in solving problems. Professor Gee’s book meets the first of these 
requirements but fails adequately to meet the other two. Whether they can 
be adequately met in any single course or book is problematical; for a broad 
general course, the material is there and the teacher can easily supplement it 
with additional material. 
“Each chapter has a series of questions and suggested- readings, and there is a 
comprehensive index. 
ARTHUR C. BUNCE 
Iowa State College 


Labor and Industrial Relations 


Public Control of Labor Relations. By D. O. Bowman. (New ee Mac- 
millan. 1942. Pp. ix, 504. $5.00.) 

We have here the first comprehensive study and evaluation of the National 
Labor Relations act and of the Board which administers it. The study is 
aimed primarily to throw light on the method of administrative control, a 
method which, it is suggested, may be a partial answer to Marxism and evi- 
dence that some types of control may result in more rather than less freedom. 
Another aim is to appraise the act and the Board’s work. If is a pleasure to 
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record that Professor Bowman has performed admirably a difficult and 
important task. The major administrative problems encountered by the 
Board and its solutions to those problems are clearly traced, and Professor 
Bowman’s observations and appraisals, especially those dealing with criticisms 
of the Board and the act, are in every instance both penetrating and judicious. 
The book will be found indispensable by students of labor and government. 

Part I consists of a brief but adequate description of the development of 
legislative policy to encourage collective bargaining and protect labor’s right 
to designate its representatives, together with a scanty treatment of constitu- 
tional issues. Part II deals with the unfair labor practices and the remedies 
for them which are prescribed by the act. The certification of representatives 
and the determination of the appropriate bargaining unit are discussed in 
Part JI, Part IV is devoted to the procedures followed by the Board in 
administering the act, and Part V to the organization and personnel of the 
Board’s Washington and regional offices. The Board’s record in disposing of 
cases, the effects on organization, collective agreements, attitudes, and the 
Board’s record in the courts are treated in Part VI, which also includes notes 
on state labor relations acts, a brief discussion of possible extensions of govern- 
ment regulation of labor relations, and an excellent concluding chapter on the 
Board and the administrative process. 

High praise is bestowed upon the Board. Students must agree, says Bow- 
man, “that the Board possessed deliberation, studied consideration, courage,- 
honesty, and a laudable independence that ignored properly but respectfully 
the legislative blasphemy, the blustering of organized labor, and the bleats of 
both the legal profession and employers.” Much of the inefficiency charged 
against the Board, such, for example, as excessive legalism, secretiveness with 
employers, resistance to political pressure, procedures that were more than 
free and fair, was inefficiency only when viewed from the short-run point of 
view, and in the long mm represented beneficial action that built a solid 
foundation. The Board’s major contribution has been “a positive, active, and 
objective spirit guiding the adjustment of private rights to public interests 
under our existing legal and economic institutions.” And in making this con- 
tribution, the Board “has carried on and extended the best traditions of the 
administrative method of control.” That the process developed by the Board 
differs from those of other agencies does not trouble Bowman in the least for, 
in his opinion, “the only true pattern of administrative agencies is no pat- 
tern.” 

Bowman concludes that the National Laboy Relations act has been an 
important factor in the growth of organized labor, but he rightfully points 

“out that the competition between the C.I.O. and the A.F. of L. was also 
important, as was the marked improvement in business conditions. The great 
increase in collective agreements, especially in the mass-production industries, 
is also partly attributable to the provision requiring employers to bargain 
collectively. There is better feeling between unionists and employers, espe- 
cially where collective agreements have been successful. The effective protec- 
tion of labor’s Jong-conceded but frequently suppressed rights has decidedly 
increased civil liberties. The effect of the act on strikes is not easy to trace, 
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but Bowman believes that the strike burden was lessened where union recog- 
nition and discrimination were involved. The settlement, or prevention, of 
strikes is not a function of the Board, although it has sometimes appeared as 
a by-product of the Board’s activities. 

Within the scope of action dictated for it by Congress, the Board’s steward- 
ship has been “admirable.” But Bowman believes that the scope of the act 
should be widened to include conciliation, mediation, or arbitration, to the 
end that labor relations may best “develop with the maximum of freedom and 
responsibility.” The reviewer cannot subscribe fully to this conclusion, 

The purpose of the act as it now stands is fundamentally to establish and 
enforce rules for a “fair fight.” The machinery and procedures which it has 
established and the skill of the personnel which administers it are specialized 
to that end, and would hardly be suitable and adequate in the methods of 
_ industrial peace. Those whose business it is to settle disputes involving wages, 
hours, and working conditions are not concerned with rules for a fair fight, 
‘but only with achieving a settlement. They practice the art of compromise. 
It would therefore seem better not to commingle such essentially different _ 
functions. 

More rules are certainly needed, some of which should be directed against 
unfair fighting practices used by unions, as Bowman realizes. Something could | 
be done also to increase the protection of the individual worker in relation 
to the union and its officials. Extending the scope of the act to make more 
and better rules for conflict would, in the reviewer’s opinion, be desirable and 
consistent. The fundamentally different problems of settling disputes on inter- 
ests and disputes on rights in making and interpreting collective agreements 
should be entrusted to some other specialized agencies. But in establishing 
such agencies, especially to deal with disputes on interests, we should realize 
that, if status is to be achieved from below and not to be imposed from above, 
there must be conflict, and lots of it. At least that would seem to be true in a 
society dominated by pressure groups, as ours‘is and will probably for long 
continue to be. 

DOMENICO GAGLIARDO 

University of Kansas 


` Solving Labour Problems in Australia, By ORWELL DE R. FoENANDER. (Mel- 
bourne: Melbourne Univ. Press. 1941. Pp. xxxv, 168. 15s.) 

Australia has now had a long experience of compulsory arbitration on 
labor disputes. The literatureon the subject is nevertheless meagre, and Mr. 
Foenander’s supplement to his earlier work (Towards Industrial Peace in 
. Australia) is welcome. It is a descriptive account of the principles followed 
by the Australian Court of Conciliation and Arbitration in recent years on 
particular problems. These are its variations of basic wage rates according 
to changing economic conditions, variations in standard working hours, de- 
terminations of wage margins (ż.e., additions to basic rates), and the appli- ` 
cation of these principles to piecework, seasonal, and other complex condi- 
tions, such as exist in the continent-wide sheep and cattle industries. The 
author, who is an admirer of the system, does not shrink from recording its 
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relative failure to cope with the problem of conditions in coal mines, As 
these subjects as a -group cover most of the field, the book gives a good 
picture of developments in Australia up to and including the early period 
of the war. 

It may be of interest to carry the story further, because it has since esha l 
a more significant stage. The system has stood up well to the strain of war 
conditions. It continues to be a steadying influence and the special war powers 
taken by the government have been used with restraint. The court had for 
over two years refused to increase wage rates generally because of war condi- 
tions, and the Labour Government which took office in October, 1941, per- 
suaded the trade unions to accept the prevailing standards, subject to decision 
of the court on cases pending, and to the customary variations of wage rates 
in accordance with changes in the cost of living. Such changes are themselves 
restrained under a separate system of price control. By December, 1942, 68 
per cent of all persons of working age were engaged full time in industry, in 
civil defense, or in the armed forces, and mian power shortages have become 
extremely acute. Wage rates and other labor conditions have nevertheless - 
been held on the basis of pre-war conditions as determined by the court. 

- The more significant facts have to do with a profound change in the 
Australian federal constitution. During the war the federal parliament has 
authorized many things to be done which in times of peace would be beyond 
its constitutional powers. The federal government has now persuaded the 
states that similar authority should be continued to enable Australia to deal 
adequately with the problems of post-war reconstruction. The agreed period — 
is for the duration of the war and five years thereafter. Within that period 
it is intended to determine the future relations between the federal or state 
authorities by popular referendum; and, in the meantime, the limitation on 
federal powers to deal with labor. problems (among other things) is to be 
suspended. 

Two aspects are of particular interest at the moment. The first concerns 
the form which labor regulation has taken under the influence of the Australian 
constitution. The federal powers have been confined to “conciliation and 
arbitration for the prevention and settlement of industrial disputes extending 
beyond the limits of any one State.” The federal legislature has not been free 
to intervene directly in labor matters, and individual states have been re- 
strained by consideration of understate competition. Without presuming to 
interpret the legal subtleties involved or to- disparage the action taken by 
the states, it may be said that the federal power tended to be supreme, but 
it could take effect only through a court, and—because of other constitutional 
provisions—through the persons of judges appointed for life. (The other 
aspect is the remarkable extent to which the court has broken through the 
limitations originally imposed upon it.) From its earliest days the Australian 
arbitration court has interpreted its function widely. It was never satisfied 
merely to register the natural bargaining position of contending parties. The 
nominal requirement that a dispute had to be interstate became a formality, 
and so did the reality of a dispute as such. Moreover, as anything could be 
the subject of a dispute, there were no natural limits to jurisdiction. The 
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trend of popular opinion was all in the direction “social justice,” and the 
court was expected to define that elusive objective in -particular cases. The 
court indeed became the vehicle for the quest. It seemed to those who urged it, 
and sometimes to the court itself, quite intolerable that the only national 
authority available for the direct protection of labor should be frustrated. Yet 
the electorates would not amend the constitution in the form desired by 
political protagonists. The High Court, as interpreter of the constitution, 
conceded what it could, but the law was never clear. If the words in the 
`- Australian constitution were to mean anything at all, they could scarcely be 
construed to empower the court to make and to enforce common rules such as are 
essential for effective regulation. 

By. one means or another, and by indirect influence as much as by its own 
authority, the court, before the war, however, had become the dominant 
element in determining labor conditions in Australia, Its decisions on wage 
-rates and on other major conditions have had a stabilizing effect on the whole 
economy and have been sufficiently elastic. The principle of determining 


~~ such issues by judicial ‘or semi-judicial decision has probably been established 


with great advantage to the community, but the system as a whole is overdue 
for revision. 

In criticism it has been said that the court system has multiplied nominal 
disputes without abolishing real ones, and that the price paid in excessive 
regulation has been too great for the benefits of reduced industrial disturbance: 
But the regulation would probably have come in some form, and it is not easy 
to appraise alternatives. New adventures are now to be tried, In the meantime 
Mr. Foenander’s praise of the system which has moked under great difficulties 
for 37 years is as valid as any other comment. ' 


J. B. BricbEn 
Washington, D.C. 


Consumption; Income Distribution; Coöperation 


Economics and the Consumer, By E. M. Anpres and C. D. COCANOWER. 
(Boston: Houghton Mifflin. 1942. Pp. 553. $3.50.) 


This volume is a new departure in the elementary economics textbook field. 
The authors describe it in their Foreword as a text on elementary economics 
written from the viewpoint of the consumer. It would be more accurate to 
describe it as a book on consumer economics with an introductory sketch of 
elementary economics. Presumably it is intended for use as a one-semester text, 

The general organization of subject matter reflects the common failure of 
textbooks in the consumption field to distinguish clearly between a pure eco- 
nomics of consumption, an applied economics of consumption, and a private 
economics of household management. There is added, also, the further com- 
` plication of an attempt to integrate materials on consumer economics with 
those customarily, included in an elementary economics course. The result 
is something less than satisfactory, though the book is not devoid of merit as 
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an introductory approach to economics, Beginners may find it more interest- 
ing than the usual text. 

There are twenty-five chapters in the work, the first five of which especially i 
are intended to provide a background of economic principles. Included in 
them is a sketch of elementary concepts, the development of the economic 
system, the capacity to produce and consume, prices, and money and banking. 
Additional concepts are explained in later chapters as need arises. This pre- 
liminary exposition of elementary economics is the weakest part of the book. 
It is extremely brief, and also oversimplified, which presumably accounts for 
the numerous loose and inaccurate statements. For example, the authors 
state (p. 8) that “At present all money in the United States is of this paper 
or inconvertible character.” Monopoly, according to the authors, is the chief 
form of imperfect competition (p, 10). Under ““Wage-Theories Briefly Re- 
viewed” (pp. 12-13) the marginal productivity theory is not mentioned. One 
paragraph only is devoted to interest. Wealth is defined (p. 1) as whatever 
satisfies a want, and as consisting of both material and immaterial goods. 
This is contradicted later (p. 45) when wealth is said to consist of tangible, 
transferable economic goods. The closest the authors get to a definition of 
consumption is the following: “The ultimate end of all economic activity 
(production) is to have the means with which to use goods and services 
(consumption)” (p. 45). There is also no clear definition of the consumer. 
The error exposed by Zimmerman in his Consumption and Standards of Liv- 
ing, that Engel formulated laws of consumption for clothing, housing, etc., 
as well as for food, is repeated (pp. 50-51), though Zimmerman’s work is 
cited as a reference at the end of the chapter. 

The chapter on money and banking includes useful information for the con- 
sumer on checks, endorsements, and deposits. Chapters 6-24 cover most of 
the usual subjects included in a course on consumer economics. Advertising 
is important enough to have deserved a full chapter. Also omitted are chapters 
on food and clothing, though some food problems are discussed elsewhere. 
On the other hand, chapters such as “The Consumer and the Doctor,” “To See 
or Not to See,” and “Soaps, Dentifrices, and Toothbrushes,” cover quite well 
subjects not usually given extended treatment. Chapter 25 is a brief survey 
of war economics. 

On the whole, the chapters on consumer problems, representing the bulk 
of the book, are well done. They are well written and contain much useful 
information for consumers that students should easily grasp. For teachers 
interested in the consumer approach to beginnimg economics and for others 
teaching a lower division course in consumer economics, this part may justify 
adoption of the book as a text. The chief weaknesses of these chapters are 
omissions, and the brevity with which some subjects are treated. Thus in dis- 
cussing budgets, the nature and sources of family income are not gone into 
fully enough. The chapter on weights and measures contains excellent factual 
materials, but little discussion of the enforcement problem. Commercial grades 
of consumers’ goods are given insufficient attention in the chapter on quality 
standards, Finally, the chapter on food and drug legislation, while well pre- 
sented, omits state legislation entirely. The three best chapters are “Housing,” 
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“Consumer Information by Private Agencies,” and “The Consumer and the 
Doctor.” l , 

The final chapter, on war economics, is necessarily brief in its treatment of 
various war problems. Rationing, however, should have been defined, and 
its necessity when prices are fixed indicated. The subject of war labor prob- 
lems, too, deserves more than the three paragraphs allotted to it. 

As the authors state, a moderate position is taken, “neither whitewashing 
the producers of consumer goods nor condemning them wholesale.” The book 
was written with the editorial collaboration of Louise Pearson Mitchell. The 
65 figures and 21 tables it contains are valuable features. There are useful 
review questions and problems at the end of each chapter. References for 
further study are annotated. 

Roy C. Cave 

San Francisco State College 


Population; Migration; Vital Statistics 


\French Predecessors of Malihus: A Study in Eighteenth-Ceniury Wage and 
Population Theory. By Joserm J. SpENcLER. (Durham: Duke Univ. 
Press. 1942, Pp. viii, 398. $4.50.) 

Professor Spengler has written a book which deals with the history She eco- 
nomic ideas, The central problem of his study is an investigation of the lead- 
ing doctrines of certain writers concerning population, the determinants of 
population growth and decline, the means of influencing population size, the 
level of real wages, and the laws of returns. He has chosen, as his material, the 
unusually rich literature which appeared in French social and economic thought 
mainly between 1600 and 1800. This is a field of great importance, and one 
that has lain virtually unexplored by the few practitioners of the history of 
economic thought in England and the United States, 

It can be contended that Professor Spengler has succeeded remarkably well. 
in demonstrating that certain current problems are by no means new, and 
that contemporary speculation is not so free of past ideas and assumptions as 
might otherwise be supposed. While his effort does not, in my opinion, entirely 
come up to the high standard which Halévy has set in the distinguished service 
which he rendered for utilitarianism and British classical economics, it is to be 
hoped that French Predeceseors of Malthus will provide an example for the 
revival of significant inquiries in the neglected area of Dogmengeschichte. Our 
present discipline, after all, like any other, is the outcome of past ideas, proce- 
dures, and problem-statements. Favorable and unfavorable critics alike, as 
well as investigators intent upon framing new problems and developing new 
methods, will be in a better position to proceed if they will undertake first 
to master the history of their own subject, which means a thorough search of 
its literature. Graduate training abroad has always recognized this fact, and 
an awakened acknowledgment would be desirable in this country. 

The Malthusian doctrine of population provides a good example of the 
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` value of the historical approach to economic doctrines and analysis. It served 
as one of the fundaments of classical political economy. The others were the 
labor theory of value and a theory of markets that is generally and wrongly “ 
credited to Jean-Baptiste Say. Malthus’s principle was the outcome of a long 
history, whose French sources Spengler endeavors to analyze. It purported to 
explain how real wages were regulated in the long run, and how, therefore, 
profits were determined under the labor theory of value. The classicists tied 
it-to a secular tendency to a declining rate of profit by use of the principle of 
land grades of differential productivities, They also used the principle of 
population as the integral part of a mechanism which was supposed to adjust 
the long-run real wage to an unexplained -subsistence standard, from which 
they derived conclusions for policy which were of great importance. A knowl- 
edge of the sources of classical doctrine, and of the historical conditions under 
which these ideas were formulated and applied, is indispensable to the full 
appreciation of the classical period as a whole. From a wider view, such an 
approach would have the merit of going far in eliciting understanding of the 
relation of doctrines to their environments, and in throwing light upon the 
difficult question of the relation of the humanistic sciences to the problems of ` 
policy. ; 


The Malthusian principle of population is the major element in eighteenth 
century population doctrine that is of special interest to economists. We may 
be justified, therefore, in departing for a moment from a discussion of Pro- 
fessor Spengler’s work, to devote a little attention to this principle. In its 
formulation, Malthus did no more than to create a synthesis of existing specu- 
` lation, to which he added a somewhat more precise formulation of an abstract 
relation between population and food supply, a relation already long recog- 
nized by 1798. (For the present, as Professor Schumpeter has remarked, Mal- 
thus’s qualifications of his doctrine are more important than the principle 
itself.) The physiocrats had already shown that agriculture could produce a 
surplus over the consumption requirements of the cultivators, and it was this - 
surplus which provided the empirical basis for the subsistence theory of wages 
and the classical theory of capital. Montesquieu, Turgot, and others had even 
set up the principle that population growth is contingent upon the growth of 
the surplus. 

When it became recognized that, for given circumstances, the aoaaa 
of labor. and capital, as the variable factor, to the supposedly fixed factor of 
land area, would lead to nonproportional returms (in which product would 
increase, successively, faster than the variable factor,-as fast, then less fast, 
and finally would decline absolutely), the basis was created for an optimum 
theory of population. It was then a short step to the principle that population 
growth regulates the long-run wage level, while food supply in turn limits 
population. As Halévy has shown, the law rested upon two postulates, one 
concerning man’s physiological nature (the reproduction tendency), and the 
other concerning the physical nature of the earth (the limitation of Jand area) + 


1E. Halévy, Thé Growth of Philosophical Radicalism, tr. by Mary Morris (New York, 
1928), pp. 225-48. 
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The long-run result which might be predicted deductively would be an equilib- _ 
rium between the supply of scarce physical resources and the demand for sub- 
sistence, which would arise from the population, with short-run oscillations 
around this normal. This prediction was common in the literature after 1770, 
and Condorcet had even argued that a conflict would emerge between indus- 
. trial progress and ‘the growth of population because food supply increases 
- arithmetically while population grows geometrically.? At all odds, the pessi- 
mists were furnished:a weapon with which to put an end to all utopian long- 
” ings for human improvement, and thereby they furnished an. instructive ex- 
ample for the study of the sociology of knowledge. The well-being of man was 
made subject to natural laws which legislation, however well intended, could 
not set aside. 


Malthusianism, then, was the ultimate consequence of the speculations about ~ 
population which had been going on since the sixteenth century, But what 
were the historical conditions which produced an interest in the population 
question? f 

In the seventeenth century in France, there emerged the personal abso- | 
lutism of Louis XIV, as the result of the consolidation of the national power 
and the establishment of the supremacy of the state over the feudal church 
in temporal matters. Louis became king in 1643, and with the passing of 
Mazarin in 1661, he acquired sovereignty with virtually unlimited powers, 
which were applied by his exceptionally able first minister, Jean-Baptiste 
Colbert. The anticipation of these historical tendencies is to be found in Jean 
Bodin’s Six Livres de la République (1576). An appreciation of their full 
application in practice may be gained by a study of the statecraft of Colbert. 
The goal was the firm establishment of the national power in domestic mat- 
ters, and the unlimited expansion of its authority relative to that of rival states 
in the field of foreign affairs. The means were to be found in a growing, in- 
dustrious, and docile population. Modern totalitarianism, it may be observed, 
differs primarily in the quality of the weapons, Wealth, fiscal resources, and 
military power, Colbert believed, would be the issue of such a policy. Divine 
sanction for such a thoroughgoing control of the individual by the state and 
an unconditional approval of the objective of an unlimited increase in popu- 
lation were to be found in the works of Bishop Bossuet (1627-1704), a man 
who managed to write a universal history of mankind whose dominant organi- 
zational principle was that the Colbertian state was the necessary outcome of 
a predetermined plan of Previdence. National power, to sum up, was united 


*In 1588, Giovanni Botero, in his Delle Cause della Grandezsa della Città, discussed 
population growth in terms of the reproductive instinct and its ‘relation to the sub- 
sistence check. Siissmilch advanced the hypothesis of a geometrical rate of increase in 
population in 1741. (A. B. Wolfe, “Population,” Encyclopedia of the Social Sciences, 
Vol. XII, p. 249). Joseph Townshend developed almost the entire Malthusian case in 1786 
with the example of an imaginary society of goats on the island of Juan Fernandez. 
Starting from the first pair, multiplication proceeds until the optimum number is reached, 
and in the oscillations around the adjustment point, the weaker are eliminated by compe- 
tition, (Halévy, op? cit., pp. 229-30). Thus began the theory of natural selection, which ` 
` Darwin himself credited to a reading of Malthus, 
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in the person of the king as an absolute monarch, and the establishment of 
the system of-intendantships represented the creation of a centralized mer- 
cantilistic state in place of the local rule of feudal times. Population and 
people themselves were merely instruments of the state. The regulation of 
economic activity in all of its phases was fundamental to the system. 

Louis’s reign was not an unequivocal success, and before he was through 
he had managed to provoke some serious attacks upon the principles of ab- 
solutism and the miercantilistic regulation of economic activity. There arose- 
toward the close of his rule a belief that France was undergoing depopulation 
(probably stimulated by rural depopulation and France’s lagging rate of an- 
nual increase, which in the eighteenth century was the lowest in Europe). 
Famines, unemployment, a heavy and inequitable tax burden, rural poverty, 
and the failure of the grain markets were symptoms of disorder. The rising 
merchant and manufacturing bourgeoisie found themselves hampered on all 
sides by mercantilistic policies and. by restrictions surviving the feudal era. 
Moreover, the triumph of the middle class in England in 1688 led to the 
transplantation of the doctrines of naturalistic individualism to France, ‘and 
a reassessment of existing political institutions and practices began to take 
place. The year 1789 thus represented the fruition of a century of discontent 
and critical revaluation. 

The Age of Louis XIV gave rise, as might be expected, to certain hostile 
tendencies whose whole meaning flowed from the nature of the Colbertian 
system itself. There was the issue of industry versus agriculture. There was 
the question of the nature of national wealth and the proper means for its . 
` creation. There was the problem of regulated versus unregulated private enter- 
prise. From one direction, the attack came not against mercantilism per se, 
but against policies which hampered the development of manufacturing and 
favored agriculture. It may be summed up, Spengler indicates, in the dif- 
ferences which had developed between Minister Sully and Barthélemy de 
Laffemas, the protagonist of manufacturing, even before the ascension of Louis 
to the throne of France. This struggle, expressed in the literature as a con- 
troversy over the nature of wealth and the conditions of its increase, continued 
throughout the eighteenth century, with the physiocrats in the rôle of the 
agrarians. Toward the close of the Enlightenment, Say became the leading 
French exponent of -the manufacturing interest, the champion of an economy 
automatically balanced through the competitive process, and the partisan of 
unlimited freedom of markets, 

From another direction, the attack drove against the abuses of absolutism 
as applied to the economic community. In the character of the critique which 
emerged, there was laid the basis for the future doctrine of laissez-faire. 
Though Fenélon, Vauban, and Boisguillebert were all mercantilists, and there- 
fore not wholly opposed to the status quo, all three voiced discontent with the 
completeness of the existing system of regulation. The first two favored the 
increase of population, but held that the increase of the means of subsistence 
was the precondition, From this basis, they proceeded to attack the effects of 
regulations upon rural economy. Fenélon decried the congentration of po- 
litical power, and recommended freedom of internal trade. He showed no 
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-fear of overpopulation, holding simply that “The produce of the earth will 
always be in proportion to the number of persons that till it.” Vauban con- 
- demned the poverty of agricultural France which had developed with Louis’s 
regime, and looked to tax reforms and free internal markets as the way to 
revival. He too favored an increasing population, but believed that a policy 
of provision (to build up the subsistence fund), based upon the rehabilitation 
of agrictlture, was the fundamental reform to be sought. Boisguillebert, in his 
Le Détail de la France (1695), condemned the fiscal abuses-and administrative 
regulations of the Colbertian system. Population depends upon subsistence, he 
argued, and subsistence can only increase if private agricultural enterprise is 
released under a system of free markets, The guilds and the system of price 
fixing must be abolished (foreign trade being-excepted, however, from this 
injunction). The true wealth of a nation, he contended, consists in goods, not 
in money. It may be noted, furthermore, that Boisguillebert implied that the 
“natural” ratios of exchange between commodities were determined by rela- 
tive embodied labor, and that competition in free markets functioned as the 
mechanism for distributing the labor of society in proportions consistent with 
these exchange ratios. We thus get the beginnings of a displacement cost 
theory of equilibrium more than half a century before Adam Smith’s cele- 


- brated case of the deer and the beaver. A crude formulation of the subsistence 


theory of wages may also be found in Boisguillebert. 

‘The close of Louis’s reign is thus marked, in this literature, by the emergence 
of the controversy over the relative merits of agriculture and industry, and by 
the reéxamination of the problem of political power, provoked by doubts about 
absolutistic government which found their locus in the relation between the 
state and economic activity. Both tendencies, after nearly another century of 
development, ultimately converged in the natural-order liberalism which 
reached its apotheosis in the economics of Say and Ricardo, With these events, 
the intellectual triumph of the proponents of manufacturing and free trade 
was finally realized, and opinion was prepared for the legislative and admin- 
istrative changes which would put the doctrine into practice. l 


As we work forward in the French social and economic works of the 
eighteenth century, we find this critical hostility to the existing political sys- 
tem steadily intensifying itself, particularly after 1750. No fundamental 
changes had been accomplished, and dissatisfaction was great among both 
manufacturing and agricultural interests. The former sought to have the 
state take a more active pat in the promotion of industrial aims, and the 
latter found itself in difficulties which also called for changes. The concen- 
tration of land ownership in great estates, the misery of the small cultivators, 
the backwardness of feudal systems of cultivation, and the difficulties con- 
fronting the introduction of the new technology which Tull and others had 
created in England all contributed to discontent. 

A revolution in ideas about the nature and organization of society was also 
impending. The prestige which Newton had derived with his creation of.a 
physical science of matter in motion became great on the, Continent, and 
interest developed among humanists in the construction of an abstract science 
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of “relations and connections” which would reduce to simple principles the 
behavior of men as the units of social matter in motion. Descartes, Male- 
branche, and Hobbes had provided the framework in the geometrical method 
and the principle of egoism. Quesnay and others completed the structure, de- 
riving the laws of economic behavior from the application of the postulate _ 
that men act “... obtenir la plus grande augmentation possible de jouissance 
par la plus grande diminution possible de dépenses.’’* The result was a con- 

` ceptual system involving the natural principles of economic order, a system 
which provided the most powerful basis for a criticism of interventionism. 

` And so we have here the socio-economic and the intellectual environment in 

which population doctrines emerged, doctrines which involve a mixture of . 
mercantilism, physiocracy, anti-physiocracy, and laissez-faire. This, then, was 

‘the ground upon which the classical political economy was erected. Before 
the final structure could be completed, the underpinnings had to be set up. 
The principle of population, as one,* emerged from the subsistence theory of 
wages and the principle of non-proportional returns, and it is these two ele- 
ments that are of direct relevance to the French population doctrines of the 
period. 

Professor Spengler has followed, in the main, the conventional classifications 
in grouping his authors. They are the neomercantilists and agrarians (Law, 
Dutot, and Herbert); the repopulationists (de Bielfeld and Moheau); Can- . 
tillon and his followers (V. R. Mirabeau, Condillac, and Garnier); the physio- ` 
crats (Quesnay ‘and the lesser lights who followed him dutifully); the phi- 
losophes (Montesquieu, Voltaire, Buffon, Helvétius, and Condorcet); the 
non-physiocratic economists (Messance, Forbonnais, Turgot and Herren- 
schwand) ; and the extreme anti-physiocrats (Necker and Linguet). Numerous 
minor writers also appear in these categories, . 

The neomercantilists and agrarians, Spengler says, sought primarily to res- 
cue agriculture from its difficulties. They approved the principle of an in- 
- creasing population, but made it depend upon the health of agriculture. One 
of their number, John Law, whose doctrines seem strangely out of place here, 
made population a function of the quantity of money. To build up the balance ; 
of trade, Law advocated, of all things, the raising of prices. 

The repopulationists generally accepted the assumption of depopulation, 
while advocating an increase of numbers. De Bielfeld argued that “experience 
shows that the proportion between the amount of labor employed in agricul- 
ture and the quantity of product always marches in uniform progression.” 
Moheau related the fiscal and military strength ef the state to population size, 

3 a oseph Schumpeter, Epochen der Dogmen- und Methodengeschichte (Tubingen, 1914), 
p 441. 


* As already noted, the labor theory of value and Say’s law of markets were the others. 
The law of markets has come to mean many things, among them (1) a theory of barter 
exchange in a moneyless economy of simple reproduction—Say’s own case; (2) a principle 
that purchasing power cannot be lost,. regardless of whether spent or saved (the James 
Mill-David Ricardo version); (3) a principle that there can be no endogenous basis for 
involuntary unemployment in a freely competitive economy—a view originally advanced 
by Turgot in his notes on a translation of Tucker. The law of markets rendered the 
classical system one free of internal crises or general overproduction. 
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and questioned the existence of depopulation, This group laid particular em- 
phasis upon the moeurs of the community as the fundamental determinants of 
growth. i 

Even before the physiocrats, Richard Cantillon, whose treatise Jevons was 
later to describe as “the cradle of political economy,” had contended that land 
was the “true” source of wealth, and thereby had shifted the analysis from _ 
_the mercantilistic emphasis upon monetary circulation to the production 
process itself. The distribution of land ownership, he held, affects the distri- 
bution of income: the greater the concentration in ownership, the greater the 
relative expenditure upon luxuries, and the lesser the proportionate expendi- 
ture for expanding the production of subsistence goods. Subsistence product, 
however, governs population size. As with Moheau, the repopulationist, there 
can be detected here traces of a subsistence fund thesis. Wages are adjusted, 
by competition, to an institutionally determined subsistence level. Cantillon 
opposed the export of “provisions,” and he upheld a balance of labor theory 
_ of trade. With the elder Mirabeau, the position is clearly stated that the 

„advance of wealth depends upon population, which depends upon the quan- 
tity of subsistence, which in turn depends upon land area and the quality of 
agriculture. With Garnier, it is explicitly contended that wages are regulated 
by subsistence requirements. 

The physiocrats made the sequence a direct one: wealth (consumable 
goods) depends upon the numbers in production, which depends upon the size 
_of the fund of subsistence capital, which depends upon agriculture. Agricul- 

ture alone yields a surplus return over costs (manufacture adds nothing to 
value product), and this produit net (which represents the taxable capacity 
of the state) can be increased by reducing the costs of agricultural production 
while raising product prices. Investment of fresh capital in large-scale agri- 
cultural enterprise was the means recommended, 
` - The philosophes were primarily the philosophers of unlimited progress, who 
aeeted their energies to advocacy of measures designed to remove the “ob- 
- stacles” which tradition placed in the way of the growth of knowledge and 
. reason, We have already remarked upon Condorcet’s contributions to the 
population controversy. It would appear that he recognized the prospect of 
diminishing returns and an optimum population. 

As a non-physiocratic economist, Turgot had declared by 1766 that popu- 
lation depended upon subsistence, and had perceived clearly the principle of 
nonproportional returns. Wages, he believed, were governed by subsistence, 
which determined their “natural price.” Herrenschwand stood in almost com- 
plete agreement with Turgot, but also advanced some interesting ideas about 
the relation of the level of real wages to the relative rates of growth of pópu- 
lation and the fund of subsistence capital. 

In dating the appearance of the laws of retum and the subsistence theory 
of wages, Professor Spengler remarks that Vauban had implied a limit to 
total output far earlier, but that it fell to Turgot to work out the doctrine of 
nonproportionality completely. He did it, however, for agriculture. From Can- 
tillon onwards, there exists a thread of subsistence wage doetrine, but the, 
writers disagreed about the size, nature, and determination of the fund, as 
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well as about the chataetek ‘of labor supply and demand as functional quanti- 
ties. This badly formulated theory is then compared with the static produca 
tivity, theory of wages, and naturally the latter comes off best. 


“ This account does not do full justice to the extensive literature which 
Spengler has covered in his well documented work, but it should serve to 
indicate some of the sources of Malthusian doctrine, and the conditions under 
which those sources were produced. It also should indicate the permanence of 
what has come to be recognized as the fundamental problem of Western civil- 
ization: the locus and sources of social power. Our present revolutionary age 
represents in considerable part experimentation in an effort to solve the prob- 
lem of power, experimentation with the relation of government to the economic 
activities of men. It is not without interest that the monolithic state of Colbert 
represents one solution, while the “natural” economic community of the 
classical school provides another, and- what is going on in the world today 
can be much better understood if the record of the past is reviewed. 

French Predecessors of Malthus does not directly tackle the power prob- 
lem, although the material reviewed is rich in implications. It does, however, ’, 
represent a diligent study which will take its place as a significant contribution 
to the history of economic doctrine. It brings to light many fundamental ideas, 
and it avoids the vice of that erudite kind of antiquarianism which is unable 
to discriminate between important and unimportant material. The treatment 
would have been helped, however, if as much attention had been explicitly paid 
to the historical order of appearance of certain ideas as was devoted to purely 
logical classification. Moreover, there seemed to me to be some want, at times, 
of sufficient appreciation of the “grand ideas” in terms of which details may 
properly be assessed. One senses occasionally that he is reading a kind of 
classified inventory of doctrinal details (whose presentation is marred here 
and there by an irritating -phraseology and an excessive use of compound 
words). Halévy’s book, Windelband’s History of Philosophy, Myrdal’s study 
of the politics of the classical system, and Karl Marx’s little known but great ` 
Theorien über den Mehrwert provide examples for comparison. This is not to 
deprecate the value of highly specific monographic studies, but only to con- 
tend that they can be strengthened if reinforced with a relevant setting, which . 
an awareness of idea-systems will provide. The present work goes some dis- 
tance in achieving this, but it might have gone further. - 

GEORGE H. HILDEBRAND, Jr. 

University of Texas , e 
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Money and Banking; Short-term Credit 

Boorn, J. I. and others. Suggested solutions to problems in money and banking. Rev. ed. 
(New York: Prentice-Hall. 1942. Pp. 47.) 

Hear, H. V. Money of the United States; an historical and descriptive account of money 
and its substitutes from early colonial days to the present time. Booklet no. 208. (Wash- 
ington: Washington Service Bur. 1942. Pp. 30.) 

Muscatus, J. A. State bank notes; a reference list with identifications of historical interest. - 
(New York: Wayte Raymond. 1942. Pp. 144.) 

Comptroller of the currency: annual report, covering the year ended Oct. 31, 1941. 
Treasury Dept.- (Washington: Supt. Docs. 1942. Pp. 427. $1.) è 
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Silver Purchase act, 1934: hearings, 77th Cong., 2nd sess., pursuant to S. Res. 187 (74th 
Cong.), authorising a special committee of the Senate to investigate the administration, 
and the economic and commercial effect, of the Silver Purchase act of 1934. Pt. 9. May, 
1942, preference rating order No. P. 56-a. Special Committee on the Investigation of 

` Silver, Senate. (Washington: Supt. Docs. 1942. Pp. 273. 30c.) 


International Trade, Finance and Economic Policy 


FEMcHENFELD, E. H. The international economic law of belligerent occupation. Monog. 
ser., no. 6. (New York: Columbia Univ. Press. 1942. $1.50.) 


Goocm, G. P. Studies in diplomacy and statecraft, (New York: Longmans Green. 1942. 
Pp. 380. $5.) 

pE Haas, J. A. Looking ahead to peace; a non-technical discussion of current economic 
and social changes in the light of international events. (Cambridge: Hampshire Press. 
Pp. 96. $1.) 


Hornsecr, S. K, The United States and the Far East: certain fundamentals of policy. 
(Boston: World Peace Found. 1942. Pp. 106. $1; paper, 50c.) 


Hoursner, G. G. and Kramer, R. L. Foreign trade; principles and practices. Rev. ed. 
(New York: Appleton-Century. 1942. Pp. 567. $4.) 


Lancrorp, R. V. British foreign policy. (Washington: Am, Council on Public Affairs. 1942. 
Pp. 226, $3.25; paper, $2.75.) 


McInnis, E. W. The unguarded frontier; a history of American-Canadian relations. 
(Garden City: Doubleday. Pp. 384. $3.) 


Pearson, J. C. The reciprocal trade agreements program: the policy of the United States 
and its effectiveness. (Washington: Catholic Univ. of Am. 1942. Pp. xii, 328. $2.) 


PEASLEE, A. J. A permanent United Nations. (New York: Putnam. 1942. Pp. 156. $1.50.) 


Person, H. S. Mexican oil; symbol of recent trends in international relations. (New York 
and London: Harper. 1942. Pp. 83. $1.50.) 


Savorp, R., compiler. American agencies interested in international affairs. Gems York: 
Council on Foreign Relations. Pp. 206. $2.) 


WHITAKER, A. P., editor. Inter-American affairs, 1941. Annual survey no. 1. iat York: 
Columbia Univ. Press. Pp. 247. 1942. $3.) 


Youna, J. P. The international economy. (New York: Ronald. 1942. Pp. 730. $4.50.) 


American direct investments in foreign countries, 1940. Bur. of Foreign and Domestic 
Commerce, econ, ser. 20. (Washington: Supt. Docs. Pp. 43. 10c.)- 


Americas and the war, The; specific application of the principles of figer-Meizstesea sok. 
darity; measures for the defense of the continent. Club and stud. ser, no. 4. (Wash- 
ington: Pan American Union. 1942. Pp. 59.) 


Atlantic Charter and Africa from an American standpoint, The. A study by the Committee 
on Africa, the war and peace aims. (New York: Phelps-Stokes Fund. 1942. Pp. 175. 75c.) 


Commercial policy in the interwar period: international proposals and national policies. 
League of Nations pub. 1942. IL A. 6. (New York: Columbia Univ. Press, Internat. 
` Documents Service. 1942. Pp. 150, $1.75.) 


Foreign commerce and navigation of the United States for the calendar year 1940, 
Bur. of Foreign and Domestic Commerce. (Washington: Supt. Docs, 1942, Pp. 953. 
$2.75.) 

.. The foreign trade of Latin America, Rev. ed. Part L Trade of Latin America with the 

world and with the United States. Part IL. Commercial policies and trade relations 

of individual Latin American countries: vol. 1, The South American Republics; vol. 2, 

Mexico and the Republics of Central America and the West Indies, Part IIL, Selected 
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Latin American export commodities, Report no. 146, 2nd ser. U, S. Tariff Commission. ` 


(Washington: Supt. Docs. 1942. Pp. vil, 100; xi, 304; xii, 326; vii, 253. 20c; 35c; 40c; 
35c.) 


Guide for studying the principles of international trade; based on the text of Protection 


or Free Trade, by Henry Grorae, (New York: Robert Schalkenbach Found, 1942. 


Pp. 62.) 


The network of world trade. League of Nations pub. 1942. IL.A3. (New York: Columbia 
Univ. Press, Internat, Documents Service. 1942. Pp. 172. $2.75.) 


Supplement Jan. 1, 1935 to Dec. 31, 1940, to digest of customs and related laws and of 
decisions thereunder, embodying all changes made in the Tariff act of 1930 by statute, 
by Presidential proclamation under section 336 of that act, and pursuant to foreign trade 
agreements negotiated under section 350 of that act. Treasury Dept. (Washington: Supt. 
Docs. 1941. Pp. 510. $1.) 


U. S. declarations on post-war reconstruction. Foreign Policy repts., vol. 18, no. 13. 
(New York: Foreign Policy Assoc. 1942. Pp. 11. 25c.) 
Business Finance; Insurance; Investments; Securities Markets 


Duoragza, H., L. Futures trading and futures markets in cotton; with special reference 
to India. Foreword by Sim PursHoTaMpAs THAKURDAS. (Bombay: New Book Co. 1942. 
Pp. xx, 303. Rs, 10.) 


Mc¥Fartann, M. E. Cargo loss and damage. (New York:-Cornell Maritime Press. 1942. 
Pp. 286. $2.) 


Merwin, C. L. Financing small corporations in five manufacturing industries, 1926-36. Stud. 


in bus. finan. (New York: Nat. Bur. of Econ. Research. 1942. Pp. xvi, 172. $1.50.) 


Micrerpacuer, G. F. and others. Casualty insurance principles. 2nd ed. McGraw-Hill 
insurance ser. (New York: McGraw-Hill. 1942. Pp. 724. $5.) 


Sautnigr, R. J. and Jacosy, N. H. Accounts receivable financing, Finan. res, program: 
stud. in bus. finan. (New York: Nat. Bur. of Econ. Research. 1943. Pp. xv, 157. $2.) 


TuHomeson, K. R. Reinsurance; a preliminary treatise and a digest on some aspects of the 
law and practice of reinsurance and excess insurance. (Chicago: Commerce Clearing 
House. 1942. Pp. 275. $4.) ¢ 


Warsa, W. F. and Smrson, L. P. Cases on security transactions. Vols. I and I. (St. Paul: 
West Pub. Co. 1942. Pp. 584. Vol. 1, $6; Vol. 2, $5.) 


Waits, J. A. An analysis of municipal bonds. (Cincinnati: Author. 1942, Pp. 112. $5.) 


WIESENBERGER, A. Investment campana and their securities. 1942 ed. (New York: 
Author, 1942. Pp. 85. $5.) 


Investment trusts and investment companies: report of Securities and Exchange Com- 
mission, pursuant to sec. 30 of. tke Public Utility Holding Company act of 1935. Pt, 4. 
Control and influence over industry and economic significance of investment companies. 
Pt. 5. Conclusions and recommendations. Securities and Exchange Commission. (Wash- 
ington: Supt. Docs. 1942. Pp. 384. 45c.) 


New York insurance report: eighty-second annual report of the Superintendent of Insur- 
ance for year ended December 31, 1940. Vol. III-A. Casualty and surety companies title 
companies. Vol. II-B. Fraternal benefit societies. Legislative doc. (1941) no. 35. 
(Albany: State of New York. 1941. Pp. 85a, 576; 382b.) 


Railroads: hearing, 77th Cong., 2nd sess, on H. R. 7121, to amend an act entitled “An 
act to establish a uniform system of bankruptcy throughout the United States,” ap- 
proved July 1, 1898, and acts amendatory thereof and supplementary thereto, Aug. 12 
and 14, 1942. Interstate Commerce Committee, Senate. (Washington: Supt. Docs. 1942. 
Pp. 126, 15c.) 


, 
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Public Control of Business; Public S PEET National 
Defense and War ’ 

ANDERSON, W. The units of government in the United States; an enumeration and analysis. 
Rev. ed. P. A. S. pub. no. 83. (Chicago: Public Admin. Service. Pp. 53. $1.) 

Batowin, C. D. Economic planning—its aims and implications. Illinois stud. in soc. sci. 
(Urbana: Univ. of Ilinois Press, 1942. Pp. 188. $2.50; paper, $2.) 

Baro, E. W. The Port of New York Authority. Stud. in hist., econ., and pub. law, no. 468. 
(New York: Columbia Univ. Press. 1942. Pp. 362. $3.50.) 

Cuase,.S. Goals for America; a budget of our needs and resources. When war ends, no, 2. 
(New York: Twentieth Century Fund. 1942. Pp. 142. $1.) 

Gemmi, P. F. and Bropcetr, R. H. The American economy in wartime. (New York: 
Harper. 1942. Pp. 72. 50c.) 

Garmra, E. S. The modern government in action. (New York: Columbia Univ, Press. 
Pp. 97. $1.) 

_ Harurrr, H. A new constitution now. (New York: McGraw-Hill. 1942. Pp. 310. $2.50.) 

Hervey, G. W. and Hapserz, R. S. Inspection and control of weights and measures in 

- the United States. Consumers’ counsel ser., no. 7. (Washington: Supt. Docs. 1942. 
Pp. vii, 86. 25c.) 


Jounsen, J. E., compiler. Permanent price control policy. Reference shelf, vol. 15, no. 9. 
(New York: H. W. Wilson. Pp. 113. $1.25.) 
Articles on various aspects of price control 
Lazo, H. Subsidies as a solution for the squeeze, with special reference to the food industry. 
(Washington: Author, 1920 47th St, N.W. 1942. Pp. 67 50c.) 

Puroy, H. L. and others. Corporate concentration and public ‘policy. Prentice-Hall econ, 
ser. (New York: Prentice-Hall. Pp. 663. $4.25.) i 
Scovizz, J. and Sarcent, N. Fact and fancy in the TNEC monographs. (New York: 

Nat. Assoc. of Manufacturers, 1942, Pp. xvi, 821.) 


Water, D. O. American government at war. (Chicago: Richard D. Irwin. 1942. Pp. 235. 
$1.25.) 


Antitrust laws: hearing, 77th Cong., 2nd sess, on S. 2431, to suspend the operation of 
the antitrust laws and Federal Trade Commission act in certain instances requisite to the 
prosecution of the war, May 28, 1942. Judidary Committee, Senate. (Washington: Supt. 
Docs., 1942. Pp. 58. 10c.) ` 


Office of Price Administration: frst quarterly report for the period ended Apr. 30, 1942. 
(Washington: Supt. Docs. 1942. Pp. 239. 30c.) 


Patents and invention; questions and answers on the relation of the patent system to the 
war and to industrial progress. (New York: Nat. Assoc. of Manufacturers. 1942, Pp. 20.) 


Syllabus for two courses of study, on the political economy of total war, including an 
essay on geopolitics. (Washington : School of Foreign Service, asl Univ. 1942, 
Pp. 128.) 


U. S. Supreme Court, business law decisions, 1941-1942. (Chicago: Commerce Clearing 
House, 1942. Pp. 273. $1.) 

Industrial Organization; Price and Production Policies; Business Methods 

Anprus, H. A. Better business education. (New York: Gregg Pub. Co. 1942. Pp. 395. $2.) 

Bicowsxy, F. R. Ipdustrial research. (Brooklyn: Chemical Pub. Co. Pp. 132. $2.50.) 
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Boyan, E. A. Handbook of war ‘production, Foreword by Erwin HASKELL ScHELL. ` 
(New York: McGraw-Hill. 1942. Pp. xiii, 368. $3.) 


Herrtcx, A. D. Drug products: labeling, packaging, régulation. (New York: Revere Pub. 
Co. 1942. Pp. 462. $7.50.) 


Moore, H. Psychology for business and industry, 2nd ed. McGraw-Hill pub. in psych. 
(New York: McGraw-Hill. 1942. Pp. 540. $4.) 


Porter, S. F. The nasi chemical. trust in the United States. Nat. pol. pap., no. 5. (Wash- 
ington: Nat. Policy Committee. 1942. Pp. 63. 10c.) 


Remaann, G. Patents for Hitler. (New York: Vanguard. 1942. Pp. 320. $2.50.) 


N. A. M. handbook on war production. (New York: Nat. Assoc, of Manufacturers, 1942. 
Pp. 184. $1.) 


Priorities and industry. (Washington: War Production Board, Div. of Information. 1942. 
Pp. 84.) 


Marketing; Domestic Trade 


CLARK, F. E. and Crarxg, C. P. Principles of marketing. 3rd ed. (New York: Macmillan. 
1942. Pp. xx, 828. $4.50.) 


Hocapone, E. B. and Becxtey, D. K. Merchandising techniques. McGraw-Hill pub. in 
bus, educ. (New York: McGraw-Hill. Pp. 274. $1.75.) 


O'Leary, E. B. Codperative wholesaling in grocery distribution; a case study of White 
Villa Grocers, Inc. (Columbus: Ohio State Univ., Bur. of Bus. Research. 1942. Pp. 130. 
$2.) : : 

Scorr, J. D. Advertising programs for products with selected distribution. Bus. research 
stud., no. 26. (Boston: Harvard Univ., Grad. School of Bus. Admin. 1942. Pp. 117. $1.50.) 


Mining; Manufacturing; Construction 
Barr, J. M., editor. Vanderbilt rubber handbook, Tke. 8th ed. (New York: Vanderbilt. 
1942. Pp. 464. $5.) 


Formes, G. Flush production; the epic of oil in the Gulf-Southwest. (Norman: Univ. of 
Oklahoma Press. Pp. 264. $2.75.) 


Hesset, Mrs. M. S. H. and others. Strategic materials in hemisphere defense. Section 
on petroleum by Harotp J. Wasson. (New York: Hastings House, 1942. Pp. 253. $2.50.) 


Ossorne, B. A., compiler. Synthetic rubber. (Tulsa: Tulsa Public Lib. 1942. Pp. 17. 10c.) 


Parnes, P. Oi] property valuation. (New York: Wiley. Pp. 212. $2.75.) 
A textbook on the principal factors in the valuation of a producing oil property. 


Srewart, J. R. and others. The national paini dictionary, 2nd ed. (Washington: Stewart 
Research Laboratory. Pp. 224. $7.50.) ' 
A revised and enlarged edition. 


Mineral resources: hearings, 77th Cong., 2nd sess., on &. Res. 53, providing for an investiga- 
tion with respect to the development of the mineral resources of the public lands of 
the United States and laws relating thereto. Pt. 2. Oil, July 17, 1942. Public Lands and 
Surveys Committee. (Washington: Supt. Docs, 1942. Pp. 52. 10c.) 


Petroleum investigation (gasoline and rubber): hearings, 77th Cong., 2nd sess, pursuant 
to H. Res. 290 (76th Cong.) and H. Res. 15, H. Res. 118, and H. Res. 383 (77th Cong.), 
relating to petroleum investigation in connection with national defense including petro- 
leum pipe-line transportation to the Atlantic seaboard and in the Southeastern States, 
Feb., Mar., and May, 1942. Interstate and Foreign Commerce Committee, House. 
(Washington: Supt. Docs. 1942. Pp. 354. 35c.) 
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Rubber situation; message from President of the United States, transmitting digest and 
report of the Special Committee to Study the Rubber Situation and to recommend 
action. 77th Cong., 2nd sess., H. doc. 836. (Washington: Supt. Docs, 1942. Pp. 46, 10c.) 


Transportation; Communication; Public Utilities 
Aesiscuer, W. E, and Werten, W. W. The motor truck transportation course. Book 1. 


Fundamentals of motor truck transportation. (New York: Traffic Pub. Co. 1942. Pp. 
109.) : 


Baum, R. D. The Federal Power Commission and state utility regulation. (Washington: 
Am, Council on Public Affairs. 1942. Pp. xi, 301. $3.75; paper, $3.) 


Bruno, H. Wings over America; the inside story of American aviation. Introduction by 
MAJOR ALEXANDER P, DE SEVERSKY. (New York: McBride. 1942. Pp. 333. $3.) 


DILMAN, G. C. and others. Transportation in the public interest, (Washington: Nat. 
Highway Users Conference. 1942. Pp. 38.) 


Tomexins, D.. C. Local transportation. War bibls., no. 3. (Berkeley: Bur. of Public. 
Admin., Univ. of California. 1942. Pp. 30, mimeographed. 35c.) ` 


Alaska kighway: kearings, 77th Cong., 2nd sess, on H. R. 3095, authorizing the con- 
struction of a kighway to Alaska, Feb., 1942. Roads Committee, House. (Washington: 
Supt. Docs. 1942. Pp. 131. 15c.) 


Chickamauga project: TVA technical repts., no. 6. (Knoxville; Tennessee Valley Authority. 
1942, Pp. 451. $1.) i . i 

Consolidations and mergers of telegraph operations: hearings before a subcommittee of 
the Commities on Interstate and Foreign Commerce, House of Representatives, 77th 
Cong., 2nd sess., pursuant to S. 2598, an act to amend the Communications act of 1934, 
as amended to permit consolidations and mergers of domestic telegraph carriers, and for 
other purposes, July, 1942. Committee.on Interstate and ‘Foreign Commerce. (Wash- 
ington: Supt. Docs. 1942. Pp. 191.) 


Merchant marine: hearings, 77th Cong., 2nd sess., on H. R. 7424, to amend and clarify 
certain provisions of law relating to functions of the War Shipping Administration, 
and for other purposes, Merchant Marine and Fisheries Committee, House. (Washington: 
Supt. Docs. 1942. Pp. 34. 10c.) 


Railroad freight cars: hearings, 77th Cong., 2nd sess., on S. J. Res. 147, providing for the 
more effective prosecution of the war by expediting the loading and unloading of railroad 
freight cars. Pt. 1. June and July, 1942, Taterstate Commerce Committee, Senate. (Wash- ` 
ington: Supt. Docs. 1942. Pp. 138. 15c.) 5 


Telegraph operations: hearings, 77th Cong., 2nd sess., on S. 2445, to amend the Communi 
cations act of 1934, as amended, to permit consolidations and mergers of telegraph 
operations, and for other purposes, Apr. and May, 1942, Interstate Commerce Com- 
mittee, Senate. (Washington: Supt. Docs. 1942. Pp. 264. 25c.) 

—: hearings, 77th Cong., 2nd sess., pursuant to S. 2598, act to amend the Communi- 
cations act of 1934, as amended, to permit consolidations and mergers of domestic 
telegraph carriers, and for other furposes, July, 1942. Interstate and Foreign Commerce 
Committee, House. (Washington: Supt. Docs, 1942. Pp. 191. 20c.) 

Transport aircraft production: letter from Chairman of Civil Aeronautics Board transmit- 
‘ting, in response to S. Res. 228, report on transport aircraft production since 1938 
and plans for future development of air-transport industry. 77th Cong., 2nd sess., S. doc. 
206. (Washington: Supt. Docs. 1942. Pp. 56. 30c.) 


Agriculture; Forestry; Fisheries ; 
APPLEBY, P. H. and others, Farm parity. Round table broadcast, no. 236. (Chicago: 
Univ, of Chicago. -1942. Pp. 25. 10c.) 
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Cocaurr, W. A. and others. War comes to the farm. Round table broadcast, no, 228. 
(Chicago: Univ. of Chicago. 1942. Pp. 26. 10c.) 


‘Davis, H. S. Wool and the war. Research rept., no. 6. (Philadelphia: Industrial Research _ 
Dept., Wharton School of Finance and Commac, Univ. of Pennsylvania. 1942. Pp. xi, 
107. 50c.) 


Davis, J. S. World wheat survey and outlook, September, 1942. Wheat stud. of the 
Food Research Inst, Vol. XIX, no. 1. (Palo Alto: Food Research Inst., Stanford Univ. 
1942. Pp. 24. $1.) 


Eaton, J. W. and Karz, S. M. Research guide on coöperative group farming; a research 
bibliography on rural codperative production and cobperative communities. (New York: 
H. W. Wilson. Pp. 86. $1.) 


Fowter, B. B. Food, a weapon for victory. (Boston: Little Brown. Pp. 185. $1.50.) 


Hunt, R. L. Farm management in the South. (Danville, UL: The Interstate. 1942. Pp. 566. 
$2.20.) 


Jensen, E. and others. Input-output relationships in milk production. U. S. Dept. of 
Agric. tech. bull. no. 815. (Washington: Supt. Docs. 1942. Pp. 88. 15c.) 


McNen, J. M. and Forsom, J. C., compilers. Agricultural labor in the United States, `1938- 
June 1941; a selected list of references. U. S. Dept. of Agric.; agric. econ. bibl., no, 95. 
(Washington: Supt. Docs. 1942. Pp. 274, mimeographed.) 


Pererson, E. T, Forward to the land. (Norman: Univ. of Oklahoma Press. 1942.) Pp. 283. 
$2.75.) _ 


Rosseq1, E. S. The overfishing problem. (New York: Macmillan. 1942. Pp. 138. $2.) 


THOMAS, P. J. and Sastry, N. S. Indian agricultural statistics, an introductory study; Univ. 
econ. ser. no. 3. (Madras: Univ. of Madras. 1939. Pp. 144. Rs. 3.) 


Tuomeson, J. W. A history of livestock raising in the United States, 1607-1860. Agric. 
hist. ser. no. 5. (Washington: U. S. Dept. of Agric. 1942. Pp. viii, 182.) 


Warne, P. A. Teamwork to save soil and increase production. U. S. Dept. of Agric. misc. 
pub. no. 486. (Washington: Supt. Docs. 1942. Pp. 64.) 


Wencesat, F. G. and others. La producción y el comercio de trigo en el ano agricola- 
comercial 1941. Comision Nacional de Granos y Elevadores, pub. no. 51. (Buenos Aires: 
Imp. A. Baiocco y Cia, 1942. Pp. 168.) 


ZIMMERMAN, F. L. and Reap, P. R., compilers. List of available publications of the United 
States Department of Agriculture, arranged by subjects. Rev. ed. U. S. Dept. of Agric. 
misc. pub, no. 60. (Washington: Supt. Docs. 1942. Pp. 228.) 


Farm Credit Administration: ninth annual report, 1941. (Washington: Supt. Docs. 1942. 
Pp. 273. $.30.) 


Farm crops: hearings, 77th Cong., 2nd sess., on S. Res. 224, for an investigation relative 
to the production of industrial alcohol, synthetic alcohol, and synthetic rubber from 
form crops. Pt. 1. Mar., Apr., and May, 1942. Agriculture and Forestry Committee, 
Senate. (Washington: Supt. Docs. 1942. Pp. 452. 55c.) 


Keeping livestock healthy: yearbook of agriculture, ih U. S. Dept. of Agric. (Wash- 
ington: Supt. Docs. 1942. Pp. 1276. $1.75.) 


Lumber. Compiled by-workers of the Writers’ Program of the Work Projects Adminis- 
tration in the Commonwealth of Pennsylvania. Elementary sci. books. cee A. 
Whitman. Pp. 48. 50c.) . 


Sixteenth Census of United States, 1940: agriculture, livestock and Evestock pen 
horses and mules, cattle and calves, dairy products, hogs and pigs, sheep and lambs, and 
wool produced, goats and kids end mohair produced, animals biftchered, purchases and 
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soles, poultry and pouliry products, bees and honey, and fur animals and pelts. Bureau 
of the Census. (Washington: Supt. Docs. 1942. Pp. 126. 30c.) 
Chapter 6, vol. 3—General report on agriculture. 


Economic Geography; Regional Planning; Urban Land; Housing 

Brancu, M. C., Jr. Urban planning and public opinion; national survey, research investi- 
gation. Research ser., no. 1. (Princeton: Bur. of Urban Research, Princeton Univ. (1942. 
Pp. 87. $1.) 

Bounce, A. C. The economics abst soil conservation. (Ames: Jowa State College Press. 1942. 
Pp. xv, 227. $3.) 

CONDRA, G. E. Geography, agriculture, industries of Nebraska. (Lincoln: Univ. Pub. Co. 
1942, Pp. 352. $1.28; workbook, 44c.) 

Greer, G., editor. The problem of the cities and towns, Report of the conference on 
urbanism, Harvard Univ., March 5- 6, 1942. (Cambridge: Harvard Univ. 1942. Pp. 116. 
$1.) 

Huruouvse, A. M. and Cuatrers, C. H. Tax-reverted properties in urban areas. (Chicago: 

_ Public Admin. Service. 1942. Pp. viii, 183. $2:50.) 


a HORRABIN, J. F. An outline of political geography. (New York: Knopf. Pp. 171. $1.50.) 


A rewritten version of the author’s An Outline of Economic Geography. 


Læser, R. America’s natural wealth; a story of the use and abuse of our resources. (New 
York: Harper. Pp. 259. $2.50.) 


Rosgrts, R. W., editor. Arkansas’ natural resources. (Fayetteville: Univ. of Arkansas 
- Book Store. 1942. Pp. 461. $1; paper, 80c.) 


SERT, J. L. Can our cities survive? An A B C of urban ara their analysis, their solu- 
tions, based on the proposals es by the C. I. A. M. (Cambridge: Harvard. Pp. 
270, $5.) . 

TERESHTENKO, V. J. and others. Bibliographical review of literature on codperative housing. 
(New York: Federal Works Agency, W. P. A. Published by Edward A. Filene Good 
Will Fund, Inc., Boston. 1942. Pp. xiii, 267. 50c.) 


Appraisal technique for urban problem areas as a basis for housing policy of local govern- 
ments, illustrative results from tkree test surveys. Public Health Service, Reprint 2359 
from Public Health Repts. (Washington: Supt. Docs. 1942. Pp. 28. 10c.) 


Area analysis, method of public works plonning. Nat. Resources Planning Board, tech. 
pap. no. 6. (Washington: Supt. Docs. 1942. Pp. 31. 15c.). 


City-wide studies. Vols. I, IE, TI. (New York: Regional Plan Assoc., 1942. Pp. various. 
$1.50.) 


Columbia Basin Project act: hearings, 77th Cong., 2nd sess., on H. R. 6522, bill to amend 
act entitled “An act to prevent speculation in lands in the Columbia Basin prospectively 
irrigable by reason of the construction of the Grand Coulee Dam project and to aid 
actual settlers in securing such lands at the fair appraised value thereof as arid land, and 
for other purposes,’ of May 27, 1937 (50 Stat. 208), and for other purposes, Mar. 
and Apr., 1942, Irrigation and ‘Reclamation Committee, House. (Washington: Supt. 
Docs, 1942. Pp, 227. 25c.) 


Federal Housing Administration: eighth annual report for the year ending Dec. 31, 1941. 
(Washington: Supt. Docs. 1942. Pp. 56. 10c.) 

Relation of tax delinquency in slum areas to the housing problem; a study of the financial 
aspects of blight in a lower east side area of New York City. (New York: Citizens’ 
Housing Council of New York. 1942. Pp. 35, mimeographed. 50c.) 
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Rôle of the housebuilding industry, building America. (Washington: Supt. Docs. 1942. Pp. 
29. 10c.) 


Tax delinquency and rural land-use adjustment. (Washington: Supt. Docs. 1942. Pp. 190. 
50c.) i 


Urban planning and public opinion; a pilot study. Pub. serv., no. 2. (Princeton: Bur. of 
Research, Princéton Univ. 1942. Pp. 36. 50c.) 


Wor housing: hearings, 77th Cong., 2nd sess, on H. R. 7312, to increase by $600,000 p00 
the amount authorized to be appropriated for defense housing under the act of Oct. 14, 
1940, as amended, June, 1942, Public Buildings and Grounds Committee, House. (Wash- 

“ ington: Supt. Docs. 1942. Pp. 335. 35c.) 


Labor and Industrial Relations 


BIANCHARD, J. and Terur, D. Strikes in the Pacific Northwest, 1927-1940; a statistical 
analysis. (Portland, Ore.: Northwest Regional Council. 1942. Pp. 32. 50c.) 


Carey, J. and others. Wage policy in wartime. Round table broadcast no. 234. (Chicago: 
Univ. of Chicago. 1942. Pp. 27. 10c.) 


Cane, G. W. Motion and time study, Rochester tech. ser. (New York: Harper. -1942. 
Pp. 88. $1.40.) 


Davy, P. T. Barriers to youth employment. Am. Youth Commission pub. vee 
Am. Council on Educ. Pp. 120, $1.75.) © 


Egy, H. O. The Labor Relations act in the courts. New York and London: Harper. 1943. 
Pp. xvii, 250. $3.50.) 


A 5-year survey and analysis of legal decisions affecting the rights and responsibilities 
of employers and employees. 


FABRICANT, S. Productivity of labor in peace and war. Occasional pap. 7. (New York: Nat. 
Bur. of Econ. Research. 1942. Pp. 28.) 


FELDMAN, H. editor. Labor relations and the war. Annals, vol. 224. (Philadelphia: Am. 
Acad. of Pol. and Soc. Sci. 1942. Pp. 251. $2.50; paper, $2.) j 


Froman, L. A. Industrial supervision. Univ. bus.-econ. ser. (Chicago: Foundation Press. 
1942, Pp. 352. $2.50.) 


GALARZA, E. Labor in Latin America. (Washington: Am. Council on Public Affairs. [1942.] 
Pp. 16.) 
Kusz, H. D. and Danmor, R. H. Changes in distribution of manufacturing wage earners, 


1899-1939, U. S. Dept. of Agric. and U. S. Dept. of Commerce, coop. study. (Washing- 
ton: Supt. Docs, 1942. Pp. 275. 30c.) 


Kuczynsxt, J. A short history of labour conditions under industrial capitalism. Vol. 1. 
Great Britain and the Empire, 1750 to the present day., (London: Frederick Muller, Ltd. 
1942. Pp, 272. 12s. 6d.) 


Lanpis, J. M. and Manorr, M. Cases on labor laws. 2nd ed. Univ. casebook ser. (Chicago : 
Foundation Press. 1942. Pp. 1135, $7.50.) i 


Lapp, J. A. Labor arbitration; principles and pröcsdires. (Deep River, Conn.: Nat. Fore- 
men’s Inst. Pp. 246. $3. 50.) 


Linsey, A. The Pullman strike; the story of a unique experiment and of a great labor 
upheaval, (Chicago: Univ. of Chicago Press. 1942. Pp. 396. $3.75.) 


Lozovsxy, A., pseud, (S.'Apramovice Dripzo.) Marx and the trade unions. (New York: 
Internat. Pub. 1942. Pp. 188, $1.75.) 


OLENIN, A. and Corcoran, T. F. Hours and earnings in the United States, 1932-40, with 
supplement for 1941. Bur. of Labor Stat., bull. no. 697. (Washington: Supt. Docs. 1942. 
Pp. v, 207. 25c.) 


218 THE AMERICAN ECONOMIC REVIEW [MARCH 


Pirrson,. F. C. Collective bargaining systems; a study of union-employer responsibilities 
and problems. Studies in labor. (Washington: Am. Council on Public Affairs, 1942. Pp. 
` 237, $3.25; paper, $2.50.) 


Recror, H. B. How 40, build independent unions under New Deal Legislation. (Cincinnati: 
Law Research Service> 1942, Pp. 138. $4.50.) 


SCHWARZTBAUBER, E. E. Workers’ education: a Wisconsin experiment. (Madison: Univ. 
of Wisconsin Press. 1942. Pp. xii, 182. $1.) 


Trnizy, J. M. The native labor problem of South Africa. (Chápe Hil: Univ. of North 
Carolina Press, Pp. 303. $3.) 


- Collective bargaining in the chemical industry, May 1942. Bur. of Labor Stat. bull. 716. 
(Washington: Supt. Docs. 1942. Pp. 22. 5c.) 


Dominant causes of unemployment, duration of unemployment, and relief status of unem- 
ployed registrants in the United States Employment Service in St. Paul. Prepared by 
Research Staff of Study OI. (Minneapolis: Employment Stabilization Research Inst., 
Univ. of Minnesota. 1942. Pp..8.) 


- Economic factors bearing on minimum wages in the printing and publishing and allied 
graphic arts industry. (Washington: U. S. Dept. of Labor, Wage and Hour Div., Eco- 
nomic Branch. 1942. Pp. 151, mimeographed.) 


Labor in wartime. Law and contemp. prob., vol. 9, no. 3. (Durham, N.C.: Law and Con- 
temporary Problems. Pp. 208. $1.) -` 


Problems and policies in industrial relations in a war economy. Selected references. 5th 
supplement, bibl. ser. no, 69. (Princeton: Industrial Relations Section, Dept. of Econ, . 
and Soc. Inst., Princeton Univ. 1942. Pp. 38.) 


Report of the forty-first annual conference of the Labour Party, London, 1942, (London: 
The Labour Party. 1942. Pp. 183. 1s. 6d.) 


The St. Paul labor market, October 1941-June 1942. Part 1. Summary. Prepared by Re- 
search Staff of Study IL (Minneapolis: Employment Stabilization Research Inst, Univ. 
of Minnesota. 1942. Pp. 35.) 


Union wages, kours, and working conditions in the building WEA June 1, 1941. Pre- . 
pared by Industrial Relations Div., Bur. of Labor Stat., bull no. 680. (Washington! Supt. 
Docs. 1942. Pp. iv, 102. 15c.) 


‘Wages and kours of labour in Canada, 1929, 1940 and 1941. Report no. 25, issued as a 
supplement to The Labour Gazette. (Ottawa: Dept. of Labour. 1942. Pp. 173.) 


Wages ond ‘hours of union motortruck drivers and helpers, June 1, 1941. Bur. of Labor 
Stat., bull. 705. (Washington: Supt. Docs, 1942. Pp. 61. 10c.) 


Wage-siructure of the motor-vehicls industry. Bur. of Labor Stat., bull. 706. (Washington: 
Supt. Docs. 1942. Pp. 49. 10c.) 


Wartime transference of labour in Great Britain. Studies and reports, ser. C. Employment _ 
and unemployment, no. 24, (Montreal: Internat. Labour Office. 1942. Pp. vi, 163. $1; 4s.) 
Social Insurance; Relief; Pensions; Public Welfare 
- Bevermear, W. Social insurance and allied services. (New York: Macmillan. 1942. Pp. 299. 
$1.) 
Carr, D. and others. Health in wartime. Round table broadcast no. 233. ve Univ. 
of Chicago. 1942. Pp. 25. 10c.) 
Hatt, M. F. Public health statistics, P. B. Hoeber pub. (New Vork: Harper. 1942, Pp. 408. 
GE 50.) 
Haraway, M. and others. Education for the public sodal services, (Chapel Hill: Univ. of 
North Carolina- Press, 1942, Pp. 324. $3.) _ 


1943] TITLES OF NEW BOOKS 219 


Horranp, K. and Hin, F. E. Youth in the CCC. Prepared for the American Youth Com- 
mission. (Weshington: Am. Council on Educ. Pp. 278. $2.25.) 


Mackey, W. J. Penpont compensation in Ohio, (Columbus: Atlas Pub. Co. 1942. 
Pp. 564. $6.50.) 


Sron, J. E. and Fæ, O. P. Public health services in an Indiana defense community. 
(Bloomington, Ind.: Bur. of Gov. Research, Indiana Univ. 1942. Pp. 83.) 


Suntzy, E, M. The Kentucky Poor Law, 1792-1936. Univ. of Chicago soc. service monog. 
(Chicago: Univ. of Chicago Press. 1942. Pp. ix, 160. $1.50.) 


Employment security in Ohio, 1941. A report of activities of the Bur. of Unemployment 
Compensation. (Columbus: State of Ohio, Bur. of Unemployment Compensation. 1942. 
Pp. 81.) 


Public welfare and war services, a bibliography. scosee: Am, Public Welfare Assoc. 1942, 
Pp. 11, 20c.) 


Social security. Evidence submitted to the Interdepartmental Committee on Social Insur- 
ance and Allied Services by the Social Security Sub-Committee of the Fabian Society. 
(London: Fabian Society. 1942. Pp. 28. 1/-.) 


Consumption; Income Distribution; Codperation 


Baroer, H. Outlay and income in the United States, 1921-1938. Stud. in income and wealth, . 
vol. 4. (New York: Nat. Bur. of Econ. Research. 1942. Pp. xxvii, 391. $2.50.) 


Gras, N. S. B. Harvard Co-operative Society, past and present, 1882-1942. (Cambridge: 
Harvard. 1942. Pp. 204. $1.50.) 


HavsratH, A, H., Jr. and Harms, J. H. Let’s investigate! an experimental approach to 
consumer science. (New York: Macmillan. Pp. 158. 80c.) 


Meum, V. L. A plea for planning in cooperation. R. R. Kale memorial lec., 1942. (Bom- 
bay: Gokhale Inst. of Pol. and Econ. 1942. Pp. 26. Rs. 12.) 


Monroe, D. and others. Family spending and saving as related to age of wife and age and 
number of children. U. S. Dept. of Agric. misc. pub. no. 489. (Washington: Supt. Docs. 
1942. Pp. 126.) 


Rep, M. G. Consumers and the ER 3rd ed. (New York: Crofts. 1942. Pp. 634. $3.85.) 
Wietinc, C. M. How to teach consumers coöperation, (New York: Harper. Pp. 221. $2.) ` 


Income sise distributions in the United States: Part I. By the CONFERENCE ON RESEARCH 
IN Income and Wears. Stud. in income and wealth, vol. 5. (New York: Nat. Bur. of 
Econ. Research, 1943. Pp. xxvi, 131. $1.) 


Statistics of income for 1939. Pt. 1. Compiled from individual income tax returns, fiduciary 
income tax returns, estate tax returns, and gift tax returns. Pt. 2. Compiled from cor- 
poration income and (declared value) excess-profits tax returns and personal holding 
company returns. Internal Revenue Bureau. (Washington : Supt. Docs. 1942. Pp. 372; 
291. 40c; 30c.) 


Statistics of income for 1940. Pt. 2, Preliminary io of corporation income, declared 
value, excess-profits, and defense tax returns filed through Dec. 31, 1941. Internal Revenue 
Bureau. (Washington: Supt. Docs. 1942. Pp. 15. 10c.) 


Population; Migration; Vital Statistics 
Asurey-Montacu, M. F. Man’s most dangerous myth; the fallacy of race. Foreword by 
Atpous Huxter. (New York: Columbia Univ. Press. Pp. 227. $2.25.) 


Dantperc, G. Race, reason and rubbish; a primer of race biology. Translated from the 
Swedish by Lancetor Hoosen., (New York: Columbia Univ. Press. 1942. Pp. 240. $2.25.) 


220 THE AMERICAN ECONOMIC REVIEW 
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Tuomas, P. J. The economic results of prohibition in the Salem district. Bull. of dept.. 
of econ., no. 2. (Madras: Univ. of Madras. 1939. Pp. 41. Re. 1.) 

Covers twelve months October, 1937, to September, 1938. 

WEIGERT, H. W. Generals and geographers; the twilight of geopolitics. (New York: Ox- 

ford, 1942, Pp. 283. $3.) 


An analytical study of the nature and significance of German pono and of its 
founder, Karl Haushofer. 


’ 


PERIODICALS 


Economic Theory; General Works 


Bercson, A. Prices, wages, and income theory. Econometrica, July-Oct., 1942. Pp. 15. 

Brrnarb, L. L. The significance of Comte. Social Forces, Oct., 1942. Pp. 7. 

——. La sociologia sistematica de Mariano H. Cornejo. Rev. Mexicana de Soc., Second 
Quarter, 1942. Pp. 28. 

Bopaprtia, F. Leon Walras y la partida doble. Rev. de Econ. y Estat., First and Second 
Quarters, 1942. Pp. 23. 

me K. E. The theory of the firm in the last ten years. Am. Econ. Rev., Dec., 1942: 

. 12, i 

Cerc, J.-O. Walras and Pareto: their approach to applied economics and social eco- 
nomics. Canadian Jour, Econ. and Pol. Sci., Nov., 1942. Pp. 11. 

Core, A. H., Kwicut, F. H., Crarx, J. M. and Evans, G. H., Je. Symposium on n profits 
and the entrepreneur, a series of four papers: Entrepreneurship as an area of research; 
Profit and entrepreneurial functions; Relations of history and theory; A theory of 
entrepreneurship. Jour. Econ. Hist., Dec., 1942. Pp. 9, 7, 11, 4. 

DeVuonrney, L. C. and Jonwson, E. S. General introductory courses in the social sciences, 
Am. Sociological Rev., Oct., 1942. Pp. 5. 

Frienp, I. Eszekiel’s analysis of saving, consumption and investment. Am. Econ. Rev., 
Dec., 1942. Pp. 7. 

Forceer, G. S. Saving of individuals in relation to income. Am. Econ. Rev., Dec., 1942. 
Pp. 6. 

HELLENER, K. F. An essay on the rise of historical pessimism in the nineteenth century. 
Canadian Jour. Econ. and Pol. Sci., Nov., 1942. Pp. 23. 

Tvenaar, S. K. The investment multiplier. Indian Jour. Econ., July, 1942. Pp. 5. 

Lance, O. The foundations of welfare economics. Econometrica, July-Oct., 1942. Pp. 14. 

. Theoretical derivation of elasticities of demand and supply: the direct method. 
Econometrica, July-Oct., 1942. Pp. 22. 

Loxo, C. D. The concept of unemployment. Quart. Jour. Econ., Nov., 1942. Pp. 30. 

Lowe, A. A reconsideration of the law of supply and demand. Soc. Research, Nov., 1942. 
Pp. 27. 

Marcer, A. W. Monetary theory at the textbook level. Am. Econ. Rev., Dec., 1942, Pp. 16. 

METEA, J. K. Rent in economic theory. Indian Jour. Econ., July, 1942. Pp. 9. 

Munn, V. A. Monopolistic competition theory and public grice policy. Am. Econ. Rev., Dec., 
1942. Pp. 17. 

Nicuot, A. J. Production and the probabilities of cost. Quart. Jour. Econ., Nov., 1942. 
Pp. 21. 

Parsons, K. H. John R. Commons’ point of view. Jour. Land and Pub, Util. Econ., Aug., 
1942, Pp. 22. 

Roxaæro, C. J. El concepto de propriedad según Santo Tomás. Rev. del Colegio Mayor de 
Ntra. Sra. del Rosario, July, 1942, Pp. 14. 

Scuarmo, J. S. Alexis de Tocqueville, pioneer of democratic liberalism in France. Pol. 
Sci. Quart, Dec., 1942. Pp. 19. . . 





. 222 THE AMERICAN ECONOMIC REVIEW [MARCH . 


SCHWEITZER, A. The foundation of pure economics. Univ. of Wyoming Pub., Aug. 31, 
1942. Pp. 20. 

Siva, J. G. La tierra y la renta de la tierra. Una doctrina Americana, en un Congreso 
Interamericano. Rev. Mexicana de Soc., Second Quarter, 1942. Pp. 16. 


SMITEDES, A. Aspects of the basing-point system, Am. Econ. Rev., Dec., 1942. Pp. 22. 
—. The stability of competitive equilibrium. Econometrica, July-Oct., 1942. Pp. 17. 
“Yortner, G. The theory of production under nonstatic conditions. Jour. Pol. Econ., — 
Oct., 1942. Pp. 24. 
E Eg G. W. Six letters from Malthus to Pierre Prévost. Jour. Econ. Hist., Nov., 1942. 
16. 





Economic History 
Cmnstison, M. B. LeRoy S. Buffington and the Minneapolis boom of the 1880s. Minn. 
Hist., Sept., 1942. Pp. 14. 


GAMBRILL, O. M. John Beale Bordley and the carly years of the Philadelphia Agricultural , 
Society. Penn. Mag. of Hist. and Biog., Oct., 1942. Pp. 30. 
Gorset, D. B. British-American rivalry in Chilean trade, 1817-1820. Jour. Econ. Hist., 
Nov., 1942. Pp. 13. 
Hammoxn, S. Location theory ong the cotton industry. Jour. Econ. Hist., Dec., 1942. 
Pp. 17. 
Innis, H. A. The newspaper in economic development, Jour. Econ. Hist., Dec., 1942. 
Pp. 33. 
DE Roover, R. Money, banking and credit in medieval Bruges. Jom Econ. Hist, Dec, 
` 1942. Pp. 14. 
` Scovurr, W. C. Large-scale troduction in the French plate-glass industry, 1665-1789. 
Jour. Pol. Econ., Oct., 1942. Pp. 30. 
Terure, S. L. Medieval guilds reconsidered. Jour. Econ. Hist, Nov., 1942. Pp. 10. 
WESTERMANN, W. L. Industrial slavery in Roman Italy. Jour. Econ. Hist., Nov., 1942. 
Pp. 15. 


Economic Systems; National Economies 


CHEN, T.-S. War-time government in China, Am. Pol. Sci. Rev., Oct., 1942. Pp. 23. 

Fover, H. Post-war reconstruction in Great Britain. Canadian Jour. Econ. and Pol. Sci., 
Nov., 1942. Pp. 21. 

Frayp, D. The challenge to liberty. Sociological Rev., Jan.-April, 1942, Pp. 22. 

GABRIEL, R. H. Democracy: retrospect and prospect. Am. Jour. Soc, Nov., 1942. Pp. 8. 

Gruner, E. Perspectivas de la economia de postguerra. Rev. de Ciencias Econ., Sept., 1942, 
Pp. 20. 

Haver, F. A. v. Scientism and the study of society.. Pt. I. Economica, Aug., 1942. Pp. 25. 

Hort, W. H. The sanctions for privacy under private enterprise. Hronom Aug., 1942, 
Pp. 8. 

‘Jounson, A. A time for world civilisation, Yale Rev., Dec., 1942. Pp. 8. 

Marrs, L. D. Reflejos de la cultura economica en la prosperidad Argentina. Rev, de 
Ciencias Econ., Sept., 1942. Pp. 10. 

Parva, J. ne. O desenvolvimento politico-social do Brasil. Rev. Serv. Pub., May, 1942. 
Pp. 7. 

QUINTANA, L. M. M, La economia argentina frente a la guerra. Rev de Ciencias Econ., 
May, 1942. Pp. 7. 

Seres, C. N. The Rberal myth in Japan. Pacific Affairs, Dec., 1942. Pp. 7. 


i 


1943] PERIODICALS 0O o) 223 


Sravaranos, L. S. The Balkan Federation movement; a neglected aspect. Am. Hist. Rev., 
Oct., 1942. Pp. 22, 

Wartime economic and social organisation in Free China. Internat. Lab. Rev., Dec., 1942. 
Pp. 24, 


Statistics; Economic Mathematics; Accounting 

Ames, E. A method for estimating the sise distribution of a given aggregate EA 
Rev. Econ. Stat., Nov., 1942. Pp. 6. 

Arts, G. Estadistica y dinamica. Rev. de Ciencias Econ., May, 1942. Pp. 16. 

BAKER, G. A. Correlations between functions of variables. Jour. Am. Stat. Assoc., » Dec., 
1942, Pp. 3. : 

BENNETT, C. W. Internal control—principles, practical adaptations, cases, N.A.CA. 
Bull., Aug. 1, 1942. Pp. 29. 

Bowrey, A. L. National income in America and the United Kingdom. Economica, Aug., 
1942. Pp. 10. 

Cowen, D. J. Moving seasonal indexes. Jour. Am. Stat. Assoc., Dec., 1942. Pp. 2. 

Day, B. B. and Sanpoamre, M. M. Use of the discriminant function for more than two 
groups. Jour. Am, Stat. Asoc., Dec., 1942. Pp. 12. i 

Dopp, E. L. Certain tests for randomness applied to data grouped into small sets. Econ- 
ometrica, July-Oct., 1942. Pp. 9. 

Dwyer, P. S. Recent developments in correlation technique. Jour. Am, Stat. Assoc., Dec., 
1942. Pp. 20. 

GALVANI, L. Outras observacoes sobre series estatisticas a duas dimensoes. Rev. Brasil de 
Estat., July-Sept., 1941. Pp. 22. 

Hearry, J. P. Some practical problems and recent developments in costing government 
contracts. N.A.C.A. Bull., Nov. 15, 1942. Pp. 18. 

Irwin, J. O. On the distribution of a weighted estimate of variance and on analysis of 
variance in certain cases of unequal weighting. Jour. Royal Stat. Soc, Part I, 1942. 
Pp. 4. 

Kenpatt, M. G. Note on the estimation of a ranking. Jour. Royal Stat. Soc., Part II, 
1942. Pp. 3. 

. On the future of statistics (with discussion). Jour. Royal Stat. Soc., Part II, 1942. 
Pp. 23. 

Kester, R. B. Sources of accounting principles. Jour. Accountancy, Dec., 1942. Pp. 5. 

Kwoupsen, L. F. A punched card technique to obtain coefficients of orthogonal polynomials. 
Jour. Am.'Stat, Assoc., Dec., 1942. Pp. 11. 

Latank, H. A. Seasonal factors determined by difference from average of adjacent months. 
Jour, Am. Stat. Assoc., Dec., 1942. Pp. 6. 

Lor, A. A. Literatura e estatistica. Rev. Brasil. de Estat., July-Sept., 1941. Pp. 10. 

Meroporocia, N. D. Iniciacao estatistice—ideias preliminares. Rev. Brasil. de Estat., 
July-Sept., 1941. Pp. 4: - 

SALTER, L. A., JR. A comment on Deming’s classification oj problems of inference. Jour. 
Am. Stat. Assoc., Dec., 1942. Pp. 3. , 

. Cross-sectional and case grouping procedures in research analysis. Jour. Farm 
Econ., Nov., 1942, Pp. 14. 

Serrao, A. A integracao das equacoes diferenciais do ponto de vista da teoria dos grupos 
continuos. Rev. Brasil. de Estat., July-Sept., 1941. Pp. 10. 

SHISEIN, J. A new multiplicative seasonal index. Jour. Am, Stat, Assoc., Dec., 1942. Pp. 10. 

SoL, I H. The measurement of capacity utilisation. Jour. Am. Stat. Assoc., Dec., 1942. 
Pp..7. i . 








224 ~ THE AMERICAN ECONOMIC REVIEW [MARCH 


Suarez, C. A. The cost-output relation for the United States Steel Boece Rev. Econ. 
Stat., Nov., 1942. Pp. 11. 


Waris, A. W. Compounding probabilities from independent significance tests, Econo- 
metrica, July-Oct., 1942. Pp. 20. 


Waucnu, F. V. Regression between sets of variables. Econometrica, July-Oct., 1942. Pp. 21. 


Wunms, F. M., Rice, F. R. and Scu, E, D. Cost of living indexes in wartime. 
Jour. Am. Stat. Assoc., Dec., 1942. Pp. 10. 


Business Cycles and Fluctuations 


Gama, L. I. Introducao a teoria dos conjuntos. Rev. Brasil. Ga Estat., July-Sept., 1941. 
Pp. 28. . 

GILBERT, R. V. and PERLO, V. The investment-factor method of forecasting business activity. 
Econometrica, July-Oct., 1942. Pp. 6. 

Isard, W. A neglected cycle: the transport-building cycle. Rev. Econ. Stat, Nov., 1942. 
Pp. 10. 

: Transport development and building cycles. Quart. Jour. Econ., Nov., 1942. Pp, 23. 

SticutTer, S. H. Postwar boom or collapse. Harvard Bus. Rev., Autumn, 1942. Pp. 38. 

Saoreues, A. The behavior of money national income under inflationary conditions. Quart. 
Jour. Econ., Nov., 1942. Pp. 16. 

and Koopmans, T. The dynamics of inflation: a comment and a reply. Rev. Econ. 
Stat., Nov., 1942. Pp. 2. 

TINTNER, G. A “simple” theory of business fluctuations. Econometrica, July-Oct., 1942. 
Pp. 4. 








Public Finance; Fiscal Policy; Taxation 
Braxey, R. G. and Braxey, G. C. Cigarette and other tobacco taxes. Tax Mag., Sept., 
1942. Pp. 13. 


BRONFENBRENNER, M. Diminishing returns in federal taxation? Jour. Pol. Econ, Oct., 
1942. Pp. 20. 

Burner, A. G. Compulsory loans in war financing. Harvard Bus. Rev., Autumn, 1942. 
Pp. 9. 

Hsu, Y. Y. China’s first two years of tax in kind, Far East. Survey, Nov. 16, 1942. Pp. 4. 


Tvenoar, S. K. A note on the working of the departmentalisation scheme of finances in 
Hyderabad State, during eighteen years. Indian Jour. Econ., July, 1942. Pp. 22. 


Kanzer, A. On the economics of war finance. Soc. Research, Nov., 1942, Pp. 18. 

Lent, G. E. Collection of the personal income tax at the source. Jour. Pol. Econ., Oct., 
1942, Pp. 20. 

Lurtz, H. L. The rôle of the individual income tax in war taxation. Bull. Nat. Tax Assoc., 
Oct., 1942. Pp. 10. 

Marx, E. A suggestion for the codlection of individual income taxes under the revenue bill 
of 1942 without requiring the filing of income tax returns or withholding agent returns. 
Bull. Nat. Tax Assoc., Oct., 1942. Pp. 4. 


Morcan, L. The impact of war taxation on eighty Canadian eee Canadian Aoi: 
Econ. and Pol. Sci., Nov., 1942. Pp. 18. 


Parties, J. A. Major changes in federal taxation ¿fected by the Revenue act a) 1942. 
Jour. Accountancy, Dec., 1942. Pp. 10. 


Pumenney, L. The exchange equalisation account of Great Britain, 1932-1939: exchange 
operations. Am. Econ. Rev., Dec., 1942. Pp. 14. 


Roserts, R. O. Ricardo’s theory of public debts. Economica, ie 1942. Pp. 10. 


1943] l "PERIODICALS. | 225. 


Scurwanrtz, G. L. The significance of fiscal statistics (swith acai Jour. Royal Stat. 
Soc., Part II, 1942. Pp. 23. 

Spinney, G. W. War finances in Canada. Banking, Sept., 1942. Pp. 3. 

UNDERHILL, H. F. The incidence of pay roll taxes. Quart. Jour. Econ., Nov., 1942. Pp. 3. 


Review of the month—Economic stabilization controls and war finance. Fed. Res. Bull., 
Nov., 1942. Pp. 12. 


Money and Banking; Short-Term Credit 
Aranco, L. A. El sistema monetario de Colombia. Rev. de Econ. y Estat., First and 
Second Quarters, 1942. Pp. 19. 


Brown, K. L. Stephen Girard, promoter of the second U. S. bank. Jour. Econ. Hist., 
Nov., 1942. Pp. 24. 


Buroess, W. R. Effects of the war on banking. Bankers Mag., Sept, 1942. Pp. 4. 4, 
Davcuerty, M. R. The currency-banking controversy. So. Econ. Jour., Oct., 1942. Pp. 4. 


Duruy, H. P. El sistema monetario de Venezuela. Rev. de Econ. y Estat., First and 
Second Quarters, 1942. Pp. 16. 


Erma, O. H. Evolución de la moneda en la Republica Argentina (desde sus origenes hasta 
1822), Rev. de Ciencias Econ., May, 1942. Pp. 24. 


FRESCURA, L. P. El sistema monetario de la Republica del Paraguay. Rev. de Econ. y. 
Estat., First and Second Quarters, 1942. Pp, 46. 


GUARESTI, J. J. La funcion de la moneda. Una nueva moneda o una nueva concepcion 
juridica de la moneda? Rev. de Ciencias Econ., Aug., 1942. Pp. 24. 


Lavensourc, H. Plan for a postwar world clearing bank. Soc. Research, Nov., 1942. Pp. 20. 
MYLANDER, C. H. How the new taxes affect banks. Banking, Dec., 1942. Pp. 5. 


Plumer, W. C. Consumer credit in colonial Philadelphia. Peon. Mag. of Hist. and Biog., 
Oct., 1942. Pp. 25. 


Rarr, R. E. The Hamilton National Associates, Inc—a case study in group banking: 0, $ 
So. Econ. Jour., Oct., 1942. Pp. 17. 


WETTEREAU, J. O. The branches of the first bank of the United States. Jour. Econ. Hist., 
Dec., 1942. Pp. 35. 


An experiment in ration coupon banking. Banking, Nov, 1942. Pp. 3. 

Interest rates at member banks. Fed. Res. Bull., Nov., 1942. Pp. 8. 

La guerra en Mexico y la moneda. Rev. de Econ, Sept. 20, 1942. Pp 2. 

The progress of banking in Great Britain and Ireland during 1941. Bankers’ Insur. Manag. 
and Agents’ Mag., Oct, 1942. Pp. 11; Nov., 1942, Pp. 12. 

Statistics of consumer loans at commercial banks. Fed. Res. Bull, Oct., 1942. Pp. 3. 


International Trade, Finance and Economic Policy 
pe Haas, J. A. The future of world trade. Harvard Bus. Rev., Autumn, 1942. Pp. 9. 
Horan, W. L. War aims and peace aims in the Pacifice Pacific Affairs, Dec., 1942. Pp. 20. 


_ Lramazares, J. La conferencia americana de asociaciones de comercio y produccion. Rev. 
de Ciencias Econ., July, 1942. Pp. 10. 


Micret, R. L. Effects of American-Canadian trade reciprocity on agriculture. Discussion 
by Arren, R. H. and MACFARLANE, D. L. Jour. Farm Econ., Nov., 1942. Pp. 16, 4. 


Business Finance; Insurançe; Investments; Securities Markets 
Axx, L. H. Corporate proxies: I. Michigan ‘Law Rev., Oct., 1942. Pp. 36. 


Kercuum, M. D. Working-capital financing in a war economy. Jour. Bus. Univ. -Chicagos 
Oct., 1942. Pp. 36. . 


226° `! THE AMERICAN ECONOMIC REVIEW f . [MARCHE . 


McDovoatt, J.L. The earning power of Canadian corporate capital, 1934-40. Canadian 
Jour. Econ. and Pol. Sci, Nov., 1942. Pp. 9. 

Mazzocco, A. R. Le observacion de pagos en las leyes nacional y provincial de contabilidad 
y en la ley organica municipal. Rev. de Ciencias Econ., Aug., 1942. Pp. 22. 


Smson, L. M. The preservation of capital: rôle of institutional investors. Trusts and’ 
Estates, Dec., 1942. Pp. 48. 
` Srevens, W. H. S. Railroad reorganizations under the Bankruptcy act. Concluded. Jour. 
Bus. Univ, Chicago, Oct., 1942. Pp. 20. 
eas H. S., Jx..Common stock control for trusts. Trusts and Estates, Oct., 1942, 
. 6. 
Woon, R. The corporation goes into politics. Harvard Bus, Rev., Autumn, 1942. Pp. 9. 


Public Control of Business; Public Administration; National 
Defense and War 

ABRAMSON, v. Price freesing under the Office of Price Administration. Am. Econ. Rev., Dec., 
1942. Pp. 15. 

'BuLmors, A, Elementos pera i um programa de administracao depessoal. Rev. Serv. Pub., 
May, 1942. Pp. 5. 

Hotcomne, A. N. Planejamento financeiro geral feito pelo Bureau do Orcamento. Rev. Serv. 
Pub., May, 1942. Pp. 5. 

Houmpurey, D. D. Price control in outline. Am. Econ. Rev., Dec., 1942. Pp. 16. 

Hyneman, C. S. et al; The political scientist ond national service in wartime. Am, Pol. 
Sci. Rev., Oct., 1942. Pp. 15. 

Jacosy, N. H. The American economy during and after the war—a look akead. Jour. Bus. 
Univ. Chicago, Oct., 1942. Pp. 17. 


Lauternace, A. T. Economic demobilization in the United States after the First World 
War. Pol. Sci. Quart., Dec., 1942. Pp. 22. 

LEWINSOHN, R. O estado como comprador. Rev. Serv. Pub., May, 1942. Pp. 6. 

Nexson, S. Progress of price regulation to September, 1942. Mo. Lab. Rev., Oct., 1942.- 
Pp. 21. 

Noyes, C. E. Social planning in a democracy. Advanced Manag., Oct.-Dec., 1942. Pp. 6. 


~ Sovon, H. A. and Drvne, W. R. Controle dos fatores humanos na experiencia adminis- 
trativa. Rev. Serv. Pub., May, 1942. Pp. 7. 


Saara, H. D. O Bureau do Orcamento na administracao federal Americana. Rev. Serv. 
Pub., May, 1942. Pp. 7. 


Price control in Canada during October, 1942. Lab. Gazette, Nov., 1942. Pp, 6. 


Industrial Organization; Price and Production Policies; 
Business Methods 

Fourxe, R. A. The valuation of 5 saa aaa important decision for alert management. 
Dun’s Rev., Dec., 1942. Pp. 6. 

Gurt, H. N. From industrial mobilization to war production, Harvard Bus, Rev., 
Autumn, 1942. Pp. 12. 

Hayes, S. P., Je. Potash prices and competition. Quart. Jour. Econ., Nov., 1942. Pp. 38. 

Haves, W. Business and the war—Il. The trend in trade and industry. Dun’s Rev., Oct, 
1942. Pp. 8. 

and Wyant, R. Business and the war—tll. Some effects on manufacturing. Dun’s 
Rev., Dec., 1942. Pp. 3. 

Mouton, E, L. The war and its impact on American business. New Mexico Quart, Rev., 
Aug., 1942. Pp. 9. 





1943] - PERIODICALS === — 227 


Morrxy, M. E. Wartime concentration of British industry. Quart. Jour. Econ., Nov., 
1942, G 13. 


_Passt, W. R, Jr. Unstable conditions of competition and monopoly in exhaustible re- 
source industries. Jour. Pol. Econ., Oct. 1942. Pp. 11. 


Puetrs, O. W. A theory of business communication, Jour. Bus. Univ. Chicago, Oct., 1942. 
Pp. 17, 


Marketing; Domestic Trade 
Baert, C. E. Federal food stamp plan. (Plan federal para distribuir alimentos con el 
control de estampillas). Rev. de Ciencias Econ., Sept., 1942. Pp. 14. 


Tosar, H. R. Sales management: retrospect ond prospect. Harvard Bus. Rev., Autumn, 
1942, Pp. 12. 


Transportation; Communication; Public Utilities 
BARTON, F. L. The freight rate structure and the distribution of defense contracts. So. 
Econ. Jour., Oct., 1942. Pp. 12. 


Duz, M. M. De las tarifas i Rev. de Ciencias Econ, July and Sept, 1942. 
Pp. 35, 36. 


Kexty, W. D. The railroad tax situation in New Jersey. Bull. Nat. Tax. Asoc., Nov., 1942. 
“Pp, 4. 


Agriculture; Forestry; Fisheries 
Awnpreus, O. A. Constitucion de la propiedad chilena. La propiedad rural, Rev. Mexicana 
de Soc., Second Quarter, 1942. Pp. 8. 


Crawson, M. and Brack, J. D. Agricultural income and the export market, 1910-1940. 
Jour, Farm Econ., Nov., 1942. Pp. 11. ‘ 


Cowamx, G. R. Some food problems in wartime. Yale Rev., Dec., 1942. Pp. 12. 
_ Davis, J. S. The world’s food position and outlook, Harvard Bus, Rev., Autumn, 1942. 
Pp. 7.. 


Mosx, S. A. Influence of tradition ‘on agriculture in New Mexico. Jour, Econ. Hist., 
Dec., 1942. Pp. 18.. 


Parton, H. S. Wartime wheat policy in Canada. Jour. Farm Econ., Nov., 1942. Pp. 20. 
Reoan, M. M. and Crarensaon, F. A. Emergency control in the farm real estate market. 
Jour. Farm Econ., Nov., 1942. Pp. 17. 

SANDERSON, F. H. The new wheat condition figures, based on weather factors, for the 
Prairie Provinces. A reply by C. F. Witson. Jour. Am. Stat. Assoc., Dec., 1942. Pp. 16. 
SEEPHERD, G. Bases for controlling agricultural prices. Jour. Farm Econ., Nov., 1942. 

Pp. 18. 
Stoxpyx, E. A. Trends in agricultural coöperation. Jour, Farm Econ., Nov., 1942. Fp. 9. 


Economic Geography; Regional Plannings Urban Land; Housing 
Bowman, R. G. Prospects of land settlement in western Australia, Geograph. Rev., Oct., 
1942. Pp. 24. 
Dickson, R. E. The social basis of physical planning. I. Sociological Rev., Jan.-~April, 
1942. Pp, oOo 


Jones, E. Valuation of real property: loan purposes vs. tax purposes. Bull Nat. Tax 
Assoc., Nov., 1942. Pp. 6. 


Pozx, J. The plight of Puerto Rico. Pol. Sci. Quart., Dec., 1942. Pp. 23. 


Spatz, O. H. K. Factors in the development of capital cities. Geograph. Rev., Oct., 1942. 
Pp. 10. 


~ 


228 ` THE AMERICAN ECONOMIC REVIEW [MARCH 


Labor and Industrial Relations 
Bisita, I. Industrial relations and the determination of conditions of employment in 
wartime. Internat. Lab. Rev., Nov., 1942. Pp. 44. 
Correr, C, E. The present position of women in industry. Jour. Royal Stat. Soc, Part 
H, 1942. Pp. 3. 
Fox, J. B. Labors response to management. Harvard Bus. Rev., Autumn, 1942. Pp. 5. 
Grunretp, J. Mobilisation of women in Germany. Soc. Research, Nov., 1942. Pp. 19. 
Hammorcer, E. A peculiar pattern of the fifth column—the organization of the German 
seamen, Soc. Research, Nov., 1942. Pp. 15. 
KAI-SHEK, C. Chinese labor at war. Am. Fed., Dec.; 1942. Pp. 4. 
McMurry, R. N. Management mentalities and worker reactions. Advanced Manag., Oct 
Dec., 1942. Pp. 8. : 
Mirrerman, E. B. Wage determinations: the evidence before the wage and hour division. 
Pol. Sci. Quart., Dec., 1942. Pp. 34. 
Myers, A. H. Laws and men in labor relations. Harvard Bus. Rev., Autumn, 1942. Pp. 12. 
- Norturur, H. R. The New Orleans longshoremen. Pol. Sci. Quart., Dec., 1942. Pp. 19. 
Paterson, D. G. and Sronx, C. H. Dissatisfaction with life work among adult workers. 
Occupations, the Vocational Guidance Mag., Nov., 1942. Pp. 3. é 
PripraM, K. Employment stabilization through pay roll taxation. Quart. Jour, Econ., Nov., 
1942. Pp. 11. 
RANDALL, R. J. Full employment in war-time. So. African Jour. Econ., June, 1942. Pp. 5. 
Scuwartz, H. Hired farm labor in World War II. Jour. Farm Econ., Nov., 1942. Pp, 19. 
Spretacans, J. V. On strike analysis. Jour. Pol. Econ., Oct., 1942. Pp. 11. 
_ Digest report on 1942 convention of American Federation of Labor. Amer. Fed., Nov., 
1942. Pp. 13. 
The regulation of hours of work in France. Internat. Lab. Rev., Oct., 1942. Pp. 13. 


Wartime control of employment in Canada. National Selective Service regulations— 
“establishment of labour priorities—registration of women, Lab. Gazette, Sept., 1942. 


Pp. 9. 
Social Insurance; Relief; Pensions; Public Welfare 
Forg, O. H. Selective services medical statistics program. Jour. Am. Stat. Assoc., Dec., 
1942. Pp. 5. 
HAMBORCER,, K. The Red Cross in the nineteenth century. Social Forces, Oct., 1942. Pp. 6. 
LABOUGLE, A. Prevision y asistencia social. Rev. de Ciencias Econ., Aug., 1942. Pp. 30. 
Lame, R. K. Mobilisation of human resources. Am. Jour. Soc., Nov., 1942. Pp. 8. 


Mauisorr, H. United States pension and compensation payments. Internat. Lab. Rev., 
Nov., 1942. Pp. 9. 


_PICHETIO, J. R. The present state of socal legislation in the Argentine Republic, Internat. 
Lab. Rev., Oct., 1942. Pp. 37. 

Woorron, B. Chaos in the social Services. Sociological Rev., Jan.-April, 1942. Pp. 11. 

“A new structure of social security’: The work of the Inter-American Conference on 
Social Security at Santiago de Chile. Internat. Lab. Rev., Dec., 1942. Pp. 31. 

Social welfare in Southeast Asia. Internat. Lab. Rev., Oct., 1942. Pp. 9. 


Consumption; Income Distribution; Coéperation 
Backman, J. British food rationing. Dun’s Rev., Dec., 1942. Pp. 8. 
Brannis, B. Control of consumption in Britain. Jour. Farm Econ., Nov., 1942. Pp, 12. 


Franxuin, N. N. Cp-operative credit in the Transkeian territories. So. African Jour. 
Econ., June, 1942. Pp. 26. 


1943] PERIODICALS - 229 


Gorat, M. H. An enquiry into indebtedness in a Mysore village. Indian Jour: Econ., 
July, 1942. Pp. 23. 

Hanson, A. C., CornreLD, J. and Erste, L. A. Income and spending and saving of 
city families in wartime. Mo. Lab. Rev., Sept., 1942. Pp. 16. 

Hanson, A. C. and Cornrrexp, J. Spending.and saving of the nation’s families in war- 
time. Mo. Lab. Rev., Oct., 1942. Pp. 14. 

KAPLAN, J. J. Some problems in rationing meats. Rev. Econ. Stat., Nov., 1942. Pp. 7. 

Rener, M. W. Welfare economics and rationing. Quart. Jour. Econ., Nov., 1942. Pp. 7. 

Ruoves, E. C. The distribution of incomes. Economica, Aug., 1942. Pp. 12. 

Toucxsr, R. S. Distribution of income in 1935-36. Jour. Am. Stat. Assoc., Dec., 1942. Pp. 7. 

Waris, W. A. The temporal stability of consumption patterns. Rev. Econ. Stat., Nov., 
1942. iT 

ae S. Rationing consumer expenditure. Harvard Bus. Rev., Autumn, 1942. Pp. 6. 

The codperative movement and the war. Mo. Lab. Rev., Sept., 1942. Pp. 20. 

Review of the month—war program and living standards. Fed. Res. Bull., Oct., 1942, 
Pp. 8. 

Population; Migration; Vital Statistics 

ANTHONY, S. and CHarzes, E. Population trends in relation to the social background on 
Prince Edward Island. Geograph. Rev., Oct., 1942. Pp. 17. 

FLORANT, L. C. Negro internal migration. Am. Soc. Rev., Dec., 1942. Pp. 10. 

GEDDES, A. The population of India: variability of change as a regional demographic” 
index. Geograph. Rev., Oct., 1942. Pp. 12. * 

Gurman, C, White colonization in East Africa with special regard to Tanganyika territory. 
Geograph. Rev., Oct., 1942. Pp. 13. 

Gonzatez, F. R. Estudio historico-entnografico del alcoholismo entre los Indios de 
Mexico. Rev. Mexicana de Soc., Second Quarter, 1942. Pp. 15. 

Hauser, P. M. Population and vital phenomena. Am. Jour. Soc, Nov., 1942. Pp. 14. 

Hosss, A. H. Specificity and selective migration. Am. Soc. Rev., Dec., 1942. Pp. 10. 

Mortara, G. Estudos sobre a utilisacao do censo demografico para a reconstrucao das 
estatisticas do movimento da populacao do Brasil. Rev. Brasil. de Estatistica, July-Sept., 
1941. Pp. 46. 
. Los factores demograficos del crecimiento de las poblaciones Americanas en los 
ultimos cien anos. Rev. de Econ. y Estat., First and Second Quarters, 1942. Pp. 39. 
MOosTELLER, F. and McCartuy, P. J. Estimating population proportions, Pub. Opinion 
Quart., Fall, 1942. Pp. 7. 

Sicues, L. R. Fenomenologia de las relaciones inter-humanas. Ensayo sobre el mando. Rev. 
Mericana de Soc., Second Quarter, 1942. Pp. 20. 

Toprinc, C. W. The equalitarian family as a fundamental invention. Canadian Jour. Econ. 
and Pol. Sci., Nov., 1942. Pp. 11. 

Woorter, T. J., Jr. Preliminary population estimates based on ration book applications. 
Jour. Am. Stat, Assoc., Dec., 1942. Pp. 4. 

Estudio de la problacion de la Provincia de Cordoba (1914-1937). Rev. de Econ. y. Estat., 
First and Second Quarters, 1942. Pp. 49. 





Unclassified Items 


Bowman, I. Geography vs. geopolitics. Geograph. Rev., Oct., 1942. Pp. 13. 

Froman, L. A. Graduate students in economics, 1904-1940. Am. Econ. Rev., Dec., 1942. 
Pp. 10. 

Kiss, G. Political geography into geopolitics: recent trends in Germany. Geograph. Rev., 
Oct., 1942.-Pp. 14. 


FRANK ALBERT FETTER 
A Birthday Note 


The American Economic Review takes this opportunity on behalf of 
the members of the American Economic Association to extend to Profes- 
sor Frank Albert Fetter of Princeton University congratulations on the 
attainment of his eightieth birthday. Professor Fetter’s record of accom- 
plishment has been so distinguished that it seems appropriate to set forth, 
particularly for the benefit of our younger members, a few of the facts 
suggestive of what this record has been. At the request of the Review, 
‘two of his colleagues have prepared this note. 


Professor Fetter was born in the Hoosier State in the town of Peru on 
March 8, 1863. Educated in the public schools, he entered Indiana University 
with the class of 1883, but at the end of his junior year left college to shoulder 
financial responsibilities that resulted from the ill health of his father. For 
eight years he successfully conducted a book store in his home town and 
then returned to the university for his senior year, receiving the degree of 

- bachelor of arts in 1891. The next year found him engaged in graduate study 
at Cornell University from which, in 1892, he received the degree of master 
of philosophy. Then for two years he studied in Europe: at the Sorbonne in 
Paris attending the lectures of Professors Paul Leroy-Beaulieu, Pierre Emile 
Levasseur, and others; and at Halle in Germany, where his major professor 

` was Dr. Johannes Conrad. It was from Halle that in 1894 he received his 
degree of doctor of philosophy. His dissertation dealt with the theory of 
population. Subsequently three American institutions have awarded Professor 

Fetter the honorary degree of doctor of laws: Colgate University in 1909, 

Occidental College in 1930, and Indiana University in 1934, 

Professor Fetter’s active contacts with Europe and with European econo- 
mists did not cease with the conclusion of his doctoral studies at Halle. He 
returned for visits of substantial length in 1910, 1914, 1931 and 1932. In 
1910 he made the personal acquaintance of Professors, Friederick von Wieser 
and Eugen von Böhm-Bawerk. With Professor Böhm-Bawerk in particular 
he became intimate and kept up a personal correspondence with him until 
his death in 1914. 

Nine American institutions have had the benefit of Professor Fetter’s serv- 
ices as a scholar and teacher, four on the basis of regular faculty membership, 
five on the basis of appointment as a visiting professor or lecturer. Dr. Fetter 
served in the rank of instructor for one year (1894-1895), at Cornell Uni- 
versity. Thereafter the sequence of his regular professorial appointments runs 
as follows: Indiana University, 1895-1898; Stanford University, 1898-1901; 
Cornell University, 1901-1911; and Princeton University, since 1911. At 


1 Versuch einer Bevilkerungslehre ausgehend von einer Kritik des Malihus’schen Bevolker- 
ungsprincips, Jena: G. Fischer, 1894, 
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Prinċeton Professor Fetter succeeded Professor Winthrop More Daniels in 
the chairmanship of the large departmental group which then included the 
three fields of history, politics, and economics. In the spring of 1913 Economics ' 
and Social Institutions became a separate department, the development of 
whose rapidly expanding program Professor Fetter guided with marked suc- 
cess for eleven years, except for a brief absence during World War I. Formally, 
under the retirement regulations of Princeton University, Professor Fetter 
attained emeritus rank in 1931; but so highly valued were his services that, 
by action of the Board of Trustees, he was retained under a special arrange- 
ment to give graduate instruction for two additional years. On a visiting 
or exchange basis, Professor Fetter has taught at Harvard, Columbia, the 
Johns Hopkins, and Northwestern Universities, at the University of Illinois, 
and at the Claremont Colleges in California. 

Professor Fetter has been since 1935 a member of the American Philo- 
sophical Society, for three years has served as a member of its Council, and is 
at the present time an active member of its Committee on Research. He is a 
member of the American Academy of Arts and Sciences and the holder of the 
Karl Menger Medal of the Austrian Economic Society, an honor awarded in 
1927. 

When a complete bibliography of Professor Fetter’s published writings is . 
compiled, it will be found to comprise an amazingly long list of items on a 
wide variety of subjects. Undoubtedly those which stand in the position of 
greatest prominence are the series of his contributions in the field of so-called 
“pure” theory. Hardly had Professor Fetter returned to America from his 
doctoral studies in Europe than he was recognized as an incisive and challeng- 
ing student and teacher of theory. In a period when there was a standing 
rule of the American Economic Association that at each annual meeting there 
must be one session devoted to fundamental theory, Professor Fetter at once 
took a position of leadership. At the annual meeting of the Association in 1900 
he was called upon to play the réle of prophet by presenting a paper entitled 
“The Next Decade of Economic Theory.”* That a quarter of a century later 
he was invited to codperate in the compilation of the Wieser Festschrift and 
to contribute to this project an article of substantial length on the state of 
economic theory in the United States testifies not merely to his interest in the 
field but to the international recognition that has been given of the value of 
his own work.® Likewise in 1930 Professor Fetter was invited to contribute 
to the European literature of economic theory an article on “The New Con- 
ceptual Basis of Economics.’ More recently still, in November, 1942, he 


3 Publications of the American Economic Association, 3rd ser., Vol. II (1901), pp. 236-46. 

* Die Wirtschaftstheorie der Gegenwart: Herausgegeben von Hans Mayer, in Ver- 
bindung mit Frank A. Fetter und Richard Reisch. In vier Banden. Band I, “Gesamtbild 
der Forschung in den einzelnen Ländern.” Wien: Julius Springer, 1927. “Amerika,” von 
Frank A. Fetter, pp.. 31-60. This article is available in English only in a mimeographed 
edition, privately produced, under the title “Present State of Economic Theory, in the 
United States of America” (1926). 

* Economia politica contemporanea, saggi di economia e finanza in onore del Prof. Camillo 
Supino. Padova: A. Milani (1930), Vol. I, pp. 93-102. 
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presented at a session of the American Philosophical Society a distinguished 
paper, as yet unpublished, on “The Early History of Political Economy i in 
America.” i 

It is not proposed in this note to make an appraisal of Professor Fetter’s 
contributions to economic theory, but only to indicate their scope and char- 
acter. He was from the first interested in the theory of value, or more ac- 
curately, theories of value. Among the earlier items in his bibliography are 
contributions dealing with theories of value in their application to the 
monetary controversies of the nineties." To Professor Fetter pure theory has 
never been a thing apart from so-called practical problems. But for the most 
part his earlier studies were concentrated on such theoretical problems as the 
concepts of value and price, and the several phases of the theory of distribu- 
tion that are suggested by the terms capital, capitalization, time-preference, 
interest, and rent. Some of the resultant doctrine was first set forth in his 
general texts;*® but the development of his contributions in this area of ab- 
stract theory can perhaps better be traced through a series of his published 
papers that appeared between 1900 and 1914.’ Somewhat later, in 1927, a 
substantial part of this body of doctrine was re-stated in a paper on “Interest 
Theory and Price Movements.”® Still later, in 1936, at a joint session of the 
American Economic Association and the American Accounting Association 
he presented a paper entitled “Reformulation of the Concepts of Capital and 
Income in Economics and Accounting.”® As is well known, Professor Fetter’s. 
point of view in the development of a consistent body of fundamental theory, 
like that of the Austrian school, is subjective and psychological. 

Professor Fetter is distinctively a “welfare economist,” a fact which is 
emphasized by certain articles published soon after World War I: “Price 


* “Theories of Value in Their Application to the Question of the Standard of Deferred 
Payments,” Publications of the American Economic Association, Vol. X, no. 3 (1895), 
suppl., pp. 101-03 (1895). “The Exploitation of Theories of Value in the Discussion of the 
Standard of Deferred Payments,” .Annals of the Am. Acad. Pol. and Sog: Sci, Vol. V 
(1895), pp. 882-96. 

*The Principles of Economics, with Applications to Practical Problems. New York: The 
Century Company. ist ed., 1904; 2nd and 3rd ed. in 1910 and 1911, Subsequently this 
work was revised and enlarged, reappearing in:two volumes: Vol. I, Economic Principles 
(1915); Vol. IL, Modern Economic Problems, 1916 and 1922. 

1 Among these the following should be noted: 

1. “Recent_Discussion of the Capital Concept,” Quart. Jour. of Econ., Vol. XV (1900), 
pp. 1-45. 

2. “The Passing of the Old Rent Concept,” ibid., Vol. XV (1901), pp. 416-55. - 

3. “The ‘Roundabout Process’ in the Interest Theory,” ibid., Vol. XVII (1902), pp. 163- 


_ 4. “The Relations between Rent and Interest,” ; Publications of the American Economic 

Association, 3rd ser., Vol. V (1904), pp. 176-98. 

5. “Present State of the Theory of Distribution,” ibid., 3rd ser, Vol. VIZ (1906), pp. 
52-54. 

6. “The Definition of Price,” Am. Econ. Rev., Vol. I (1912), pp. 783-813. 

7. “Interest Theories, Old and New,” ibid., Vol IV (1914), pp. 68-92. 

*Am. Econ. Rev., suppl, Vol. XVII, no. 1, pp. 62-105. 

* Accounting Revitw, Vol. XII, pp. 3-12, 
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Economics versus Welfare Economics” (1920) ;?° and “Value and the Larger 
Economics, I, Rise of the Marginal Doctrine; II, Value Giving. Way to Wel- 
fare” (1923).2 It is thoroughly consistent with this emphasis on welfare that 
in his later writings he has given ever-increasing attention to the application 
of fundamental economic concepts and theories to such significant problems . 
of public policy as those relating to market structures and market prices. He 
has a deeply entrenched conviction of the obligation of academic economists 
to serve the public with a disinterestedness not open to question.!? In 1923-24 
he was associated with Professor John R. Commons of the University of 
Wisconsin and Professor William Z, Ripley of Harvard University in the 
preparation of a brief, to be presented in cases before the Federal Trade 
Commission, on behalf of a group of states opposed to the “Pittsburgh Plus” 
pricing system in the steel industry. On several occasions thereafter he served 
in similar cases as an expert witness and as a temporary member of the staff 
of the Commission.-The theoretical foundation of his opposition to the basing- 
point system was set forth in the Quarterly Journal of Economics (1924) under ` 
the title, “The Economic Law of Market Areas.” 

Professor Fetter’s “extra-curricular” activities embrace a wide range of | 
interests both local and national. While in service on the faculty of Cornell 
University, he was active in the formation of the Cornell Cosmopolitan Club 
for foreign students and served for four years on its governing board. Through 
this connection he was active in the formation of the Association of Cosmo- 
politan Clubs at Madison, Wisconsin, in 1907, and it is said on good authority 
that as'a result of his use in a public address on that occasion of Goldwin 
Smith’s motto, “Above All Nations Is Humanity,” this motto was adopted 
as that of all Cosmopolitan Clubs. 

Professor Fetter has always been actively interested in social work. During’ 
his leave from Stanford University in 1900-1901 he made Hull House his ` 
base of operations while making a special study of low-grade housing condi- 
tions in Chicago. In 1910 he was appointed by (then Governor) Charles 
Evans Hughes to membership on the New York State. Board of Charities. 
Removing to New Jersey, he continued his activity.in social work through 
such organizations as the New Jersey Conference of Charities and Correction 
and the New Jersey Conference for Social Welfare. For eleven years (1918- 


X Am, Econ. Rev., Vol. X, pp. 467-87, }719-37. 

™ Jour. of Pot. Econ., Vol. XXXI, pp. 587-605, 790-803. 

™See his “The Economists and the Public,” an address delivered at the University of 
Wisconsin on the occasion of the unveiling of a portrait of Professor Richard T. Ely. Am: 
Econ, Rev., Vol. XV (1925), pp.;13-26. 

“Vol. XXXVII, pp. 520-29. See also “Planning for Totalitarian Monopoly,” a book 
review, Jour, of Pol. Econ., Vol. XLV (1937), pp. 95-110; “The New Plea for Basing- 
Point Monopoly, ibid., Vol. XLV (1937), pp. 577-605; “Rejoinder to Professor de Cha- 
zeau’s Reply,” ibid., Vol. XLVI; (1938), pp. 567-70; and “The Pricing of Steel in South 
Africa,” a book review, in South African Jour. of Econ., Vol. TX (1941), pp. 235-50. Less 
theoretical in character of treatment are Professor- Fetter’s book The Masquerade of 
Monopoly (Harcourt Brace, 1931) and his lecture “Democracy and Monopoly” delivered 
at Princeton on the Stafford Little Lectureship eight years after his format tetirement from 
teaching. (Princeton Univ, Press, 1939.) 
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1928) he was an Neve member of the Board of Managers of the New Jersey 
State Home for Boys at. Jamesburg, The published proceedings of the Na- 
tional Conference of Charities and Correction and of the National Conference 
on Social Work give evidence of his interest in social work on a national basis. 

A man of peace, Professor Fetter has rendered his service in time of war. 
In 1918-19 he withdrew from academic activity to be general manager of 
_ - the national organization of the War Camp Community Service, the counter- 
part of our present U.S.O. Today he is a member of his local rationing board. 

A firm believer in the public schools, he served in Princeton from 1924 to 
1928 as an active member, for a while as vice-president, of the Board of Edu- 
cation. It was during this period that he gave effective guidance to a building 
program that culminated in the construction of a junior-senior high school 
building now serving students from nine municipalities. 

In the field of higher education and particularly having concern for the 
promotion and maintenance of the highest standards of professional relations, 
Professor Fetter has been an active member of the American Association of 
University Professors. Here he was from the first deeply concerned with prob- 
lems of academic freedom. This was to be expected, for he was one of those 
members of the faculty of Leland Stanford University who in 1901 volun- 
tarily resigned from their positions in protest against the violation of academic 
freedom in the dismissal of Professor Edward Alsworth Ross, When in De- 
cember, 1913, at the meetings of the American Economic Association, the 
American Political Science Association, and the American Sociological So- 
ciety, a committee of nine was constituted to consider and report on questions 
of academic freedom and tenure, Professor Fetter served with Professor EÈ. R. 
- Seligman and Professor Richard T. Ely as a representative of the econo- 
- mists, The same three members represented the economists on a similar com- 
mittee of the American Association of University Professors, which was . 
appointed in 1915. Later, in the years 1916 to 1927, Professor Fetter served 
on the standing “Committee A” of the American Association of University 
Professors. 

There are few of the present members of the American Economic Associa- 
tion whose first membership antedates that of Professor Fetter. He joined the 
Association in 1894. From June, 1901, until December, 1906, he held the office 
of secretary-treasurer. In 1912 he was president. For six years (1906-1911) 
he was an associate editor of the Economic Bulletin, the official publication 
of the Association, the forerunner of the American Economic Review, and 
from 1914 to 1919, he was an associate editor of the Review. A regular at- 
tendant at the annual meetings of the Association, he could probably count . 
on the fingers of one hand the number at which he has not been present. And 
when present he could most often be found in the company of his younger 
colleagues and former students. 

At the age of eighty Professor Fetter is still young, physically and mentally 
vigorous, able and modestly eager to join in scientific discussion. His wit, as 
always, is keen, and his powers of friendly repartee are a prime reason for the 
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pleasure which people find in his society. Over and above the intellectual 
acumen and the scientific integrity that have characterized his professional 
career, there has been an unusually pervasive warmth of friendly relations 
with his associates. He is preéminently a kindly man. The deep affection 
and steadfast loyalty of his friends are well deserved, ; 
To Professor Fetter and to Mrs. Fetter heartiest congratulations and best 
wishes! 
; STANLEY E. Howarp- 
E. W. KEMMERER 
Princeton University 


Davis Rich Dewey, 1858-1942 


Davis Rich Dewey, for thirty years managing editor of The American Eco- 

nomic Review, died in Cambridge on December 13, 1942, in his eighty-fifth 
year, The son of Archibald S. and Lucinda A. (Rich) Dewey, he was born on 
a farm in Burlington, Vermont, in 1858, He attended local schools where he 
and his brother both attained scholastic records that are still remembered for 
-their excellence. He attended the University of Vermont and graduated there 
with Phi Beta Kappa honors in 1879. He then taught for one year in a district 
school and served the next year as principal of a small academy at Underhill. In 
1881 he was appointed teacher of Latin and Greek and also principal of the 
Hyde Park High School, near Chicago. 

Dr. Dewey’s work in economics began in 1883, when he entered the graduate 
school of Johns Hopkins University. While a student there he served as a cor- 
respondent for Bradstreet’s and spent the summer of 1885 in editorial work 
for that publication. He received a fellowship at Johns Hopkins and was granted 
his doctor’s degree in 1886, presenting as his thesis History of American Eco- 
nomic Literature Previous to the Time of Henry C. Carey. In this year also he 
married Mary C. Hopkins of Madison, Wisconsin. 

In the autumn of 1886 he came to Massachusetts Institute of Technology 
where he was to serve for forty-seven years. His first appointment was as in- 
structor in history and economics, In this capacity he was associated with 
Francis Amasa Walker who was then head of this department, as well as presi- 
dent of the Institute, In 1893 he was made professor of economics and statistics 

~and had charge of the department until his retirement forty years later. In 1913 
the course in engineering administration was organized, and Professor Dewey 
directed this group of students from its organization until 1931, when a separate 
department of engineering administration was created. 
` During his first year of service at the Institute he became a member and was ` 
elected secretary of the American Statistical Association. This office he held 
for twenty years (1886-1906). As secretary and as a member of the publica- 
tions committee he edited the publications of the American Statistical Associa- 
tion, out of which developed the journal of that association. 

While still a student at Johns Hopkins he had attended the meeting in Sara-. 
toga which organized the American Economic Association. He became vice- 
president of this organization in 1908 and its president in 1909. Here also he | 
became a member of the committee on publications. When The American Eco- 
nomic Review was started in 1911 he became its first editor. This office he held 
until the present managing editor succeeded him in office in 1941, 

Among his writings, the Financial History of the United States was the best 
known. For this work he was awarded the John Marshall prize by Johns Hop- 
kins University in 1904. The thirteenth edition of this book was published in . 
1941. He was editor of the two volumes, Discussions in Economics and Statistics, 
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by Francis A. Walker (1899): He contributed to the Liseraturé of American 
History, edited by Larned (1902). He wrote also National Problems 1885-1897 
(1907), State Banking before the Civil War (1910), and articles for Palgrave’s 
Dictionary of Political Economy, the New International Encyclopedia Ameri- 
cana, the Encyclopedia Britannica, the American Year Book and the Common- 
wealth History of Massachusetts. In 1922 with M. J. Shugrue he wrote Banking _ 
and Credit, There was, however, only one publication to which he ever referred 
with pride (if such a word may be used in connection with a man so utterly 
modest). This was the Census volume on Employees and Wages, published in 
1903, Though many recognize the pioneer character of this study, few people 
know that Davis Dewey as special expert of the Twelfth Census conducted the 
research necessary for the publication of that volume.. 

In addition to his writing, his teaching and administrative direction of an 
ever-growing department, Professor Dewey served on many public commissions. 
In 1894 he was chairman of the Special Commission in Massachusetts to Inves- 
tigate the Subject of the Unemployed. In 1896 he was a member of the Board 
to Investigate Charitable and Reformatory Institutions of Massachusetts. From 
1897 to 1905 he was a member of the Municipal Department of Statistics of 
the City of Boston, and in 1903 he was appointed to the State Commission 
on Relations between Employer and Employee. In connection with these activi- 
ties he shared in the preparation of the reports published on these subjects. 

For. the national government during the First World War he served as 
director of the economic section of information under the Department of Labor; 
and between 1928 and 1932 he served on three emergency boards of mediation 
and on one board of arbitration appointed by the President of the United States 
for the settlement of railroad labor disputes. a 

His honorary degree of LL.D. was received from the University of Vermont in 
1910, He served as a trustee of the Massachusetts State College for thirty years 
(1909-1939). Shortly before his death he became also a trustee of a secondary 
school, Browne and Nichols in Cambridge. At various times he taught courses 
in economics at Johns Hopkins University, Wellesley College, Harvard Uni- 
versity, Columbia University, and the University of California, Even his travels 
contained normally some purposive element. In 1929 he attended the annual 
meeting of the Institut International de Statistique in Warsaw. In 1935 he 
attended the meeting in Athens, and in 1936, while in Mexico City, he attended 
another meeting of the Institut International. 

His chief recreations lay in his summer home at New London, New Hamp- 
shire. There he converted a hill-top farm into a home for his family and raised 
his flowers. The flower gardens which he tended himself became so well known 
that people drove for miles to see them and to look across them to the lake and 
mountains beyond. As he grew feebler the only complaint that ‘he ever voiced 
to his associates was that he could no longer attend to the flowers he loved 
so well. 

In. addition to his widow he is survived by a son, Colonel Bradley Dewey, 
formerly president of the Dewey and Almy Chemical Company and now the 
deputy rubber administrator, and by a daughter, Mrs. A. Barr Comstock, who 
lives in Washington, D.C. He is survived also by a broth®r, John, professor 
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emeritus of philosophy at Columbia University, by six grandchildren and by 
one great-grandchild. 

As economist, as statistician and as author Professor Dewey was interested 
always in the accurate recording of economic fact. He was indifferent normally - 
to theorizing which had no demonstrable connection with fact. This devotion 
to fact is all the more interesting because his remarkable gift of humor arose 
from an exceptionally lively imagination. His devotion to fact can be under? 
stood best in connection with the absolute integrity which characterized his 
every act. Self-discipline and a high sense of honor were the keynotes of his 
life. In all his relations he was notable for this absolute integrity and for his . 
tolerance. Few men have ever been so widely loved. Every man who remained 
long in contact with him was studied in order to determine how best that man 
could be helped. His suggestions were valuable; but his example was the greatest 
inspiration. Tolerant, patient, generous-minded and unassuming, the magnitude ` 
of his service was appreciated in many instances only after he had gone. 

BEATRICE A, ROGERS 
Donatp S. TUCKER 


Abraham Berglund, 1875-1942 


Abraham Berglund, professor of commerce and business administration at 

the University of Virginia since 1922, died at the University of Virginia Hos- 
pital, following a brief illness, on May 28, 1942. 
- Professor Berglund was born in San Francisco, California, on December 
10, 1875. His parents, Hans Berglund and Anna Christina Berglund, were 
. natives of Sweden, His father, who engaged in the shipping industry in San 
Francisco, was a noted world traveler, and his mother also had traveled ex- 
tensively, He was named for his father’s brother who was a member of the 
upper house of Parliament in Sweden, 

At the University of Chicago, where He received the B.A. degree in 1904, 
Professor Berglund was a student of Laughlin, Veblen, and H. J. Davenport, 
and he there developed the strong love of economic inquiry for which he was 


admirably endowed by nature and which -he never lost. He then became a , ` 


graduate student in economics at Columbia University and was awarded the 
degree of doctor of -philosophy in 1907. At Columbia he was deeply im- 
pressed with the teachings and personality of Professor John Bates Clark, 
an influence which was later projected strongly in his own teaching and 
writing. In 1907, also, he was married to Miss Edna Margery Glass of Win- 
-field, Kansas, who intellectually and by temperament became an ideal com- 
panion and wife. While engaged ,in writing his doctoral dissertation at Co- 
lumbia, he taught in 1906 at the Cathedral School (St. John the Divine) and 
in 1907 at the New York Military School in Manlius. The thesis itself was 
a notable investigation of the “rise, character and influence” of the United 
States Steel Corporation. It was recognized as a study of high merit and 
- revealed the peculiar gifts of Professor Berglund for industrial analysis, in 

~ which he combined keen insight and understanding with discriminating judg- _ 
ment. 
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Following the period of residence at Columbia, Professor Berglund became . 
an instructor in economics at Washington State College for two years. In the 
summer months of 1908 he made an investigation of the wheat situation in 
the state of Washington and wrote a report of his findings, the significant facts 
of which formed the basis of an article on “The Wheat Situation in Wash- 
ington State” in the Political Science Quarterly, In 1909 he took a position 
with the U. S. Bureau of Corporations where he remained until 1913. In the 
latter year he was appointed assistant professor of economics at the University 
of Washington and held this position until 1917, when he was appointed to 
the rank of associate professor. A year later, however, he resigned the appoint- 
ment in order to accept a place on the U, S. Tariff Commission. In the latter 
position the high quality of his work was brought to the attention of Profes- 
sor F. W. Taussig and Professor T. W. Page who were members of the Com- 
mission at that time. The special reports which he prepared for the Com- 
mission dealt with the tariff as related to the iron and steel industry. 

It was decided in 1922 to expand the staff of the Schools of Economics and 
Commerce at the University of Virginia and Professor Berglund accepted 
an appointment as associate professor of commerce and business administra- 
tion in that year. His teaching duties consisted of courses in transportation, 
business combinations and an undergraduate class in economic history, and 
in addition he participated in a graduate seminar in Economic Theory. In the 
years which followed he wrote ‘extensively and published many scholarly 
articles in the leading economic journals of this country. His interest in the 
tariff and in the iron and steel industry continued, while at the same time 
his investigations were broadened somewhat to include problems of our mer- 
chant: marine and ocean transportation. Articles on the United States Steel 
Corporation were published in the Quarterly Journal of Economics in 1923 
and 1924, and discussions of our merchant marine and international trade 
and of our tariff policy appeared in the Journal of Political Economy and in 
The American Economic Review. He also contributed several articles to the 
Harvard Business Review. 

At the invitation of the Brookings Institution he spent the session of 1926- 
1927 in Washington on leave of absence in order to undertake a study of the 
tariff on iron and steel. As a result of his work on this assignment a monograph 
was published in 1929 in the Brookings Institution series under the joint 
authorship of Professor Berglund and Dr. Philip G. Wright. Upon the comple- 
tion of this undertaking he engaged in a joint research study with a colleague, 

. Dr. George T. Starnes, and with Dr, Frank T. DeVyver, now of Duke Uni- 
versity, under the auspices of the Institute for Research in the Social Sciences 
of the University of Virginia. The results of this investigation were published 
with the title, “Labor in the Industrial South,” in 1930. A year later he 
published his general treatise on Ocean Transportation which still serves as a 
leading textbook in this field. 

At the beginning of the thirties Professor Berglund conceived and planned 
a work that he hoped would be- the magnum opus of his professional career. 
He began a comparative and critical study of economic thgory, the results of 
which he ultimately hoped to publish under the title, Economic Theory in 
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the Crucible. At the suggestion of a colleague and friend, Dr. Wilson Gee, 
director of-the University’s Institute for Research in the Social Sciencés, he 
decided to apply for a grant from the Institute which would provide assistance 
in the undertaking. The greater portion of his available time for the following 
decade and until a few days before the end was applied. with unflagging zeal 
and consistency to this task. He stepped aside only occasionally for a brief 
time, as for example in 1934-1935, when he served as economic advisor to 
the Interdepartmental Committee on Shipping Policy and completed a report 
for the President. In like manner he found it possible to contribute a few 
professional articles and to write selections for volumes 10, 12 and 14 of the 
Encyclopaedia of the Soctal Sciences. But aside from his teaching duties he 
could nearly always be found in his private retreat in the University library, 
exploring the range of economic theory in accordance with the plans and 
purposes which he had set for himself, He succeeded in the virtual completion 
of his manuscript and expected to spend the ensuing months in making certain 
revisions for its publication. The work will be published in the Institute series 
of the University, practically in the form in which it was left by the author. 

While Professor Berglund’s sympathies were aligned with the liberal point 
of view, he always counseled moderation and was never an extremist. He felt 
that some of the newer economic ideas would not stand the test of rigorous 
analysis and would, like many other insubstantial doctrines, rapidly fade 
from the horizon. His range of academic interests traversed not only the field 
of economics but also the kindred fields of history and anthropology. On the 
personal side he was possessed of great modesty, loyalty, devotion to high 
purpose and loftiness of character. It may justly be said that, “for him the 
economist’s calling was a high and responsible one, worthy to fill a man’s 
life.” 

Tieton R. SNAVELY 


NOTES 


The following names have recently been added to the membership of the AMERICAN” 
Economic ASSOCIATION : 


Atlas, M., 1026 16th St., N.W., Washington, D.C. 

Barber, C. L., Vincent Hall, University of Minnesota, Minneapolis, Minn. 

Barker, C., Shell Oi Co., 50 W. 50th St., New York, N.Y. 

Behrendt, R. F. W, School of Inter-American Affairs, University of New Mexico, 
Albuquerque, N.M. 

Bell, A. L., Hershey Junior College, Hershey, Pa. 

Benoit-Smullyan, E., 2106 F St, N.W., Washington, D.C. 

Berger, A. O., Fenn College, 24th St. and Euclid Ave., Cleveland, Ohio. 

Bingham, J. B., 208 Primrose St., Chevy Chase, Md. 

Branch, H. N., Room 1036, 30 Rockefeller Plaza, New York, N.Y. 

Bruno, V. T., 4 Shannon St, Middlebury, Vt. 

Buxton, H. C., Jr., U. S. YAG-7, Fleet Post Office, Norfolk, Va. 

Campbell, A. S., Tennessee Valley Authority, Knoxville, Tenn. 

Carey, R. D., 624 N. Monroe St., Arlington, Va. 

Carson, A. B., 1680 Burr, Lincoln, Neb. 

Chandrasekhar, S., International House, .500 Riverside Dr., New York, N.Y. 

Chase, S., Georgetown, Conn. 

Clark, E., 309 E. Clifton Terrace, N.W., Washington, D.C. 

Cohen, J., 832 E. 57th St., Chicago, Il. 

Cohen, M., 4259 Leidy Ave., Philadelphia, Pa. 

Cole, P. G., 723 Broadway, Tarrytown, N.Y. 

Deak, N. L., 14 Grove Ave., Larchmont, N.Y. 

Deutch, M. J., 1210 S. Barton St., Arlington Vilage, Arlington, Va. 

Di Venuti, A., 20 Villa Ave., Everett, Mass. 

Douglas, Lieut. -Col. J. H., es 1344 30th St, NW, Washington, D.C. 

Downey, W. H., Box 5, Notre Dame, Ind. 

Ehlers, K. H., Clark University, Worcester, Mass. i 

Estrem, T. S: Northern Trust Co., 50 S. La Salle St., Chicago, M. 

Everett, C., 1309 N. Crawford Ave., Chicago, OL 

Finley, J. W., 6000 13th PL, N.W., Washington, D.C. 

Foster, M. A., 102 N. Garfield St., Arlington, Va. 

Gerschenkron, A., Department of Economics, University of California, Berkeley, Calif. 

Gies, T. G., 401 N. 4th Ave., Ann Arbor, Mich. 

Goldsmith, R. W., 3754 Jocelyn St., N.W., Washington, D.C. 

Gregg, R. E., Municipal League, 312 Colton Bldg., Toledo, Obio. 

Gromfine, I. J., 2501 N St., S.E., Washington, D.C. 

Halpern, L., 1125 Wyatt ‘St, Bronx, New York, N.Y. 

Harcourt, A., Route 1, Box 155, Riverside, Conn. 

Hirsch, M. L., 328 New York Avenue, Brooklyn, N.Y. 

Hohé, H. G., 63 Wall St., New York, N.Y. 

Holden, A. C., 570 Lexington Ave., New York, N.Y. 

Joffe, B. M., 4083 Minnesota.Ave., N.E., Washington, D.C. 

Jobnston, V. D., 133 Randolph P1., N.W., Washington, D.C. 

Jones, R. V., 1324 Forest Ave., Evanston, M. 

Karrmann, E, M., American United Life Insurance Co., 30 W. Fall Greek Pkwy., Indian- 
apolis, Ind. 
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Katz, F., 6000 13th PL, N.W., Washington, D.C. 

Killheffer, E. H., 1458 Nemours Bldg., Wilmington, Del. 

Kohn, P., 333 E. 13th St., New York, N.Y. 

Kraus, W. M., 4 W. 43rd St., New York, N.Y. 

Lee, J. F., Lewis Institute Div., Ilinois Institute of Technology, Chicago, IN. 
Lefker, H., 291 Broadway, New York, N.Y. i 
Leza, W., 104 San Rafael St., Havana, Cuba. 

Lindblom, C. E., 221 Walnut, S.E., Minneapolis, Minn. 


_. Lopata, S., 43 Hart St, New York, N.Y. 


Loss, W., 120 Broadway, New York, N.Y. 
Lutz, J. P., 609 Villa Rd., Drexel Hill, Pa. 
Marks, B. J., 2410 N. Washington Blvd., Arlington, Va: 
Matzen, E. H., 605 Vine St., West Lafayette, Ind. 
McConnell, J. L., 109 W. Washington, Urbana, Il 
McDermott, E, H., 111 W. Monroe St., Chicago, M. 
McDermott, M. E., Atlantic Refining Co., 260 S. Broad St., Philadelphia, Pa. 
Mejías, F., Department of Economics, University of Puerto Rico, Rio Piedras, P.R. 
Mendershausen, H., Bennington College, Bennington, Vt. 
Mils, A. L., Jr., 1736 S.W. Prospect Dr., Portland, Ore. 
Mire, J., 4255 Beverly Rd., Madison, Wis. 
Modigliani, F., 12 Dongan Pl., New York, N.Y. 
Moore, W. C., Department of Economics, University of Idaho, Moscow, Idaho. 
Mosconi, D. L., 2327 S. Josephine St., Denver, Colo. 
~ Norton, C. J., 107-40 101st St., Ozone Park, N.Y. 
Ostrander, J. T., Jr., 1560 East-West Highway, Silver Spring, Md. 
Palmer, P. F., Marquette University, Milwaukee, Wis. 
Peach, W. N., 4209 Stanhope, Dallas, Tex. 
Phelps, E., Inter American Statistical Institute, c/o Bureau of the Census, Washington, D.C. 
Philips, A., Room 668, 11 Broadway, New York, N.Y. 
Porter, E. L., 503 St. Ann St., New Orleans, La. 
Radius, W. A., 3030 Newark St, N.W., Washington, D.C. 
Reuss, Mrs. M. M., 505 Franklin St., Alexandria, Va. 
Ring, Sister M. I., Notre Dame College Library, South Euclid, Ohio. 
Ringo, Mrs. M. K., 800 S. Washington St., Alexandria, Va. 
Robbins, C., 89 Union St, Montclair, N.J. 
Roeper, G. A 668 Pallister, Detroit, Mich. 
de Roover, R., Department of Economics, Minois College, Jacksonville, qt. 
Rosen, S. Sat. M. M., Headquarters Det., Finance Replacement Training Center, Ft. 
Benjamin Harrison, Ind. 
Russéll, S. B., 1245 Luzerne St., Reading, Pa. 
Saville, L., 207 Van Buren St., N.W., Washington, D.C. 
Schiff, M., Hunter College, 695 Park Avenue, New York, N.Y. 
Sheperdson, W., 3133 Connecticut Ave, N.W., Washington, D.C. 
Sherr, H., 5112 Connecticut Ave., N.W., Washington, D.C. 
Shultz, B. E., Thomas Jefferson Hotel, Birmingham, Ala. 
Shybekay, D., College of Engineering, University of Alabama, University, Ala. 
Smith, C. L., 1951 Grafton Rd., Elyria, Ohio. 
Smith, H. M., 313 Littauer Center, Cambridge, Mass, 
Smith, P. M., 718 E. College Ave., Greenville, IN. 
Smith, R. R, 1726 Lanier PI, N.W., Washington, D.C. 7 
Southworth, H. M., 637 21st St., S., Arlington, Va. 
‘Strange, R. H., Scudder, Stevens and Clark, 10 Post Office Sq., Boston, Mass. 
Tagliacozzo, G., 530 Riverside Dr., New York, N.Y. 
Taylor, A. E., 200 Chamber of Commerce, Minneapolis, Minn. 
Taylor, C. V., U. S. Civil Service Commission, 8th and F Sts., N.W., Washington, D.C. 
Theobald, Lieut. A. D., 2705 9th St, S., Arlington, Va. 
Thompson, L. W., Fort Hays Kansas State College, Hays, Kans. 
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Tomlin, G. W., 3815 McGrégor Dr., Columbia, S.C.” 

Ulbright, J. P., 2701 Upshur St.; Mt. Rainier, Md. 

Umstott, H. D., 2800 Ridge Road Dr., Braddock Heights, Alexandria, Va. 

Van Syckle, C., 2141 Eye St, N.W. Washington, D.C. : 

Vermeer, J., 2520A N. 70th St, Wauwatosa, Wis. 

Vieth, A. G., Jr., 4434 S. Spring, St. Louis, Mo. 

Watson, G. T, 1357 E. 50th St., Chicago, HL 

Weidenhammer, R. M., 722 Jackson PL, NW., Washington, 1 D.C. 

Weiler, J. S., 24 Hibben Rd., Princeton, NJ. 

` Weinberg, N, 9 Thayer St., New York, N.Y. 

Wiard, W. W. Jr., Department of Economics, Moravian College, Bethlehem, Pa. 

Wilcox, C. A., "4449 N. Wolcott Ave., Chicago, II. 

Williams, C., 9603 Riley Pl., Silver Spring, Md: 

Wolf, A. F., Hills Brothers Co., 110 Washington St., New York, N.Y. 

Wolf, R. B. 161 W. 75th St. ‘New. York, N.Y. aad 

Worcester, D. A., Jr., School of Business Administration, University of Minnesota, Min-. : 
neapolis, Minn. 

Zimmerman, R. R., Class No. 13 OCS, Adjutant General’s School, Fort Washington, Md. 

Zinke, G. W., U. S. Tarif Commission, 8th and E Sts., N.W., Washington, D.C. 


A Universities Committee on Post-War International Problems has recently been organized, 
growing out of conferences held at the Institute for Advanced Study in Princeton during ` 
the summer and autumn of 1942. The work of the committee has recently become one of 
collaboration with the World Peace Foundation. Plans call for undertaking and encouraging, 
through local codperating individuals and groups, the systematic survey, analysis, discussion, 
and appraisal of policies and ideas, rather than for research on matters of fact. Individuals 
or groups who are interested are invited to communicate with Leland M, Goodrich, Execu- 
tive Secretary, Universities Committee, 40 Mt. Vernon St., Boston, Mass. ` 


Robert E. Rapp, assistant professor of economics at the University of California, Los 
Angeles, died November 11, 1942, after a lingering illness. 

Henry L. Walradt, professor of business finance at Ohio State University, died on 
November 12, 1942. 


Appointments and Resignations 


Charles P. Anson has been granted leave by Roanoke College to accept the position as 
District Price Officer of the Office of Price Administration in Roanoke. 

Nathan Barofsky of the School of Commerce, Accounts and Finance, New York 
University, has been appointed an assistant in economics in the graduate division of the 
department of economics. g 

Russell S. Bauder was granted a leave of absence from his position in the department 
of economics, School of Business and Public Administration at the University of Missouri, 
in order to take a position as director of the Division of Research and Analysis, National 
War Labor Board, Kansas City, Missouri. 

Jacob J. Blair, assistant professor of economics at the University of Pittsburgh, has 
been serving part-time with the Conciliation Service of the Department of Labor. 

Arthur Borak, associate professor of economics at the University of Minnesota, has 
been on leave of absence since November to serve with the Office of Price Administration 
at St. Paul 

E. L. Bowers, chairman of the department of economics, Ohio State University, is 
giving part-time as public representative on the Cleveland Regional Panel of the. War 
Labor Board. 

Roy J. Bullock of Johns Hopkins University is now chief of the Price Control Section 
in the Caribbean Stabilization Division of the Board of Economic Warfare. 

Grant I. Butterbaugh has been given a part-time leave from the College of Economics 
and Business at the University of Washington to act as chief êf the Research and 


N 
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Analysis Section of the Fuel-Wood Rationing Division of the Office of Price Administration, 
Seattle. 

Henry H. C. Chen is associated with the Bank of China as a research economist engaged 
in investment analysis, - 

Paul P. Cooper, formerly with the College of Arts and Industries, Kingsville, Texas, 
’ is now with the accounting department of the University of Georgia. 

. Virgil D. Cover is now a senior economist in the Division of Statistical Standards, 
Bureau of the Budget. 

G. Reginald Crosby, formerly senior assistant regional representative of the Social 
Security Board at Boston, has transferred to the Boston office of the National War Labor 
Board as chief economist. 

Herbert J. Cummings has resigned as senior economic analyst at Istanbul. 

Sol Davison is now director of research for the Peake Coast Labor Bureau at San 
Francisco. 

Walter Delaplane of Duke University is on leave of absence to serve with the Board of 

Economic Warfare. 
~ E. O. Dile, associate professor of marketing at the University of Tennessee, is serving 
as senior economist for the service programs division of the War Production Board. 

Paul A. Dodd, associate professor of economics at the University of California, Los 
Angeles, has been named public member of the War Labor Board for the Pacific Coast 
Region. 

Lawrence S. Dreiman, formerly instructor in economics at the School of Business 
Administration of the University of Minnesota, is now in the Army. 

Stephen Enke, formerly of Montana State College, has been appointed lecturer in 
economics at the University of California, Los Angeles, for the year 1942-43. 

Frank Whitson Fetter, professor of economics at Haverford College, is now on- leave, 
working with the Office of Lend-Lease Administration. 

Charles C. Fichtner resigned as chief of the Field Service and Division of Regional 
Economy of the Department of Commerce in September, 1942, to become vice president 
and treasurer of the Strippit Corporation, North Tonawanda, New York. 

Mary Fitt has been appointed an instructor in economics at Vassar College for the 
second semester. 

“Domenico Gagliardo, professor of economics at the University of Kansas, has been 
granted a leave of absence to serve in the Quartermaster Corps. 

Edward E. Garrison, formerly instructor in economics and marketing at the University - 
of Tennessee, has accepted a graduate fellowship in marketing at Ohio State University. 

Roman S. Gorski is serving as economic analyst with the U. S. Commercial Company, 
a subsidiary of the Reconstruction Finance Corporation, in the Enemy Deficiency Section. 

Evan Hannay, formerly instructor in economics at Princeton University, has been 
appointed associate economist in the Division of Monetary Research of the Treasury 
Department. 

H. M. Heckman of the department of accounting, College of Business Administration, 
University of Georgia, has been given a leave of absence while supervising the installation 
of a new accounting system in the St. Johns River Shipbuilding Company, Jacksonville. 

O. E. Heskin, associate professor of economics and marketing, has been given a leave of 
absence by the University of Florida and has entered the Army as a volunteer officer 
candidate. 

S. H. Houston, instructor in economics at Louisiana State University, resigned at the 
end of the first semester to accept a position with the Civil Service Commission at Dallas. 

Huber Hurst, associate professor of business law at the University of Florida, is on 
leave. of absence while serving as a Captain in the Army. 

Clark Kerr has been granted leave from the University of Washington to serve as 
regional director of Review. Analysis and Research for the War Labor Board at San‘ 
Francisco. 

Charles E. Landon of Duke University is on leave of absence and is now serving as 
senior economist with the Board of Investigation and Research, Washington. ` 

Clarence D. Long, associate professor at Wesleyan University who was on leave during 
1941-43 as a Guggenheim Fellow and a member of the Institute for Advanced Study, 
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Princeton, is a ene of the war study group of the National Bureau of Economic 
Research. 

W. J. Matherly, dean of the College of Business Administration, Universiy of Florida, 
has also been appointed acting dean of the General College. 

O. S. Morgan has returned from the Near East and resumed his duties at the School of 
Business, Columbia University. 

Robert Mossey, after serving as principal consultant with the Board of- Economic 
Warfare, Washington, is now special research professor at the College of Economics and 
Business of the University of Washington, and also a member of the university’s Bureau 
of Business Research. 

S. G. Murray has joined the staff of the department of political economy of the 
University of Toronto for the Easter term, session 1942-43. 

Elinor Pancoast, professor of economics at Goucher College, was on leave of absence 
from June to December, 1942, serving as consultant in the Consumer Division of the 
Office of Price Administration. 

James S. Parker, assistant professor of economics at the University of Wisconsin, has 
taken leave of absence to join the staff of the Bureau of Research and Statistics, Social 
Security Board, Washington. 

Claude E. Puffer has been promoted from associate professor to professor of economics 
in the School of Business Administration of the University of Buffalo. 

Fred Ritchie has been promoted from assistant professor to associate professor of 
economics at DePauw University. - 

David J. Saposs, labor consultant to the Coördinator of Inter-American Affairs since 
1941, has become chief economic advisor to the director of the Labor Production Division 
of the War Production Board. 

Warren E. Scoville, instructor in economics at the University of California, Los Angeles, 
has resigned to accept the position of assistant professor at Massachusetts Institute of 
Technology. 

R. T. Segrest of the department of industrial relations, College of Business Administration, 
University of Georgia, is on leave of absence while associated with the Atlanta office of 
the War Labor Board. 

Joseph Shister, formerly at Harvard University, is now an instructor in economics at 
Cornell University. 

Arthur Smithies, associate professor of economics at the University of Michigan, is 

serving as principal fiscal analyst at the Bureau of the Budget, Washington. 

Milton L. Stokes has been granted leave of absence from Lebanon Valley College, to 
join the staff of the department of political economy at the University of Toronto for 
the Easter term, session 1942-43. 

Janet R. Sundelson has been appointed instructor in economics at Queens College. 

J. Wilner Sundelson, on leave of absence from Rutgers University, is now serving as 
chief economist in the Office of Civilian Supply of the War Production Board. 

Jacob B. Taylor, chairman of the department of accounting of Ohio State University 
and for the last four years Director of Liquor Control for the State of Ohio, is now a 
Major in the Finance Corps of the Army. 

Howard M. Teaf, Jr., has been appointed associate professor of economics at Haverford 
College. 

William W. Tongue is now employed in the research department of the Federal Reserve 
Bank of Chicago. 

Gray Truitt is an associate economic analyst ‘with the Commodity Exchange Branch of 
the Food Distribution Administration of the Department of Agriculture. 

‘Francis D. Tyson, professor of economics at the University of Pittsburgh, has been 
doing part-time work with the Conciliation Service of the Department of Labor. 

Arthur R. Upgren has been elected vice president and economist of the Federal Reserve 
Bank of Minneapolis by the Board of Directors. 

Frank T. de Vyver of Duke University is serving as acting chairman of the department 
of economics. 

Edwin E. Witte, professor of economics, has taken leave of iben from the University 
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of Wisconsin to become regional director of the National War Labor Board and chairman 
of the Regional War Labor Board in the Detroit area.. 

John A. Wolfard is on leave of absence from his position as assistant professor of 
economics at Whitman College while on active duty as a Lieutenant (j.g.) in the Naval 
Reserve. ` . - 

. Richard H. Wood, formerly instructor in economics at Princeton. University, has taken 
a position in the industrial relations department of the John A. Roebling’s Sons Company, 
Trenton, . : l 

Leo Day Woodworth is with the Federal Public Housing Authority, Region IV, as tax 
analyst and is stationed at Atlanta. 


EDWIN ROBERT AN DERSON SELIGMAN 
Seventh President of the American Economic Association, 1902-03 


Edwin Robert Anderson Seligman was born in New York City, April 25, 
1861. Well grounded in modern languages and the Classics at home, he 
continued hbis education -at Columbia Grammar School and at Columbia 
University, where he received degrees in Arts, Law, and Philosophy. 
Upon graduation he chose a scholar’s career, despite his father’s wish that 
he enter the family bank, and continued his studies at the Universities of 
Berlin, Heidelberg, and Paris. His European experience had a profound 
influence upon his economic thinking and enabled him to become 
acquainted with many of the leading scholars abroad. It was then, also, ` 
that he laid the foundation of a truly remarkable library—one of the best 
private economic. collections in the world. It has since become the Seligman 
Library at Columbia University. Returning home in 1882, he entered the 
. School of Political Science that had just been founded at Columbia and 
earned his postgraduate degrees. At the age of twenty-seven he was 
appointed adjunct professor of political economy. From 1891 to 1904 
he was professor of political economy and finance, and in 1904 McVickar 
proféssor.. Amidst his scientific and practical labor, he kept up his courses 
and presided over the growing Department of Economics. Retiring in 
1931, he became professor emeritus in residence, a post which he held 
until his death at Lake Placid, New York, July 18, 1939. 

Professor Seligman was not only a scholar but a man of affairs. He served 
on numerous advisory bodies and special commissions, both state and 
federal. His assistance was frequently asked for abroad; for example, by 
the League of Nations, in connection with double taxation, and by Cuba, 
as a financial expert. Foreign societies delighted to- honor him.. and he 
was a member of numerous academies and institutes. : 

Seligman’s chief contributions and works were in the field - of ‘public 
finance, e.g., The Shifting and Incidence of Taxation, 1892, Progressive 
Taxation, 1894, and Essays in Taxation, 1895, but he also wrote on general 
economic subjects, e.g., Economic Interpretation of History, 1902, and. - 
Principles of Economics, 1905, and on war finance, and he collaborated 
in many studies, e.g., Installment Selling, 1928, and Price Maintenance, : 
1932. 

For many years he edited the Columbia Series in the History of Eco- 
nomics and Public Law and the Political Science Quarterly, and upon 
retiring threw himself with characteristic energy into the editing of the ~ 
Encyclopaedia of the Social Sciences, fifteen volumes of which were pub- _ 
lished between 1930 and 1935. 

With Professor Ely and others he founded the American Economic 
Association in 1885 and acted as Treasurer from 1886 to 1890. =- °°" 

Obituary notices of Professor Seligman may be found in the American 
Economic Review, December, 1939 (911-13), by Wesley C. Mitchell, and- 
in the Economic Journal, September, 1939 (577-89), by G. Findlay Shirras.. 
The latter contains a select list of his books and of payers and reviews 
published in the Economic Journal. ; 


Number 7 of a series of photographs of past presidents of the Association. 
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PUBLIC REGULATION o LABOR RELATIONS— 
THE WISCONSIN EXPERIMENT" 


By Cuarres C. KILLINGSWORTH* 


I 


From the beginning of American industrial history until the New 
Deal period, employers were free to deal with trade unions or not to 
deal with them, as they chose. If an employer decided not to deal with 
a.union, he could legally utilize a great variety of devices to imple- 
ment that decision. He could, for example, discharge every employee 
who joined the union; and if the union nevertheless organized his 
employees, he could flatly refuse to recognize the union as the agent 
of his employees. The only recourse of the union was to “sell” itself 
to the employer by offering economic incentives, such as equalization 
of competitive conditions in an industry, or to force itself upon him 
by strikes or similar economic pressure. Because the opposition of many 
employers to unionism was extremely bitter, American history is 
scarred with fierce struggles between employers and organizations of 
their employees. These struggles were often a kind of private war- 
fare, with considerable loss of life and destruction of property. 

Finally the federal government undertook to eliminate some of the 
causes of this type of industrial warfare. In 1935, Congress passed the 
National Labor Relations act, thus putting teeth into a national labor 
policy based upon the assumption—stated many times previously by 
the federal government*—that labor unions are a social necessity in 

* Mr. Killingsworth is now instructor in political economy at The Johns Hopkins Uni- 
versity. 

*The author acknowledges gratefully the advice and aid of Professor Edwin E. Witte 
of the University of Wisconsin in the preparation of this paper. 

749 Stat. 449 (1935), often called the Wagner Act. 


3A notable example is the Norris-La Guardia Anti-Injunction act of 1932 (47 Stat. 70); 
see also American Steel Foundries Co. v. Tri-City Central Trades’ Council, 257 U.S. 184 
(1921). Language quite similar to that of the National Labor Relations act can be 
found in the statement of principles of the War Labor Board of 1918 (quoted in Lorwin 
and Wubnig, Labor Relations Boards [Washington, Brookings Institution, 1935], p. 10), 
the Railway Labor act of 1926 (44 Stat. 577), Section 7A of the National Industrial 
Recovery act of 1933 (48 Stat. 198), and other minor legislation. 
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modern capitalism. This law directs the employer to maintain strict 
neutrality in all matters pertaining to the organization of his employees 
and requires him to bargain with any union which may come to repre- 
sent the majority of his employees. 

The National Labor Relations act required a drastic Hodn aton 
of the policy of many employers. Now, even after eight years of ex- 
perience under the act, many employers and their sympathizers criticize 
certain features of federal labor relations legislation, and urge that 
they be changed. The act is one-sided, they argue. Unions, as well as 
employers, commit wrongful acts. But, although the act condemns ‘the 
unfair labor practices of the employer, it places no restrictions what- 
ever on unions, It should define and prohibit unfair labor practices of 
unions. Bias also shows up, they say, in the difficulty which an 
employer has in getting the National Labor Relations Board to con- 
duct an election to determine whether a union represents the majority 
of his employees. An employer should have just as much right to ask 
for, and get, an election as a union. Further, the administrative provi- 
sions of the act are frequently criticized. The National Labor Relations - 

‘Board is a quasi-judicial administrative agency which, the lawyers 
argue, combines the functions of investigation, prosecution, and adjudi- 
cation. Such a board cannot render an impartial decision, say its critics. 
Therefore it should be divested of all functions save adjudication. 

These proposed changes in national labor policy have been debated 
in Congress for more than three years. Most of the argument has been 
deductive. However, a labor relations law which embodies these ideas 
has been in actual operation since 1939. It was then that the state of 
Wisconsin passed its Employment Peace act,* cast in the pattern which 
many people recommend for the national labor policy. Wisconsin had 
passed a law similar to the National Labor Relations act in 1937. 
After a conservative victory in the election of 1938, this law was re- 
pealed and the Employment Peace act was substituted, despite the bitter 

. opposition of union leaders. The Wisconsin Council of Agriculture, a 
central body of farm codperatives, was the chief sponsor of the new act. 

This trial of new ideas in labor relations policy may prove as 
instructive as this state’s pioneering experiments with unemployment 
insurance and workmen’s accident compensation. To be sure, the ex- 
perience of a single state may be an imperfect indication of the possi- 
bilities of a proposed national policy. Nevertheless, the Wisconsin 
experience is sufficiently illuminating to enable us to see the import 
of some recommended changes in national labor policy.® 


“Chap. 111, Wis. Stats. (1939). 
° The purpose here is merely to discuss those selected aspects of the Wisconsin ex- 
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I 


A frequently-voiced criticism of the national labor relations policy 
is that the law ignores the legitimate interests of employers in matters 
pertaining to collective bargaining. Before 1939, the N.L.R.B. refused 
to accept employer petitions for elections to determine bargaining rep- 
resentatives. After four years of criticism on this point, the board 
decided to grant employers a limited right to petition for elections.® 
It is still argued frequently that the N.L.R.B. policy is unduly restric- 
tive, and that employer petitions should be accepted on the same basis 
as union petitions. Before the board’s 1939 change of policy, it was 
urged that employers frequently found themselves in a situation in 
which two unions demanded recognition, each claiming to represent 
a majority of employees. This placed the employer who was eager to 
‘obey the law in an embarrassing position. To such arguments the board 
replied that the employer could require one or both of the unions to 
petition for an election as a prerequisite to bargaining. Further, the 
board argued, if employers were granted an unrestricted right to 
petition for and obtain elections, the privilege could be used to thwart 
union organizing campaigns. A premature election, with an unfavorable 
result, would make it difficult for the union to attract additional mem- 
bers in the plant. Therefore, when the N.L.R.B. decided to accept 
employer petitions, it specifically limited such petitions to cases in 
which two or more rival organizations “have presented to the employer 
conflicting claims that each represents a majority of the employees in 
the bargaining unit... .”” 

The Wisconsin law is more liberal. The Employment Peace act pro- 
vides that “whenever a question arises” concerning representation of 
employees, the Employment Relations Board “shall” hold an election. 
The employer’s right to petition is not limited to cases of dual unionism. 
The only requirement is that a question of representation must exist. 
Therefore the board’s definition of the phrase, “question of representa- 
tion,” becomes crucial. The board has stated that if a union has not 
actually requested an employer to bargain or to grant recognition, 
there is no question of representation. However, union leaders in 
Wisconsin claim that in many cases involving employer petitions the 





perience which throw light on some proposed amendments to the National Labor Rela- 
tions act. The result is not intended to be a comprehensive view of the operation of the 
Employment Peace act. Some important provisions of the act are not mentioned, and 
interesting clauses—such as the strike-notice requirement—which have proved to be rela- 
tively unimportant in operation are similarly ignored. 

° National Labor Relations Board, Rules and ae (Series 2) effective July 14, 
1939, Sec. 2 (b) (5). 

‘Ibid, 
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board has ordered elections upon the basis of very slight evidence, or 
mere inferences, of requests for bargaining or recognition. These 
leaders take the view that, under this law, a union which in any way 
approaches an employer during the early stages of an organization 
campaign may precipitate an election which, from its viewpoint, will 
be disastrously premature. Some support’ for this view is gained from 
statistics compiled from the board’s records covering the first 23 
months of experience under the Employment Peace act. These data 
are presented in the table below. 


ELECTIONS IN WuicH RESULTS WERE CERTIFIED BY WISCONSIN EMPLOYMENT 
_Rezations Boarn, May, 1939-Marcy 31, 1941 




















„i Union Involved Result 

Petition for Total ee ee eI a a e ee ee 

Election by Affiliated | Unaffiliated | Union Won | Union Lost 
Total 68 56 12 50 18 
Employer 31 31 0 17 14 
Union 22 12 10 20 2 
Individual 5 ‘ 3 2 3 2. <i 
Stipulation 10 10 . 0 10 0 





* In no case was more than one union involved in employer petition elections. 
. .> Ten of these were filed by independent unions, and eight of the ten involved another 
union besides the petitioner. Independents lost only one election to an affiliated rival. 


It is significant that in not a single election initiated by employer 
petition was more than one union involved. The results of these elec- 
tions are also illuminating. Of 31 employer-initiated elections, the 
union was defeated in 14 cases. By comparison, unions lost only 2 of the 
22 elections which they asked for. The high ratio of union defeats in 
employer-initiated elections suggests that such elections have fre- 
quently been utilized to choke off union organizing campaigns. It is 
unlikely that in all of these cases the employer was really in doubt as 
to whether the union represented a majority of his employees. If the 
union obviously lacked a majority, then the purpose of many of those 
elections must have been to indicate to doubtful employees that they 
should not join the union. This experience suggests that the Wiscon- 
sin board has interpreted the phrase, “question of representation,” so 
broadly ‘as to give anti-union employers a fairly effective weapon 
against organizing campaigns.® If the national labor policy is to assure 


* Other labor relations boards have generally ruled that when a union obviously does 
not represent a majority of employees, there is no question of representation. (See W. 
Galenson, Rival Unionism in the United States [Washington, American Council on Public 
Affairs, 1940], pp. 244-45, 275, for a convenient summary of the rulings.) The Wisconsin 
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workers the right to organize, free from employer influence, then there 
is an apparent need for some limitation upon employer election peti-, 
tions similar to that enforced by the N.L.R.B. 


Tit 


The National Labor Relations Board is a quasi-judicial administra- 
tive agency on the pattern of the Federal Trade Commission and many 
other regulatory agencies in the federal government. Its function is to 
apply the general language of the statute to specific situations in such 
a way as to effectuate the congressional policy. Individuals or unions 
file charges of violation of the unfair labor practice provisions of the 
act with the board. Board agents then investigate the charges and try 
to effect an informal adjustment of the matter. If this fails and the 
board is convinced that the charges have merit, it issues a formal com- 
plaint in the name of the government. Then the accused employer is 
given a formal hearing before a trial examiner appointed by the board. 
The case against the employer is presented by an attorney who is 
employed by the board. When the hearing is concluded, the board may 
either dismiss the case, or order the employer to take certain steps to 
comply with the board’s interpretation of the act. Thus the board 
combines the functions of investigation, prosecution, and adjudica- 
tion. : 

Much criticism has been directed against such a combination of 
functions, principally on the ground that the function of adjudication 
cannot be performed impartially by the-same agency which investigates 
and prosecutes.’ The drafters of the Employment Peace act believed -~ 
that these criticisms were well founded; therefore, the procedural 
provisions of the act are designed to avoid this combination of func- 
tions. 

The Employment Peace act provides that an unfair labor practice 
proceeding shall be initiated by a complaint in writing by any party in 
interest. This private complaint is the basis for a hearing, which the 
board is required to schedule upon receipt of such a complaint. The 
board is not authorized to employ counsel for any purpose. Therefore, 
both plaintiffs ‘and respondents must present their own cases in board 


board leans toward this interpretation of “question of representation” in more recent 
decisions; e.g., see Furniture Manufacturers, Inc., W.E.R.B. Dec. No. 324 (Nov. 3, 1941). 
This doctrine prevents elections which ‘can serve no purpose except that of discrediting 
the union involved. Of course an employer may always legally refuse to bargain with any 
union which has not deen certified by some labor relations board as the representative of 
the majority of his employees. ; 

*For an interesting discussion of such criticisms and of various judge-prosecutor com- 
binations, see W. Gellhorn, Federal Administrative Proceedings (Baltinfore, Johns Hopkins 
Press, 1941), chap. I. 
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hearings. Then, on the basis of the facts developed in the hearing by 
private litigants, the board issues its decision and order. Thus the Wis- 
consin board is divested of the functions of investigation and prosecu- 
tion; its only function is that of adjudication.” 

In actual practice the board has informally investigated the facts 
in a few cases where the charges seemed to be poorly supported. In a 
few other cases where alleged unfair labor practices were informally 
called to its attention, the board has mediated the matters without 
formal action. In almost all cases, however, when a complaint is 
brought into the office the matter is automatically scheduled for hear- 
ing. In contrast, the N.L.R.B. is able to settle 85 to 90 per cent of its 
unfair labor practice cases without formal action, merely by investi- 
gating the facts, closing cases which are obviously without merit, or 
` attempting to secure voluntary compliance where violations of the law 
have: actually occurred." The Employment Peace act precludes the 
possibility of such informal settlements because of a fear that pre- 
liminary investigation of cases will result in prejudgment of those 
cases. 

As a practical matter, however, the conventional administrative 

- procedure requires that two entirely different persons—indeed, two 
` different divisions of the agency—perform the functions of investiga- 
tion and adjudication. If such administrative agencies have handed 
down biased decisions, the fault must have been with the’ personnel 
rather than the scheme of organization. Thus the Wisconsin arrange- 
ment seems to sacrifice a real advantage to avoid an imaginary evil. 
Certainly, when an agency is crowded for time, there is great value in 
some sifting process to eliminate cases which have no merit; and most 
complainants and respondents should appreciate an opportunity to effect 
a speedy, informal.settlement of a genuine cause of action, before 
expensive formal proceedings have begun. 

Another departure from the usual administrative pattern, the failure 
to provide the Employment Relations Board with counsel, obviously, 

*Tt should be pointed out that the conventional critics of the judge-prosecutor combina- 
tion usually urge only that the job of prosecution be given to a different government 


agency. Wisconsin goes further than this by making no provision at all for public prose- 
cution in the original proceedings. 

“ Other labor relations boards have reported similar results from informal investigation., 
For example, see Report of the New York State Labor Relations Board for the Period 
from July 1, 1937, to December 31, 1939 (Albany, 1940), p. 13, Such investigation should 
be carefully distinguished from general mediation. As President Roosevelt said when he 
signed the National Labor Relations act, “Compromise, the essence of mediation, has no 
place in the interpretation and enforcement of the law.” The Employment Relations 
Board—unlike the N.L.RB—is empowered to mediate any type of dispute at the 
request of the partjes, even though it is denied the power of informal investigation after 
charges of law violation have been filed in a dispute. 


~ 
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results from a ‘dose to divorce adjudication and prosecution. The 
function of prosecution is left to the private organization or individual 
who files the original complaint. Plaintiffs may be represented by an 
attorney, but some choose to present their own cases. Board employees 
who have conducted hearings say that this often means that cases are 
poorly presented and the work of the board thus made more difficult. 
The trial examiner frequently takes an active part in the proceedings 
in an attempt to remedy inadequacies of presentation, but of course 
what he can do is limited. 

This failure to provide for governmental prosecution, plus the fact 
that all proceedings are based upon a private complaint, has an even 
more significant result. As the Employment Peace Board interprets 
the law, it means that the board is not a party to any unfair labor 
practice hearing before it. Therefore, according to the board, when a, 
complainant for any reason requests dismissal of a case being heard, . 
the board can do nothing but grant the request. It has nò authority. 
to inquire into the terms of settlement, if any, and it cannot issue an 
order based upon the record made in the.case up to that point. Even 
if evidence of a violation of the act has been developed in the hearing, - 
and the parties reach a settlement which does not remedy this viola- 
tion, the board nevertheless believes that at the request of the parties 
it must step out of the picture completely.” 

Thus, in several cases—exactly how many cannot be determined— ~ 
when the existence of an illegal closed shop contract has been dis- 
closed, the union and the employer have made some sort of settlement 
in order to protect the contract, and the board, believing that it could 
do nothing else, dismissed the case without taking action on the illegal 
contract. Similarly, in at least one picketing case, an employer found it 
necessary to agree to a violation of the act in order to save his busi- 
ness. A union was making demands upon him which were probably 
illegal under the Peace act, but it became apparent to the employer 
that his business would be bankrupt before slow legal processes could 
stop the union’s picketing. He agreed, therefore, to deal with the union 
and asked the board to dismiss the complaint which he had filed in an 


* Probably the terms of this statute and common law analogies would permit the board * 
to refuse to dismiss certain types of cases, if it wished to adopt a more positive attitude 
toward enforcement of the law. However, Mr. Walter Bender, the attorney who drafted 
the Peace act, told the author that he agrees with the board’s interpretation which is 
summarized above. 

2 The Employment Peace act prohibits closed shop contracts except where three-fourths 
of the employees affected have voted in favor of the arrangement, in a secret referendum 
conducted by the board. Jn addition, any union which “unreasonably” refuses to accept 


as a member any employee of the employer concerned is debarred ffom enjoying such a 
contract. 
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a stage of the dispute. Asi in the closed shop cases, the board granted 
the request.” 

‘If the board’s view of its powers under the act is correct, one must 

conclude that the procedural provisions of the act do not permit 
adequate protection of the public interest. In its “Declaration of 
Policy,” the act recognizes that there are three major interests to be 
protected and promoted in employment relations: the interest of the 
employee, of the employer, and of the public. However, when the 
representative of the public—the board—is not allowed to examine or 
question the disposition of a case of unfair labor practices, then 
obviously the public interest is neglected. The N.L.R.B., which fol- 
lows the conventional pattern of administrative agencies, takes a dif- 
ferent view of its powers over out-of-court settlements. In one case this 
board said:** “The Board itself, representing the United States, is a 
party at interest in proceedings relating to unfair labor practices under 
the Act. No private party can sanction an employer’s interference... 
in contravention of the policy of the Act... . We will closely scrutinize 
all agreements purporting to settle or compromise charges of unfair 
labor practices.” The N.L.R.B., as a result of its procedural provisions, 
is an active representative of the public interest, a body formulating 
public policy; the Wisconsin Employment Relations Board, as a re- 
sult of its procedural provisions, is simply an administrative court 
handing down decisions on private controversies at the request of 
private parties. 

Once the Employment Relations Board has issued an order, how- 
ever, the act somewhat inconsistently provides for representation of the 
public in any further legal proceedings which may be necessary. The 
board’s order'can actually be enforced only by a state circuit court; 
and “any party aggrieved” by a board order may petition a circuit 
court for review. In such a proceeding, the attorney-general of the 
state or a district attorney is required to act as counsel for the board. 
This constitutes recognition of a public interest in the review and 
enforcement of board orders, and seems inconsistent with the im- 
plicit theory of the procedure before the board itself. If there is a 
public interest in the enforcement of board orders, then surely there is 
just as great a public interest in the prosecution of charges before the 
board itself. In the great majority of cases, it is probably desirable 
that complaints be dismissed when a settlement satisfactory to the 
litigants has been reached. But sound public policy surely demands 
that the board should have ample power to prevent those settlements 
which protect admitted violations of the law. 

“This is the cigar factory case discussed in more detail in Section V below. 

*Tn the matter of Ingram Manufacturing Co., 5 NLRB 908 (1938). 
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IV 


Critics of the national labor policy find fault‘not only with what it 
contains but also with what it does not contain. Why should Con- 
gress assume that only employers commit unfair labor practices? Why 
should labor organizations be entirely unrestricted in their activities? 
To this, defenders of the National Labor Relations act reply that 
general law places stringent restrictions upon union tactics. Clubbing 
or even threatening strikebreakers, picketing en masse, breaking win- 
dows, blocking roads, preventing lawful work—all of these, and hun- 
.dreds of similar acts, are prohibited by general law and can be remedied 
by summary action of police officers. 

The originators of the Wisconsin Employment Peace act were not 
convinced by this argument. Furthermore, they wished to curtail cer- 
tain types of union activity which are not limited by general laws. 
Therefore the Wisconsin act—unlike the National Labor Relations 
act—not only condemns specified activities of employers; it also for- 
bids certain offensive and defensive tactics of unionism, and outlaws 
certain objectives of union activity, thereby rendering illegal all ef- 
forts to attain those objectives. Here is the most significant departure 
from the federal labor policy. 

The tactics which are forbidden by the statute are almost all prac- 
tices which have long been forbidden by statute and common law. 
These include coercion or intimidation of an employee or his family; 
mass picketing; threats; force or coercion of any kind to prevent 
lawful work; obstruction of entrances, roads, and means of travel; 
secondary boycotts; sit-down strikes; commission of any crime or mis- 
demeanor in connection with any controversy as to employment rela- 
tions; combination to prevent the obtaining, use, or disposition of 
materials or services.** Generally speaking, there can be no question 
of the constitutional power and the duty of the state to prevent such 


™“ As passed by theJegislature, this law also prohibited all strikes, with “overt concomi- 

tants” such as picketing, which were not authorized in a secret ballot by the majority in a 
collective bargaining unit. The drafters of the statute undoubtedly intended to prohibit al 
picketing in such a situation. However, another clause provides that the act must be 
construed so as not to violate freedom of speech. When the strike-vote clause of the Peace 
act came before the Wisconsin Supreme Court, the constitutionality of many types of 
restrictions on peaceful picketing had been made doubtful by the decision of the United 
States Supreme Court in Thornhill v. Alabama, 310 U.S. 88 (1940). Therefore the Wis- - 
consin court construed the word “picketing” as used in the act to mean “non-peaceful 
picketing.” Since another clause of the act prohibits all non-peaceful picketing anyway, 
this legal stratagem made the strike-vote clause inoperative. Hotel and Restaurant Em- 
ployees’ International Alliance et al. v. Wisconsin Employment Relations Board et al., 236 
Wis. 329 (1940); affirmed, 62 Sup. Ct. 706 (1942). 


x 
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activities." The principal question is one of expediency: Has general 
law failed to prevent such activities, and if so will the enforcement 
procedure provided in this act be more effective? This will be dis- 
cussed in Section V. 

The objectives of concerted activities which the law declares “ania: 
ful include compelling an employer to deal with a union which does 
not represent the majority of his employees, inducing an employer to 
coerce his employees in matters relating to collective bargaining and 

„union membership, and securing a closed shop contract without com- 
‘plying with the law’s requirement that all such contracts must be 
approved in a secret ballot by three-fourths of the employees affected: 
No matter how unobjectionable an activity such as peaceful picketing 
may be in itself, if its object is the attainment of one of these for- - 
bidden ends, then the activity is illegal. 

A distinct theory of unionism is implicit in the restrictive clauses of 
this legislation. These clauses are based upon the theory that many, if 
not most, unions are the result of the persuasive tongues of organizers; 
that intimidation and coercion keep many workers in the unions which 
they were deceived into joining; in fact, that most workers fear the 
economic power of unions as much as they fear that of employers; 
and that union officers are driven by an unhealthy desire to extend 
their dictatorial control—primarily, of course, to increase their reve- ` 
nues.’ If the right of the union to coerce the individual is reduced 
and controlled, freedom, it is assumed, is restored to the individual 

, workman and unions generally will be less troublesome. These clauses 
also assume that individual rights are relatively more important than 
the rights of organized groups; this assumption shows up in the empha- 
sis on the individual’s “right to refrain” from union activities, the re- 
quirement that three-fourths of the employees must authorize a union — 
shop contract, and the emphasis on the individual’s “right to work.” 
Furthermore, the individual employer’s “right to do business” is 
emphasized. 

The National Labor Relations act is based upon a fundamentally 
different theory of unionism, and a different emphasis on individual 
versus collective rights. This law proceeds upon the theory that unions 
arise out of the necessities of modern capitalism, a system under which 
employers, organized and powerful, control job opportunities and can 
dictate acceptance of their terms by individual workers who, as indi- 
viduals, are helpless. This law therefore regards collective negotiation 

There may be serious objection, however, to the use of such words as “coercion,” “in- 
timidation,” and “secondary boycotts,” which defy precise definition. 


` One clause of the act requires unions to provide their members with financial state- 
ments on demand, 


l 
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of the terms and conditions of employment as essential for industrial 
peace and social justice. From this it follows that the state should pro- 
tect and promote the organization of workingmen for purposes of collec- 
tive bargaining. This act also assumes that general laws against fraud, 
violence, breach of the peace, and destruction of property or property 
rights are sufficient to protect the legitimate interests of employees, 
individual workers, and the general public. In case of a direct con-: 
flict of interest between the individual and the group, the latter should. 
usually prevail. 

As was pointed out above, the most significant portions of the 
Employment Peace act are those which attempt to restrict the tactics 
and objectives of unionism. These restrictions are implicitly based on 
the first theory of unionism outlined above. However, it must be 
emphasized that this act also retains some of the guarantees of the 
national labor policy. Employers are forbidden to interfere with or 
coerce employees in matters pertaining to self-organization and collec- 
tive bargaining,” and in a number of decisions the Employment Rela- 
tions Board has found employers guilty of unfair labor practices.” 

Thus the Wisconsin law attempts to amalgamate two inconsistent 
theories of unionism. But this state’s experience and reflection on the 
nature of the compromise suggest that, when both of the theories of 
public regulation of labor relations described above are incorporated 
in one law, the restrictive clauses will tend to nullify the protective 
clauses. As a practical matter, for example, the so-called “anti-union” 
decisions of the Employment Relations Board—decisions required by 
the terms of the act—have so discredited the board in the eyes of Wis- 
consin unions that they have been reluctant to avail themselves of the 
law’s protective provisions.” More important, it is obvious that, after 
a certain point, effectively enforced limitations upon the objectives - 
and tactics of unions can make such organizations useless, and the 
“right to organize” meaningless. To be sure, the mere prohibition of 


“The Wisconsin law, however, allows the employer to assist unions which he favors 
by means which would constitute a violation of the National Labor Relations act; 
specifically, he may permit an employee organization to use company facilities, such as a 
meeting place, when this is requested by a majority of his employees and does not occa- 
sion him any extra expense. 

* During the fiscal year ended June 30, 1941, the board issued nine cease-and-desist 
orders against employers as compared with six issued against unions. Third Annual Re- 
port of the Wisconsin Employment Relations Board (Madison, 1942), p. 17. 

“This reluctance has apparently decreased slightly with the passage of time. In the 
fiscal year 1939-40, unions brought 26 cases to the board; in 1940-41 they filed charges 
in 32 cases. Second Annual Report of the Wisconsin Employment Relations Board (Madi- 
son, 1941), p. 10; Third Annual Report, p. 16. However, in 1940-41 the Milwaukee re- 
gional office of the N.L.R.B. received about 200 Wisconsin case, almost all of which 
-could have been handled by the W.E.R.B. if the unions concerned had so desired. .. 
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violence does not have this effect. But Wisconsin’s generi prohibition | 
of “interference” with an employee’s right to refrain from collective’ 
action could conceivably be used to make organization campaigns all 
but impossible. Similar potentialities lurk in the ban on “intimidation” ' 

of employers. Where is the dividing line between “intimidation” one 
- effective use of economic pressure? . 

The restrictive policy has not been carried to its logical extreme in, 
the Employment Peace act, as interpreted by the Employment Rela-. 
tions Board. But the letter of even the existing law, if it could be. 
drastically enforced, would obviously limit the effectiveness of Wis-, 
consin unions. Thus a labor relations law like this one recalls the; 
Napoleonic general who informed the assembled residents of a con- 
quered village: “Citizens, I bring you freedom. But I shoot the first- 
man who moves!” 


It is a truism, however, that no law is better (or worse!) than its . 
enforcement. Whether or not the effects predicted by the proponents 3 
and critics of a law are actually realized depends to a large degree 
upon the extent to which the law can actually be enforced. Because 
of difficulties of enforcement, the practical effect of a law such as the 
Employment Peace act may be substantially different from what its 
proponents intended. A realistic appraisal of this legislation therefore 
requires some examination of its effects in specific cases. Since its re- ` 
strictive clauses are the outstanding feature of the Wisconsin act, the | 
emphasis here is upon the way in which those restrictions have oper- ' 
ated.” 

One of the most publicized cases under the Employmient Peace act 
was one involving a dispute over the renewal of a closed shop contract , 
between the Golden Guernsey Dairy Codperative of Milwaukee and 
a local of the International Brotherhood of Teamsters. At the time the , 
Peace act was passed, in May, 1939, all major Milwaukee dairies 
(including Golden Guernsey) were covered by an automatic renewal, . 
closed shop contract with the Teamsters Union. But in February, 1940, 
Golden Guernsey notified the union that it wished to terminate the ' 
existing contract.* Then, at the request of the company, the Employ- ' 


“The data on which the following case histories are based were obtained from em- 
ployers, union officers, and attorneys involved in the cases, and from court decisions and ; 
tmimeographed Employment Relations Board decisions. 

*™No other Milwaukee dairy gave this notice, and their contracts remained in force. | 
As wes pointed out in footnote 13 above, the law prohibits closed shop contracts unless ' 
they have been apprgved by three-fourths of the employees affected. Contracts which 
were in effect before the law was passed are exempted from this requirement. t 


f 
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ment Relations Board conducted a closed shop referendum, in which 
considerably less than the required three-fourths majority of employees 
voted in favor of a closed shop. A few days of negotiation for a new 
contract followed. The employer pointed out that he could not legally 
continue the closed shop contract; the union replied that he had 
deliberately put himself in that position, that his employees would not 


“have voted as they did on the referendum if he had not encouraged 


them to do so, and that many other Milwaukee employers were violat- 
ing the closed shop clause with impunity.* 

Negotiations broke down, and on April 5, the union inaugurated an 
extensive campaign against the dairy, including picketing and several 
other forms of advertising. The dairy immediately filed a complaint 
with the Employment Relations Board. About a month later the board 
handed down a cease-and-desist order in which it directed the union to 
abandon all attempts to secure a closed shop contract. The union made 
no move to comply; so a circuit court was petitioned for enforcement 
of the board order. The court handed down the requested decree on 
August 1. The union then changed the wording of its picket signs and 
other advertising slightly, but not enough to avoid a contempt proceed- 
ing in September, in which the circuit court imposed a nominal fine on 
three union officers. The union officers appealed the case to the state 
supreme court, which upheld the circuit court on June 25, 1941— 
more than 14 months after the strike began.” 

During all of this litigation, the union had continued to picket and 
otherwise advertise the dispute. Shortly before the supreme court 
decision, the president of the dairy admitted that at the height of this 
campaign the dairy had lost about 20 per cent of its business. Although 
the supreme court decision ended the union’s advertising campaign, it 
is quite possible that a covert word-of-mouth campaign continues, and 
most union members in Milwaukee probably remember the long ad- 
vertising campaign against the dairy. . 

Another case under this law involved a dispute between a group of 
Milwaukee hotels and several hotel workers’ unions, once again over a 
closed shop contract. A strike began on November 1, 1939. The Em- 
ployment Relations Board, in a decision and order issued three and a 
half months later, held that the strike was illegal in its inception be- 
cause the unions had not taken the secret strike vote required by the 


^ Officers of the Wisconsin State Federation of Labor declared in a public legislative 
hearing in 1941 that there were hundreds of closed shop contracts in the state which had 
been entered into in violation of the Peace act. 

= The United States Supreme Court was asked to review the case, but refused to do so. 
62 Sup. Ct. 1035 (1942). Thus, by implication, the court approvedea significant limitation 
on the objectives of picketing. 
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act. It also found that a number of fist-fights—termed “assaults” — 
had occurred- on the picket line, and that deliveries had been pre- 
vented. The board therefore ordered the unions to cease and desist 
from all picketing. The union ignored this order, and on May 11, 1940, 
the board secured an enforcement decree from a circuit court. The 
unions obtained a stay of execution and appealed the decree to the 
state supreme court. On November 8, a year after the strike began, 
the court issued a somewhat ambiguous decision which appeared to 
uphold the board’s prohibition of all picketing. The unions then re- 
moved their picket lines. Two months later, however, the supreme 
court emphasized in its comments on a motion for rehearing that me 
Peace act prohibits only non-peaceful picketing.*° 

The unions immediately resumed their picketing and advertising. 
But, because of the alleged violence in the case, the board began con- 
tempt proceedings against the unions. In July, 1941, the circuit court 
decreed a permanent prohibition of picketing. In compliance with this 
decision, the unions once more removed their picket lines—20 months 
, after the strike began. The case was appealed to the United States 
Supreme Court, however, and this tribunal ruled in March, 1942, that 
the state supreme court’s decision permitted peaceful picketing by 
these unions.” Five days later,-pickets again were parading in front _ 
of the hotels. Of course, a second proceeding against picketing by these 
unions might be instituted on the ground that the object of the picket- 
ing is illegal.** But in the first proceeding the employers had to wait 
more than a year for any relief from picketing, and picketing con- 
tinued during 18 of the 28 months required for the case to reach a final 
decision; so the employers may question the utility of a second pro- 
ceeding. 

Still another case involved a small cigar factory and a local of the 
Cigar Makers International Union. This union called a strike in 
January, 1940. A month later, the employer charged that the strikers 
were illegally demanding that he deal with a minority union. Union 
attorneys forced the board to dismiss this charge on a technicality. 


The cigar factory initiated a second proceeding, and secured a cease- ` 


and-desist order from the board in July, 6 months after the strike 
began. But when this order came before the circuit court for enforce- 


* See footnote 16 above. 


” Hotel and Restaurant Employees’ International Alliance et al. v. Wisconsin Employ- 
ment Relations Board et al., 62 Sup. Ct. 706 (1942). 


*The object must be either to force the employers to deal with unions which do not 
represent a majority of their (present) employees, or to grant a closed shop without a 
referendum, both of which are prohibited by the Employment Peace act. In its contempt 
decision in July, 19419 the circuit court stated that the picketing in this case was for an 
unlawful purpose. 
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ment, union attorneys seized upon another technicality and persuaded - 
the court to remand the matter to the board for the presentation of new 
evidence. Thus, more than a year after the strike began, the employer - 
was practically back where he started from. In the meantime the union 
had continued to picket and had distributed “unfair” cards all over 
the United States. Unable to resist any longer, the employer signed the 
contract demanded by the union and requested the board to dismiss 
his complaint without rehearing the matter. Under the board’s theory 
of its powers, this request had to be granted, despite the fact that the 
contract was probably illegal under the Employment Peace act. 

A different situation developed in a case involving a small foundry 
and a local of the United Automobile Workers (C.I.0.). Apparently 
upon ample provocation, this union called a strike, but made the mis- 
take of carrying on mass picketing for a few days. The employer im- 
mediately pressed an extensive legal attack against the strike. He 
secured a circuit court injunction against mass picketing two weeks 
after the strike began. He also filed a complaint with the Employment 
Relations Board. Despite the fact that the court injunction was already 
in effect, the board held a hearing and, a month later, banned ap- 
proximately the same activities that the circuit court had. The board 
then sought a court decree to enforce its cease-and-desist order. This 
decree was granted, although by that time the strike had been settled. 
It seems fairly obvious that the board and the act were used for vin- 
dictive purposes by the employer in this case. All illegal picketing had 
ceased before the board order was issued; this order for the most part 
merely repeated the terms of the injunction previously issued; and the 
only agency which could enforce the order was the circuit court which 
had already enjoined the objectionable tactics of the union. Thus in 
this case the act made no perceptible contribution to the maintenance ` 
of industrial peace and public order. Instead, it became an instrument 
of persecution. 


VI 

Numerous other cases could be cited to buttress the points already 
illustrated. These typical cases suffice to show that the actual effect of 
the restrictive clauses in the Wisconsin Employment Peace act depends 
largely on the relative economic strength of the employer and the union. 
When the union is weak, the clauses may be utilized as part of acam- | 
paign to smash the union. When the union can afford lengthy legal bat- 
tles, the application of the Peace act can be postponed for months. 
So far as this statute is concerned, a union may continue any type of 
unfair labor practices—mass picketing, for example—efor an absolute 
minimum of three weeks with legal impunity, because the act itself 
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requires at least ten days’ notice of a hearing before the board, and 
ten days’ notice of any court proceeding to enforce a board order. But 
as experience has shown, if the union carries the case to appellate courts 
there may be no final determination for a year or more. In the mean- 
time, damaging economic warfare can usually be waged against the 
employer. As union officers point out, a great many employers cannot 
withstand an extended period of picketing. Thus the employer may 
find himself out of business before a cease-and-desist order can be 
made effective. 

` This problem does not. arise in connection with violence or other 
obviously unlawful types of picketing. In such cases, protection of the 
public interest can safely be left in the hands of the common police 
officer. The prohibition of such activities need not be based on a care- 
ful investigation of the facts in the case. The mere fact that such picket- 
ing is being carried on is sufficient ground for quick action; there is no 
need to set up ponderous administrative machinery. However, when . 
peaceful picketing is lawful in some circumstances and unlawful in 
others, careful examination of those circumstances becomes essential. 
In matters requiring expert investigation and policy-making, the quasi- 
judicial administrative agency has proved its indispensability; so it 
seems logical to give the job of regulating picketing to the labor rela- 
tions board." But the Wisconsin experience underlines the familiar 
` fact that administrative procedure is too sluggish to use in an emer- 
gency where summary police action is required. Therefore, those who 
would regulate peaceful picketing are caught on the horns of a dilemma. 
If the regulation is to be effective, it must be rapid; but if the investi- 
gation of facts is to be careful, it will be disastrously time-consuming. 
Wisconsin obviously has not solved this dilemma, and it would be 
considerably more difficult to solve on a national scale. The N.L.R.B. 
and federal appellate courts are notoriously slower in operation than 
their state counterparts. Because of the practical problems highlighted 
by Wisconsin’s experience, it may be necessary to treat all peaceful 
picketing as an exercise of the right of free speech, and to depend upon 
the “competition of ideas for acceptance in the market of public 
opinion”® for the protection of the public interest. 

#2 For persuasive arguments—by those in sympathy with the methods and objectives of 
the National Labor Relations act—that labor boards should be empowered to issue cease- 
and-desist orders against certain particularly indefensible types of peaceful picketing, see 
Galenson, op. ct., pp. 289-293; Report of the New York State Joint Legislative Com- 
mittee on Industrial and Labor Relations, Legislative Document no. 57 (Albany, 1940), 
pp. 26-27. 

*” Thornhill v. Alabama, 310 U.S. 88 (1940). It is possible—though not certain—that 
the United States Supreme Court will hold that the Constitution forbids many types of 
limitations on the objectives of peaceful picketing. For an excellent summary of recent: 
Supreme Court decisions on this issue, see Justice Reed’s dissenting opinion in Carpenters 
and Joiners Union of America v. Ritter’s Cafe, 62 Sup. Ct. 807 (1942). 


~ 
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These results of Wisconsin’s latest experimentation in the field of 
social legislation may well be pondered by those who urge similar 
changes in the national labor relations law. Employer election petitions 
can be made a device to thwart organization. It is essential to provide 
safeguards against such perversion of this privilege, if the labor rela- 
tions law is to assure workers the right to organize free from employer 
influence. Eliminating the informal investigation of charges of law 
violation means that most enforcement must be by litigation rather 
than by persuasion. Divesting the board of the prosecuting function 
has, in Wisconsin, made of it a kind of ersatz court rather than an 
agency with ample power to enforce a social policy. And Wisconsin 
has demonstrated that, if the attempt is made to “balance” the labor 
relations law by adding restrictions on the tactics and objectives of 
unionism, the resulting inconsistencies and misapplication of adminis- 
trative procedure may vitiate the entire statute. 


. OBSERVATIONS ON RATIONING AND PRICE CONTROL 
IN GREAT BRITAIN 


By DExTER M. KEEzER* 


The following observations,’ based on a first-hand study of their 
subject matter, are presented primarily with a view to exploring what 
British experience with price control and rationing of food and other 
consumers’ goods might contribute to the handling of the same job in 
the United States. They take full account of the fact that geographical, 
political, and historical differences among others, tend to invalidate 
direct comparisons between American and British performance in any 
field, but do not give this fact such overpowering weight that it obscures 
the more important fact that both peoples have wartime economic 
problems concerned with matters of such universal interest as keeping 
nourished, clothed and sheltered, which they are both trying to solve 
or, at any rate, alleviate by the same devices—price control and ra- 
tioning. 

I | 

In all of its important dimensions the structure of the organization 
for price control and rationing in Great Britain differs from that in the 
United States. Where the Office of Price Administration is commis- 
sioned by Congress to control prices generally and has a general dele- 
gation of authority from the War Production Board to do rationing at 
retail, the conduct of these operations is divided in Great Britain. There 
the Ministry of Food handles the rationing and price control of food 
and the Board of Trade handles the pricing and rationing of most other 
consumer goods. 

The Ministry of Food and the Board of Trade have a measure of 
control over production in their respective fields which the Office of 

* The observations in this article were made by Mr. Keezer, former president of Reed 
College, Portland, Oregon, while making a study of their subject matter on behalf of the 
Office of Price Administration of which he is Deputy Administrator in charge of Pro- 


fessional Services. However, any opinions expressed or implied are personal and in no 
‘sense official views of the Office of Price Administration. 

1I am indebted to Mr. W. G. Onslow, a member of the Board of Trade Delegation, 
Mr. E. Twentyman, Acting Head of the British Food Mission, Mr. W. A. Stuart-Williams, 
of the British Food Mission, and Mr. E. M. H. Lloyd, Economic Advisor to the British 
Food Mission, for seading the report in order that it might be authoritatively checked 
for errors in fact or fancy. 
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Price Administration, with its broader jurisdiction over prices and ra- 
tioning, does not have. In the case of food; the Ministry of Food deter- 
mines, in collaboration with the Ministry of Agriculture, what is to be 
produced in Great Britain and on what terms; it determines what is to 
be imported and on what terms; and, sometimes by acquiring actual 
ownership in the case of basic commodities, it takes full charge of the 
process of feeding the people of Great Britain from the farm and port 
of entry to the table. 

While the Board of Trade does not dominate its field by recourse to 
ownership, as does the Ministry of Food, it exercises a large measure of 
control over the production of the commodities which it is pricing and 
rationing. For example, in the program of furniture rationing and price 
control it is now carrying out, it determines the firms to be licensed 
to make furniture; it establishes precisely the materials and designs to 
be used; it fixes the prices to be charged for the furniture; and it de- 
termines what classes of consumers are to be eligible to purchase the 
furniture. 


In carrying out its program the Ministry of Food, serving a popula- >: 


tion of approximately 45 million, employs a paid staff which has re- 
cently ranged in number from 39,000 to 46,000 (to handle peak loads). 
The 41,000 employees in December, 1942, were divided roughly be- 
tween 7,000 in the national headquarters (located for the most ‘part at 
Colwyn Bay on the coast of Wales, 250 miles from London), 4,000 on 
the staffs of 18 field divisions and 30,000 in approximately 1,400 Local 
Food Offices which are also served by about the same number of Local 
Food Control Committees, typically composed of 15 volunteer mem- 
bers each. The Board of Trade has a far smaller organization numeri- 
cally and is much less decentralized in its operations. 

Both the Ministry of Food and the Board of Trade have extended 
their organizations by enlisting extensively the coöperation of business 
and industrial groups. It is explicitly the policy of the Ministry of 
Food to “maintain existing channels of trade” and in pursuance of _ 
this policy the Ministry of Food has warped many existing agencies, 
which were doing business on private account, into its program to | 
operate omits account and has also set up new organizations drawn > 
from the trade to do the same thing. The Board of Trade utilizes com- 
mittees drawn from the trade and industry extensively in developing 
many of its programs. 

It is perhaps usefully descriptive to say that in Great Britain the 
problem of controlling the civilian wartime economy has been cut in 
vertical segments while, in the United States, it has for the most part 
been cut in horizontal (or “functional”) segments. The Ministry of 
Food does a job which, in the United States, would be shared, among - 
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others, by the Department of Agriculture, War Production Board, the 
Board of Economic Warfare, the Office of Price Administration, and 
the Office of Defense Transportation. The Board of Trade does a job 
which cuts across duties now shared for the most part by the War 
Production Board and the Office of Price Administration. 

On brief acquaintance, it is very easy to misgauge the significance of 
- the vertical organization in Great Britain as opposed to the horizontal 

. organization in the United States. When I called it to the attention of 
those working in the British agencies, they were quick to envisage the ` 
advantages which horizontal organization would provide in the way of 
coérdination. Perhaps because of a peculiar awareness of the difficul- 
ties inherent in the horizontal organization, I was supersensitive to the 


`- advantages to be gained from the British type of organization. 


In any event, I did observe that responsible officials of the Ministry 
of Food as well as of the Board of Trade feel themselves to be working 
on an integrated job directed to a clear-cut objective, and for which 
they consequently feel a corresponding responsibility. In the case of 
the Ministry of Food, the job is conceived to be that of seeing that 
the people of Great Britain are properly nourished in wartime and that 
arrangements are made to see that this is done regardless of invasion 

_or any of the other terrors which Great Britain has faced. In the case 
of the Board of Trade, the job—while more diffuse since it involves a 
greater range of products—is, in its most important aspect, that of see- 
ing that the people of Great Britain are adequately clothed and their 
households adequately equipped in wartime. In both cases, getting the 
job done with a minimum of labor and materials is a basic objective. 

Concentration on these objectives has, of course, been stimulated 
by the clearly understandable urgency of attaining them. With England 
importing two-thirds of its food at the outbreak of the war, no one who 
was conscious needed to be convinced of the immediate wartime ur- 

, gency of the job of feeding the population adequately. In the case of 
other consumer goods, acute supply problems emerged much more 
slowly but a series of orders limiting civilian supplies had, by Decem- 
ber, 1940, generally cut such civilian supplies by two-thirds and thereby 
dramatically emphasized such problems as those of providing adequate 
clothing for the people of Great Britain in wartime. 

Both the Ministry of Food and the Board of Trade have unified pro- 
grams of production as well as distribution to meet the wartime re- 
quirements of consumers’ goods to which they minister. Thus, the 
Ministry of Food not only works out the plans which govern the pro- 
vision of the basic supplies of food but also carries out elaborate 
arrangements to see that these supplies reach the places they are most 
needed to meet the requirements of wartime nutrition. For example, in 
addition to providing the basic ration for all people, the Ministry chan- 
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nels such products as milk, eggs, dried. eggs, and oranges—the latter 

reserved almost entirely for children—to those who have special needs 

for them. Likewise, by the development of British wartime restaurants, 

industrial canteens, and numerous other special food distribution sys- 
tems, it attacks the problem of seeing that those with special nutritional 

requirements receive the food to meet them, often regardless of their 

capacity to pay. Through Food Advice Centers and other educational 

arrangements, the Food Ministry strives to see that the best nutritional 

use is made of the food available. As part of its job it has going forward 

at all times studies to disclose: (1) the adequacy of the money incomes: 
to buy satisfactory foods; (2) a knowledge of food requirements; (3) 

the availability, of shopping facilities; and (4) the adequacy of home 

arrangements in terms of home equipment, time for food preparation, 

etc. And, most important, the Food Ministry shapes its plans for food 
distribution and education in handling food in accordance with the 

disclosures made by these studies. 

Largely because it lacks the field organization to handle the adminis- 
trative burdens involved, the Board of Trade has done less to direct 
its programs to special group needs. However, its “utility” products - 
program—which will be dealt with later—is specifically directed to 
the problem of seeing that people with limited means secure clothing, 
shoes, and other important consumers’ goods of good quality at prices 
within their means. Also, it has recently provided that the sale of 
utility furniture, the only furniture which will be produced in England 
for the balance of the war, is to be limited to those with special needs— 
at the outset, those who have been bombed out or who are newly wed 
and setting up housekeeping. 

Among the numerous people to whom I talked in the Board of Trade 
and the Ministry of Food, there was a definite feeling that the wartime 
arrangements being made to see that the people are properly nourished 
and as well clothed as the available supplies and their income will per- ' 
mit, will long out-last the war. At any rate, that they constitute major 
sinews of war is attested by the following quotation, picked up by 
chance in glancing over the Liverpool Echo, which could be duplicated 
many times in Great Britain today: “Before the war we talked about 
prosperity and the abundant life. There was more unemployment than 
prosperity for the masses throughout the world, and blunder was piled 
on blunder. Now that we are planning for scarcity and reducing the 
consumption of non-essential goods, the people as a whole are better 
fed. There is less poverty and nobody goes short.” 


m 


Just as it is impossible to determine precisely, at least on brief 
acquaintance, what the vertical structure of control of the British war- 
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time economy has to do with its notable unity of purpose and effort, so 
it is not possible to determine the significance of the extensive collabora- 
tion with the business and industrial community. Numerous officials 
in the Ministry of Food told me that it would have been quite impossible 
for them to carry out the job they have done without their extended 
reliance on the going business and industrial organization, a reliance 
which most of those with whom I talked felt had proved well placed. 
On the other hand, one of the chief officials of the Ministry of Food 
remarked that through the formation of special corporations and as- 
sociations to work in the Ministry, “We are creating trusts right and 
left.” Quite independently three officers of the Ministry asked for 
literature on our antitrust laws for post-war reference. 

Extensive wartime collaboration between government and business 
in Great Britain is facilitated by the fact that for some years prior to 
the war there had been a government which would have found such 
collaboration natural and congenial. And, of course,.the hail of bombs 


` on England has, by its terrible extent of devastation, tended to ob- 


literate what might normally be prejudices against collaboration be- 
tween government and business. In any event, I gained the impression 
that there was a definite relationship between the large degree of 
collaboration by the Ministry of Food and private business and the 
tolerance accorded to the Ministry in developing what, even in war- 
time, might be regarded as revolutionary programs of food distribu- 
tion and nutrition. By inviting extensive business collaboration it has, 
I suspect, created an atmosphere of good will and comity in which it is 
possible to go ahead with programs which otherwise would be attended 
by debilitating if not completely successful opposition. Also I gained 
the impression that the dangers of having such extensive collaboration 
result in a perversion of public power to private gain had been miti- 
gated by the clarity with which programs to govern it had been formu- 
lated. 

Apparently, when the Ministry of Food is convinced that conditions 
imposed by war are such that its announced policy of maintaining ex- 
isting lines of trade must be abandoned even in a major area, it does 
not hesitate to abandon that policy. For example, its reorganization of 
milk distribution in England involves a fundamental overhauling of 
existing lines of trade; but I heard no formidable lament from the trade 
on that score though my ears were cocked for it. One reason, I am sure, 
is that the price arrangements adopted are, for the nonce at least, 
generous to the trade. A friend of mine who works as an economist at 

- Oxford University put it in these vulgar terms: “Ordinarily there is 
so much waste in the distribution of milk that when it is reorganized 
along mildly sensible lines, there is plenty of swag for everyone to get 
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a cut and still save money.” Also, in general, the price control policy 
in England—to which I shall come later—has attractive features for 
business. However, it still seems probable that one reason why a funda- 
mental reorganization such as that involved in milk distribution can be 
carried out without a knock-down and drag-out fight with the business 
community is that this community was in large measure brought into 
the business of working out effective wartime controls at the outset 
and hence has a share in it, thus ee a damper on complaint about 
what is done. 


III 


In Great Britain rationing and price control are now so much part 
and parcel of the same process that to talk about. them separately 
would seem to most people engaged in administering the controls in 
England about as salubrious as separating Siamese twins. An essential 
part of the business of successful rationing is recognized to be the 
provision of the rationed commodities or services at reasonable prices. 
They would treat as accidental and transitory the fact that rationing 
and price control in the United States have thus far tended to be de- 
veloped largely as independent activities. For purposes of convenience, 
however, I shall make my observations on price control and rationing 
in Great Britain in sequence. 

The rationing authorities in Great Britain would recognize as basic 
the same purpose which has been assigned thus far as a primary pur- 
pose of rationing in the United States, that is, the fair distribution of 
very scarce commodities and services. In addition, however, they would 
be guided by the proposition that a major purpose of successful wartime 
administration, in which rationing plays a key part, is that of making 
supplies for civilians as scarce as they can safely be made in order to 
release man power, resources, and materials for direct war work. Thus 
the economist who had perhaps the largest share in devising the British 
coupon clothing rationing system made it perfectly clear to me that 
one of the key interests shared by him and his colleagues is that of 
reducing the supplies of civilian clothing to the minimum consistent 
with good health and morale. 

“Do you realize,” he said to me with eyes gleaming with covetous- . 
ness, “that if we can save one of the 60 coupons in our clothing ration 
book from being spent, it will be possible to release 8,000 workers for 
the war?” That great headway has been made along this line is indi- 
cated by the fact that in the civilian clothing industry in England today 
there are now only 185,000 workers as compared to 420,000 workers 
before the war. That my economist friend is seriously devoted to the 
business of making further reductions is attested by the fact that when 
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I talked with him he was wearing a suit which had been turned inside 
out, for the most part to make it wear longer, and was wearing no . 
socks at all in spite of the fact that into his unheated office, its iron 
window frames sprung by a bomb explosion across the street, air cooled 
to about 45 degrees was pouring almost without restraint. 

I received another striking bit of evidence of this desire on the part 
of the rationing authorities to do everything possible to release labor 
_ for the war in discussing the “utility” crockery program of the Board 
of Trade. When told that the crockery would all be plain white I pro- 
tested that in the drab, dark wartime environment of England, ac- 
centuated by the blackouts, it seemed to me only fair to add at least 
a dash of some bright color to the crockery. Rather sternly the Director 
of the -Division in the Board of Trade in charge of this program re- 
marked, “Don’t you see that if the crockery is all plain white, people 
can be persuaded to buy single pieces instead of sets and thus make 
possible the release of labor for the war?” 

The techniques of rationing in England are well covered by lucid 
publications of the rationing agencies, particularly by the Ministry of 
Food pamphlet on Rationing in the United Kingdom and for clothing, 
the Board of Trade’s 1943 Clothing Quiz. Hence, I shall not deal ex- 
tensively with these techniques here. 

The point system of rationing which is used for clothing and certain 
foods supplemental to the basic food ration is generally recognized as 
introducing into the economic life of Great Britain something in the 
nature of a new currency, having social, political, and economic impli- 
cations which are not likely to vanish at the close of the war. For large 
segments of the population, points are harder to come by than money. 
I was told at the Board of Trade that clothing coupons have had an 
average black market price ranging from approximately 20 cents to 
50 cents a piece, and have frequently sold for much more. This is a 
_ further indication of the enterprise of the Board of Trade in making 
civilian clothing scarce, an enterprise impressively reflected in the 
budget of civilian clothing which counts on men replacing their over- 
coats once in about every nine or ten years and getting a new suit about 
every three years. 

To me, one of the most interesting sartorial traits of the British 
people which the clothes rationing program disclosed was that, put on 
a tight ration, they purchased clothes to dress themselves from the 
outside in. After clothes rationing went into effect, people went ahead 
buying clothes and spending their coupons much as usual. When they 
began to run out of coupons they concentrated on purchasing clothing 
their neighbors qould see. The first result was such a falling off in 
purchases of underclothes that some of the factories making these 
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products were forced to close and lost. their labor forces. The next 
result was shortage of underclothes, which in some cases had not been 
overcome a year later. 

Contrasted with points rationing, the rationing of meat, bacon, but- 
ter, cheese, sugar, and a few other basic food products is governed 
by arrangements whereby consumers are tied to their retailers by 
registration with them and cannot purchase from another retailer. This 
resulted in an elimination of retail competition and often, I was told, 
a deterioration of service which has been restored in substantial meas- 
ure by the introduction of points rationing for a large variety of 
products, including conspicuously those sent to Great Britain on Lend- 
Lease. Currently each consumer receives an allowance of 20 points 
per month to be spent at any store he chooses. The points are ad- 
justed upward and downward, depending upon the supply and demand 
of foods sold on points and with results which I found quite odd. For 
example, to obtain a pound can of salmon (known during the last war 
by soldiers contemptuous of it as gold fish) requires 32 points—an. 
individual point allowance for more than a month and a half—while a 
pound of American sausage meat, an exotic product for most consum- 
ers in England, can now be had by giving up only 7 points. 

In discussing rationing problems with those trying to solve them in 
Great Britain, I was frequently told emphatically that the British peo- 
ple are so constituted that they will stand almost any degree of ration- 
ing if they are convinced that everyone is being treated equally, but 
that they decisively resent any arrangement which smacks of discrim- 
ination. No one was able to bring forward a plan for the rationing of 
fuel—which has been desperately short in Great Britain—which would . 
not involve much more fuel for the man in the big house than the man 
in the small house. Fear that it would be extremely difficult to make 
such a differential rationing system palatable to the British people was, 
I was told, one reason for the continued failure to ration fuel in spite 
of the great necessity to do so. Another reason that was emphasized was 
that the British people would find it difficult to understand how their 
country, which has been a great producer and exporter of coal, had 
managed to fail to get the coal out of the ground. Public understanding . 
of its necessity and fairness was consistently emphasized as a key 
requisite of a successful rationing program. 

Among.the people on the receiving end of rationing in Great Britain 
with whom I talked, I found a general understanding of the fact that. 
rationing serves the constructive purposes of seeing that scarce com- 
modities are much more fairly distributed than they otherwise would 
be.-This I took to be due in part to effective propaganda on the part 
of the rationing agencies and also to practical demonstrations of the ` 
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proposition, one of which was in the process of being made while I was 
in Great Britain. The Ministry of Food had recently gone to what 
might well have been argued to be an inordinate amount of trouble in 
printing and distributing a special ration document for the rationing of 
= candy, the individual ration of which was one pound or less per month. 
However, prior to the rationing of candy, I was told that the only candy 
in sight in confectioners’ shops had been an occasional motheaten square 
of chocolate or a forlorn lollipop and that almost all of a very sub- 
stantial candy business had been done behind or under the counter with 
especially favored customers. With the introduction of rationing which 
assured equal shares, candy came back into show cases and on to the 
counters, and trade was conducted on an equal basis all around. Even 
if the resulting ration-of candy had been only 4 ounces per month I` 
suspect that the educational demonstration of the constructive force 
of rationing in securing a fair deal for all consumers would have been 
worth the wear and tear involved in introducing the system. 

In accounting for and explaining their programs to consumers, both 
the Ministry of Food and the Board of Trade make extensive use of 
newspaper advertising. With the metropolitan papers customarily re- 
‘duced to four pages, and their advertisements generally occupying 
about one-eighth of the page, often on the front page, they are enabled 
to attract most newspaper readers to their announcements. By being 
carried as paid advertisements the material is arranged precisely as 
they wish it arranged. The Ministry of Food also has radio time at a 
fixed hour regularly assigned to it. In shaping their programs, both 
the Ministry of Food and the Board of Trade also conduct extensive 
surveys of the impact of their programs to discover how they are 
meeting consumer needs. In such studies they have utilized survey 
organizations run by private advertising agencies as well as those con- 
ducted by the government departments—notably the Wartime Social 
Survey of the Ministry of Information. By the combined use of such 
resources to guide their dealings with the consuming public, both the 
Ministry of Food and the Board of Trade appear to be extraordinarily 
well equipped with eyes and ears. 

In one important aspect of the administration of their rationing pro- 
grams, the Ministry of Food and the Board of Trade follow diametri- 
cally opposed policies. It is the explicit policy of the Board of Trade 
to do everything it possibly can to meet the claims upon the supplies 
which it is distributing by making an appropriate allowance of ration 
coupons. “Nothing off the ration,” was the way the policy was phrased 
to me at the Board of Trade. The Ministry of Food, on the other hand, 
has a very large array of food distribution schemes in addition to those 
encompassed by its basic ration and point systems. Though the repre- 
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sentatives of these two agencies had not been speculating much about 
this contrast in policy, I think that as a result of numerous queries 
about it I discovered the reason for it. The Ministry of Food has an 


extensive and experienced field staff of about 30,000 at work in all ` 


consequential population centers. The planning of the work of this 
staff and much of the recruiting had been made before the war with 
the result that it. was possible to expand it from 350 to 25,000 within 
three days after the outbreak of the war. In contrast, the Board of 
Trade has no local staff and has to rely on other agencies for local 
administration. The result is that its ration system can work success- 
fully only if it is conducted on a very simple basis, whereas the Minis- 
try of Food can, by reliance upon its local staff, carry out programs 


requiring elaborate administration. “Funny Feeders,” as its irreverent ‘ 


employees designate vegetarians, Hindus, and others who depart from 
standard rations, are no terror to the Ministry of Food. It has the staff 
to cope effectively with the problem presented. — 
_ One reason for the truly decentralized character of the Food' Min- 
istry is that it was designed to be ready to carry on the feeding of the 
people of England even if any division of the Ministry or the national 
headquarters, itself, should be cut off by invasion or obliterated by 
bombing. Because of invasion possibilities as differentiated from what 
it terms “normal war,” it has been necessary to create great food 
stores throughout the country. Though I obtained no specific infor- 
- mation, I assume that its problems of meeting distribution require- 
ments are simplified by the presence of these stores. If invasion—which 
currently seems a remote possibility—does not eventuate, some public 
functionary in Great Britain will no doubt be drawn and quartered 
for having built up excessive supplies of food; another turn of events 
might lead to at least a knighthood. The difference in the degree of 


decentralization of the operation of the Ministry of Food and the 
Board of Trade is, I am sure, also to be accounted for by the presence > 


of a strong local organization in the one instance, and the absence of 
such organization in the other. 


IV 


In contrast to our over-all program of price control, the program in 
Great Britain is selective. This appears to be less the result of advance 
planning than the result of decidedly different tempos at which the 
Food Ministry and the Board of Trade went into action on the price 
front at the outbreak of the war. In September, 1939, less than a week 
after the declaration of war, the Food Ministry had fixed the prices of 
a number of important products. It continued to expand its price con- 
trol and it now covers almost all foods of any importance, with the 
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exception of certain fresh fruits and vegetables which seem to have an 
almost universal capacity to defy effective price fixing. . 

While the Board of Trade had emergency powers which, used with — 
equal dispatch and boldness, would have permitted it to fix prices other 
than foods generally, it was for a long period after the outbreak of the 
war dominated by a business-as-usual attitude. In dealing with prices, 
it relied primarily on an act (The Prices of Goods act, 1939) which, 
while undertaking to limit profits, permitted upward adjustment in 
prices to meet increased costs and hence accommodated very large 
price increases. It was not until 1941, with passage of the Goods and 
Services act, that the Board of Trade acquired the specific legislation 
giving it real price fixing authority. However, the record seems to 
indicate that it was. not legislation which it lacked—for I found it 
agreed that it could have relied upon the same emergency powers 

_which the Ministry of Food used—but the will to act. 

The resulting pattern of price movements was one in which many 
food prices were held down by regulation and subsidy, others were 
retarded in their upward course by persuasion, which the Central Price 
Control Committee of the Board of Trade appears to have employed 
to considerable effect, and others soared unimpeded. The pattern is in- 
dicated by the following table which shows the changes in the different - 
groups of prices embodied in the British cost of living index between 
the first of September, 1939, and November 1, 1942: A 





Food + 18 
Rent + 1 
Clothing + 85 
Fuel and Light + 32 
Other Items + 49 
All Items + 29 


When the weights it assigns to the various groups of prices are taken 
into account, the index of the cost of living for the same period— ' 
between September, 1939, and October, 1942—-comes out at 129 and 
thus is on the safe side by one point in fulfilling the price stabilization 
policy of His Majesty’s government. This policy was proclaimed by 
the Chancellor of the Exchequer in introducing his budget for 1941- 
1942: “I‘propose to continue and extend the policy of stabilization in 
an endeavor to prevent any further rise of the cost-of-living index 
number, apart from minor seasonal changes, above the present range 
of 125- 130 i in terms of the pre-war level.” 

In the sectors which they occupy the price control agencies of Great 
Britain often proceed to hold prices down in an extraordinarily vigorous 
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and forthright manner. For example, the Ministry of Food is currently 
spending upward of $500,000,000 annually on food subsidies. It is 
doing this in pursuance of the decision of the War Cabinet, reached on 
August 19, 1940, that “The price of essential foods shall be kept down 
by a subsidy in order to secure cheap food, and restrain the rise in the 
cost-of-living index and to prevent wages rising. The relative pressure 
upon the Treasury from expenditure on food subsidies and from the 
demand of increased charges and allowances shall be the subject of 
constant review.” 

In Great Britain wage contracts covering several million workers 
provide for automatic adjustments to conform with movements of the 
cost-of-living index. (The index is not necessarily the same thing as the 
cost of living because it is built upon a 1904-08 pattern of expenditure.) 
Thus subsidies which serve to hold down food prices, and hence the 
cost-of-living index, become a direct means of stabilizing wages, and . 
gain political glamour in conservative quarters accordingly. At any 
rate I heard of no cases of apoplexy in Colonel Blimp’s set because of 
the large subsidy expenditures. This is also due in part, of course, to 
the fact that the subsidy has a pre-war history in Great Britain as an 
instrument to effectuate certain economic policies which cannot other- 
wise be as neatly carried out. 

Also illustrative of forthright action to get prices down is the ar- 
rangement recently made by the Board of Trade to have the purchase 
tax (66% per cent on luxury clothing and 33% per cent on plain cloth- 
ing) removed from utility clothing. The resulting price reduction, 
coupled with reductions made possible by concentration of production 
on relatively few simplified models, has, I was told, made it possible 
to buy a number of kinds of utility clothing at not more than 50 per 
cent of the price of comparable non-utility clothing. Opportunities to 
make savings of this magnitude have enlisted enthusiastic consumer 
support for the utility clothing program which now accounts for about ` 
` 80 per cent of British clothing production. Cloth and clothing manu- 
facturers who produce for the program are protected both in securing 
their materials and holding their labor forces against the continuous 
and searching drive to divert every possible worker to the war effort. 
These great advantages, coupled with the fact that the prices fixed for 
utility clothing allow both manufacturers and distributors a relatively 
comfortable profit, contribute to making the utility clothing scheme a 
smoothly working operation all along the line. 

In sketching the broad outlines of the utility program recently the 
president of the Board of Trade remarked: “ ‘Utility’ does not mean 
soulless standardization. It means a range of goods sufficiently clearly 
defined for their prices to be fixed, designed to meet essential needs in — 
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a sensible way and produced in the most economical manner possible.” 

The definition of “utility articles” being used at the Board of Trade 
during my visits there is that they are “articles which are defined 
within more or less narrow limits by minimum specifications, e.g., of 
the nature or quantity of material used, or size or weight, or of method 
of construction, have maximum prices and normally bear a Statutory 
mark of identification.” 

In the case of clothing where the utility program has been most fully 
developed the regulations of the Board of Trade set down, with greatly 
varying degrees of precision, the minimum specification to be met by 
a prescribed range of utility cloths and clothing, and the maximum 
prices in money terms which may be charged for them at all levels of 
manufacture and distribution. The specifications of utility clothing are 
in addition to the general “austerity” regulations which do much the 
same thing in eliminating pockets, trousers cuffs, etc., as is done in 
the United States by War Production Board simplification orders. They 
specify more closely the composition of fabrics and the making up of 
clothing and, as is hoped to be true of utility products generally, they 
embody “the best prevailing commercial practice” rather than new 
departures in structure. Prices are set to bring utility products within 
the range of people of. limited means. In requesting the British Stand- 
ards Institution to assist it in developing specifications for certain types 
of cloth and clothing, the Board of Trade said they should be governed 
by the purpose to provide a good ration coupon value for people Mith 
weekly incomes up to $24. l 

This is the background for the request to provide such ration coupon 
© values. Early in the war, as the most immediately feasible means of 
releasing labor and materials for direct war purposes, limitations were 
placed upon the supplięs of civilian clothing which could be manu- 
factured and sold. These limitations upon supplies resulted in many 
cloth and clothing producing establishments and their crews being em- 
ployed only part-time, and a consequent tendency on their part to: 
concentrate on the mote expensive, labor absorbing and long profit 
lines of goods. Early in 1941 a program was launched to arrange pro- 
duction so that a limited number of plants and their crews then work- 
ing part-time would be occupied full time while others in the same 
position could be released for war work. The public discussion of this 
industrial concentration program took a form suggesting further cur- 
tailment of clothing production which those in charge feared might lead 
to a run of panic clothing buying. In order to avert this danger and 
distribute equitably very greatly reduced clothing supplies, clothing 
rationing was inaugurated in June, 1941. However, on account of the 
previous concentration of manufacturers on high price lines, the ration- 
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ing authorities were immediately confronted by the problem of making 
good on their coupons with clothing of good quality within the reach ` 
of the mass of consumers. It was to solve this problem, as well as to 
relate prices properly to quality, and, if possible, continue to help in 
the process of releasing labor for war by more economical production 
that the utility program was inaugurated. 

While, in discussing the utility program, the president of the Board 
of Trade, Mr. Dalton, sternly remarked, “There is no room for the 
production of ornaments and knickknacks, of frills and fripperies 

. we must concentrate on essentials,” there is nothing in the utility © 
clothing program that is inconsistent with the production of very good 
looking as well as serviceable models. I attended a style show of utility 
models of women’s coats, suits, and dresses at a London department . 
store upon which the handiwork of Great Britain’s leading designers, 
including the dressmaker to the Queen, had been employed with a 
resulting grace and simplicity of line which it has been customary for 
individual consumers to spend lots of money to obtain. 

‘ In addition to clothing, the utility products program has been, or is 
in the process of being extended to boots and shoes, a variety of house- 
hold textiles, pottery, and glass wear, pots and pans, mattresses, furni- 
ture, umbrellas, cutlery, pencils, mechanical lighters, wedding rings, 
and suitcases. The reason for designing a utility wedding ring—called 
standard instead of utility because of the dubious implications of utility 
in this connection—was that by limitation of supplies orders the jew- 
elry business had been so largely closed down that it was evident: that 
about the only wedding rings available would be both elaborate and 
expensive. In the almost complete absence of matches in England, the 
prices of mechanical lighters had attained almost astronomical heights. 
Consequently, the Board of Trade, making one of a number of what 
might seem odd excursions in its utility program, specified a simple 
lighter at a relatively low price. 

One of the most interesting reactions to the utility products program 
on the part of producers subjected to it came from a clothing manu- 
facturer who emphasized its steadying effect upon his labor force. 
“When we produce ‘utility,’ ” he remarked, “the workers know that 
prices are closely controlled and that there are no big profits in it for 
us. That gives them a confidence in the operation which greatly sim- 
plifies our labor problems.” When I suggested that whether or not a - 
company made large profits really did not seem to make much dif- 
ference because such profits would be captured by the excess profits 
tax, he said that the workers were a bit skeptical about the thorough- 
ness with which the “E. P. T.” reaches excess profits; apd he remarked 
that he thought the skepticism had some foundation. In other quarters 
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concerned with price fixing, I found no inclination to regard the excėss 
profits tax as a satisfactory mop to wipe up the consequences, in terms 
of high profits, of sloppy price fixing. “It does not really do the job,” 
one of the principal Food Ministry officials in charge of its price fixing 
remarked, “and besides, it is an affront to good craftsmanship to be 
forced to rely on it.” 

In an effort to relate fixed prices as closely as possible to varying 
costs of production, and thus avoid reliance upon the “E. P. T.” to 
absorb the profits of low cost producers, the Board of Trade has in at 
least one instance set three different prices for the same product to 
apply to three different sets of manufacturers with markedly different 
costs. The product, crockery, is so scarce, I was told, that consumers 
do not mind having to pay different prices for precisely the same items, 
while this arrangement prevents very low cost producers from making 
large profits as they would if allowed a price high enough to permit 
the high cost producers to keep going. Also, for the purpose of pre- 
venting low cost producers of utility products from making excess 
profits while charging prices fixed high enough to permit high cost 
producers to operate, the Board of Trade prescribes maximum profit 
margins for those engaged in producing utility products, as well as 
maximum money prices for the products in question. In no event may 
the maximum money prices, known as overriding prices, be exceeded, 
but they must be lowered if they yield returns in excess of the maximum 
profit margins allowed. Both the Board of Trade and the Food Min- ` 
istry follow this same general idea in other aspects of their price fixing 
operations. 


V 


At present the volume of dry goods trade at retail in Great Britain 
is approximately 50 per cent of what it was before the war. However, 
as a result of leaving certain prices uncontrolled and others only par- 
tially controlled, the money volume of this trade is about the same as 
it was before the war. As a result of bombing, there are far fewer re- 
tail stores to share the trade than there were before the war and hence 
“business is quite good.” This fact militates against any scheme of 
concentration of retail trade in Great Britain beyond the haphazard 
scheme provided by bombs. It also contributes to an acceptance by 
trade groups of the control of the wartime economy program in Great 
Britain. 

By allowing prices of some products—particularly those of luxuries 
—to soar unimpeded, a sponge of sorts is provided to sop up excess 
purchasing power which characterizes the British economy as it does 
our own. In introducing his 1941-1942 budget, the Chancellor of the 
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Exchequer estimated that the people of Great Britain would have in- 
comes, after deducting prospective savings and taxes, of more than 
2 billion dollars in excess of the value of goods then available for 
purchasing. Measures of taxation, price control, and rationing were 
introduced to cope with this inflationary threat. 

On several occasions during my visit to Great Britain, I sat on the 
side lines while experts on the true nature of inflation and the forces 
creating it ferociously differed as to whether or not dangerous inflation 
is encouraged or hindered by leaving the prices of relatively unim- 
portant goods, particularly luxuries, to seek their own altitude and lick 
up purchasing power in the process. I personally formed a definite 
opinion on the issue but instead of reciting it here and thus, no doubt, 
drawing withering fire from one school of inflation experts, I content 
myself by noting that Great Britain has had experience which, closely 
studied, would illuminate decidedly the problem of selecting the best 
methods of combating dangerous inflation. 

If the issue is stated as over-all vs. selective price control it makes 
it easier to choose up sides and have an intellectual slugging match. , 
Actually, however, the real issue is likely to be a little bit more of one 
and a little bit less of the other. Likewise, in the matter of organization 
-for the control of the wartime economy there is not a chance at this 
juncture of choosing between a vertical or horizontal pattern or com- 
pletely shifting from one to the other. But there are chances to make 
limited shifts in one direction or the other, as the evidence indicates 
one scheme or the other works better in dealing with a particular range 
of problems. If the problem of controlling the wartime economy in the 
United States is viewed in these fractional dimensions I am sure that 
we have a great deal to learn from Great Britain about organization, 
rationing, and price control in spite of the fact that “Great Britain 
is an island,” and in spite of the fact that on Victoria street in London, 
only a few hundred yards from the Houses of Parliament, I saw two 
mallard ducks and a sea gull disporting themselves in a pool made by 
filling the basement of a bomb-blasted building with water, for possible 
use in case of more bombs and fires—a scene I pray it will not be 
possible to see adjacent to the Capitol. 


VI 


Of course, scenes such as this and far uglier scenes of bomb devasta- 
tion on a magnitude, particularly in the cities outside of London, of 
which I had not had the slightest appreciation make their unique con- 
tribution to securing general acceptance of rationing and price control 
measures. Also, the British rationing and price control authorities have 
in most instances had over three years in which to straighten kinks out 
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of their programs and adapt them effectively to the forces with which 
they are contending. Over this period, they have experienced marked 
ups and downs of popular acceptance. Over the past year or so, the Min- 
istry of Food has risen from a marked low in popularity to a point 
where a number of seemingly discerning people told me that they 
thought Lord Woolten, head of the Ministry of Food, is probably the 
most popular leader in the British government today. 

For the rise in popularity of the Ministry of Food, its access to 
Lend-Lease foods for distribution in England has surely had a con- 
siderable measure of responsibility. Also, no doubt the sale of these 
foods as well as many others on a popular points system helped. How- 
ever, I found it instructive and not a little ironic that both the Ministry 
of Food and the Board of Trade were enjoying a marked measure of 
public esteem during my time in Great Britain while many of those 
working in both agencies were careful to emphasize in conversation 
with me that they were not trying to do a perfect job. An official of the 
Board of Trade, who was recommended to me as one of its most skillful - 
administrators, remarked, “If we can get through 60 per cent of the 
_ work we are satisfied.” Probably he was indulging himself in char- 
acteristic British understatement. But at both the Ministry of Food 
and the Board of Trade I received and had reiterated to me the advice, 
“Don’t try to do a perfect job. Trying to get perfect answers for the 
last 10 per cent of the problem is likely to involve you in such great 
complications that the whole job may be bogged down.” The same 
general point of view is reflected in the decision of the Board of Trade, 
reported to me by the chairman of its Regional Price Control Commit- 
tee at Reading, who was also professor of law at University College, 
Oxford, not to seek the perfection of legal craftsmanship in its regu- 
lations but to temper craftsmanship to the compelling necessity of se- 
curing understanding and acceptance as a rough and ready wartime 
job by traders and consumers. I am sure that if I had pressed the 
point, I would have been told paradoxically that one reason the British 
price control and rationing authorities are doing as well as they are is 
that they are not striving for perfection. 

It occurred to me that another possible contributor to their success- 
ful operations might be the care with which they had made provision 
for general staff work and effective liaison between departments and 
agencies. In the Ministry of Food, for example, all of the orders to be 
issued are cleared through an Orders Committee, so set up that key 
questions to policy are brought into focus before a group with power 
to deal with them effectively on an agency-wide basis. In the Board of 
Trade I found’ such arrangements as that of having the Director of 
Consumer Surveys sit with the production officials and make the knowl- 


oth 


1943] | KEEZER: RATIONING AND PRICE CONTROL IN GREAT BRITAIN 281 


edge disclosed by these surveys a decisive part of the material to be 
used in shaping production and rationing plans. Although I had no 
opportunity to examine them closely, it seemed to me that through 
devices such as these the agencies engaged in rationing and price con- 
trol activities are relatively well geared both for planning their pro- 
grams and then plowing back into them experience which can be used 
in perfecting them. In both the Board of Trade and the Food Ministry 
I found administrative set-ups which seemed to invite trouble by being 
aggravatingly overlapping or illogical or both, but some way of making 
them work seemed to have been discovered. 

Liaison within and between rationing and price control agencies in 
Great Britain is, I was told, simplified by the fact that the relatively 
small permanent civil service group, many of the members of which 
know one another personally, fans out through these agencies. Also, 
however, it seemed to me that extraordinary emphasis was placed upon 
keeping members of the government who would be expected to have an 
interest in them informed of important developments. In some instances 
it seems this involves having as many as 40 or 50 key officials read 
what is truly a secret document. I assume that such an arrangement 
may possibly facilitate the work of enemy spies, for which it struck me 
London must be a happy hunting ground, but it also serves to infuse 
the rationing and price control agencies generally with knowledge of 
what of consequence to them is going on in their field. 

In the limited time available to me in Great Britain, there were many 
phases of the price control and rationing programs which occurred to, 
me as capable of generating much enlightenment for us but at which it 
was possible for me to take no more than a fleeting glimpse. For ex- 
ample, I wish I might have had the time to explore more fully the 
proposition put to me at the Ministry of Food that in rationing a bottle- 
neck—which I had thought of as an evil sort of thing—is a boon, and, 
in fact, an essential element of a successful rationing program. It gives 
the rationing authority firm command of the product being rationed 
and thus an opportunity to choke off black market operations. In con- 
nection with the latter, a leading enforcement official at the Ministry, 
which conducts about 3,000 prosecutions a month, opened up a very 
interesting line of inquiry by remarking that he believes there is a very 
close relationship between the arms racket, enemy espionage, and 
efforts to conduct large-scale dealings in the black market. The defini- 
tion of a black market used by this official was “a market where goods 
illicitly acquired are illegally disposed of.” In connection with prose- 
cutions, I was interested in this same official’s observation that the 
British insistence on equality of treatment is so great that it is im- 
portant to have a pattern of prosecution which hits a fair cross-section 
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of any community. The fact that penalties inflicted upon people con- 
victed of black market operations are very heavy also contributes to 
this attitude. l 

Finally, my experience indicates that the members of the staffs of 
the Board of Trade and the Ministry of Food are uniformly eager to 
give us without stint the benefit of their experience. I found them not 
only willing but eager to talk with me as a friend and colleague at 
almost any hour of the day or night and let me decide when I had had 
enough. One member of the staff of the Board of Trade remarked with 
warmfelt sincerity, “I will gladly give you all of the time you want; for 
if you people can profit by our experience, we will both gain in getting 
ahead with winning the war.” The same attitude was reflected in my 
conversations with trade leaders as well as the common garden variety 
of consumers who helped me in examining a body of experience which, 
skillfully explored can, I am sure, help us enormously in doing our job 
of price control and rationing effectively. 


IMPERFECT COMPETITION THEORY AND 
BASING-POINT PROBLEMS 


By J. M. Crarx* 


I. Introduction 


This article is directly occasioned by the two articles in the De- 
cember issue of this Review, applying competitive theory to basing- 
point problems.’ The original purpose was to attempt to clarify certain 
confusions on perfect and imperfect competition, but this led on to 
broader questions of strategy in dealing with the class of cases of 
which basing-point pricing is one example. Mund’s article has an ob- 
vious bearing on the still pending cement case, with which I was 
formerly connected as a consultant on the industry side. This makes it 
improper for me to engage in argument on the issues directly in- 
volved. I am concerned to attain greater clarity in economic thinking, 
not to uphold any particular pricing practice. The general character of 
my own views is indicated in previous writings.* There is therefore no 
point in concealing the fact that I disagree with Mund’s central and 
general proposition that regular and habitual freight absorption is 
inherently and always a monopolistic practice within the meaning of 
the antitrust laws, and proof of collusion. The disagreement covers 
certain theoretical ideas used to support this proposition. For the most 
part, any actual argument herein is intended to be confined to this 
limited subject matter. I have tried to limit myself to an effort to make 


*In addition to being a member of the department of economics at Columbia Uni- 
versity, Professor Clark is serving as a consultant to the Office of Price Administration. 
The views he expresses are his personal opinions, 

1V. A. Mund, “Monopolistic Competition Theory and Public Price Policy,” Am. Econ. 
Rev., Vol. XXXII (Dec., 1942), pp. 727-43; also “The Application of Economic Analysis 
to Anti-Trust Law Policy,” Proceedings, Twentieth Conference of Pacific Coast Econ. 
Assoc., Dec., 1941, pp. 75-81. Cf. also “Prices under Competition and Monopoly,” Quart. 
Jour. of Econ., Vol. 48 (Feb., 1934), pp. 288-303; and “The Freight Allowed’ Method of 
Price Quotation,” Quart. Jour. of Econ., Vol. 54 (Feb., 1940), pp. 232-45. 

A. Smithies, “Aspects of the Basing-~Point System,” Am. Econ. Rev., Vol. XXXII (Dec., 
1942), pp. 705-26. Cf. also “Optimum Location in Spatial Competition,” Jour. of Pol. 
Econ., Vol. 49 (June, 1941), pp. 423-40. 

7 “RBasing-Point Methods of Price Quoting,” Canadian Jour. of Econ. and Pol. Sc., Vol. 
4 (Nov., 1938), pp. 477-89. Also “Toward a Concept of Workable Competition,” Am. Econ. 
Rev., Vol. XXX (June, 1940), pp. 241-56; reprinted in Readings in the Social Control of 
Industry (Philadelphia, Blakiston, 1942), pp. 452-75. Also theoretical portions of Report 
to the President by the N.R.A, on the Basing-Point System under the Iron and Steel Code. 
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clearer what the real issues are, and to distinguish them from what ap- 
pear to be false ones. 

This central proposition seems important because, if it should be- 
come the law of the land, in this general form, I believe the result would 
be to outlaw many innocent practices in many industries, put out of 
business numerous producers and traders at particular locations which 
are not necessarily uneconomic, or force an unnecessary and highly 
complicated revision of rail rate structures, or both; probably without 
on balance improving the force and effect of competition. Alternatively, 
if the proposition were sustained as a rule but applied only in selected 
cases, it would be open to the same objection as a five-mile-an-hour 
speed limit. It would also handicap positive revision of trade practices 
_by starting with a theory tending to exclude many considerations that 
need to be taken into account in forecasting the probable results of 
proposed changes. 

There are two distinct types of reasoning involved here, illustrated 
by the two articles under immediate consideration. Mund reasons back- 
ward from effects to causes (inverse deduction or diagnosis from symp- 
toms); Smithies reasons forward from causes to results. Both are legiti- 
mate forms of economic reasoning. But in the present application, the 
inverse deduction method may fairly be called legalistic (legal reason- 
ing is also often economic) for two reasons. First, it is suited to de- 
tecting and establishing violations of law, and is necessarily and legiti- 
mately used in this way—subject to the difficulty that it needs to 
establish that illegal conduct is the only kind that could produce the 
observed result. Secondly, in the present instance, the necessity, so 
far as it may exist, of establishing collusion as a preliminary to altering 
the trade practice under attack is a necessity arising from the present 
nature of the law. This is what gives Mund’s type of reasoning its 
. peculiar legal importance in dealing with this issue. 

From this arises something uncomfortably like a vicious circle. Mund 
finds that imperfect competition theory is used in rebuttal to the charge 
that freight absorption is inherently collusive; and therefore finds it 
necessary to discredit the theory.’ Thereby, if successful, he discredits 
tools of thinking which are necessary to intelligent handling of the 
second and economically more important step of the process: the 
modification of the criticized trade. practice with a view to making 
competition work better. He is intent on the lesser bearing of the theory 
and seems to ignore the larger bearing. 

*On this point I am forced to accept the evidence of his article as a whole against his 
closing statement that he is merely attacking this application of the theory. At most he 
appears to think ehe theory an intellectual exercise with few, if any, applications. See 


Mund, Am. Econ. Rev., Vol. XXXII, p. 743, lines 7-9; and contrast the eight lines pre- 
ceding and five lines following; also pp. 740-41. 


” 1943] CLARK: BASING-POINT PROBLEMS 285 


The larger bearing is to indicate the existence of large groups of 
cases in which the important thing is not the issues centering around 
the question of collusion, but a combination of objective conditions and 
trade practices under them, leading to results the desirability of which 
is questioned. The characteristic result is to place the individual seller 
in a situation in which normal business incentives tend toward com- 
petitive pressures which are somewhat indeterminate and may, under 
variant situations, be considerably weaker or stronger than those we 
associate with an ideal state of competition. This strongly suggests the 
need of modifying conventional antitrust-law methods in dealing with 
this class of cases, so as to deal with trade practices in terms of their 
results and to get out of the above-mentioned vicious circle. The essen- 
tial feature of imperfect competition theory would seem to be the 
systematic analysis of the effect of such varying situations on the 
operation of normal business motives. This basic method should be 
distinguished from particular formal statements-of doctrine, some of 
which may be questionable. Mund’s theory seems at war, not only 
with specific doctrines, but with this basic type of analysis.* 

Finally, simple or pure theories, whether Mund’s or Chamberlin’s, if 
literally applied, are unsafe guides to the facts of any specific case. In 
order to apply any theory it is necessary: (1) to become as fully aware 
as possible of the conditions it requires for its fulfillment (why it works 

_the way it is supposed to work); (2) compare these necessary condi- 
tions with the actual ones; (3) if differences are found, decide what 
difference they are likely to make to the result. Chamberlin’s type of 
theory represents a partial application of this method to the older 
unanalyzed theory which Mund represents—partial in that its theoreti- 
cal cases remain far simpler than reality. Therefore it needs in turn to 
be subjected to the same kind of process in the course of being applied 
to actual cases. In the last analysis the conclusive thing is not any 
theory as such, but an understanding interpretation of the forces actu- 
ally at work in basing-point industries. In this process theories can 
help or mislead, according to how they are used; but they cannot be 
relied on for ready-made answers. 4 


Il. How the Theoretical Issue Arises 
Assuming, for the sake of argument, that it is desired to alter basing- 
point practices by eliminating freight absorption as a regular practice, 
and assuming that to this end a finding of collusion or monopoly is or 
appears necessary, it is not enough to find specific collusive acts ac- 
companying freight absorption: it is necessary to show that the two 


‘This point is developed in Section II, below. 
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are integrally connected. A theory under which freight absorption is 
inherently collusive or monopolistic is an obvious aid. On this basis it 
is entirely natural to classify freight absorption as discrimination and 
apply to it the well-known theory that discrimination cannot exist un- 
der competition, but only under monopoly. This Mund does. 

This is a theory to which there is obvious need of applying the 
method of analysis just advocated. This Mund does not do, though in 
an earlier article he supports the theory inductively by examining the 
price structure of lettuce, potatoes, apples, beans and furs, shipped 
from the Puget Sound region (these being taken as competitive). He 
finds that the price structure for these products approximates a ship- 
ping-point-price-plus-freight, in contrast to the structure for certain 
other products, including cement from one of the more isolated plants." 
No inductive evidence is offered that competition between manufac- 
turers-tends to a shipping-point-price-plus-freight. Elsewhere he makes 
the theory the all-sufficient ground for rebuttal of the bearing of “over- 
head costs” on price differentiation.’ 

If analyzed, this theory appears to rest on the assumption that under 
competition all prices go to the lowest level the producer can in any 
circumstances afford to take; and that if they are such as to yield him 
any more in one part of the market than in another, he will stop 
selling where the yield is lower, preferring to sell the same goods where 
the yield is higher, until by so doing he irons out the discrepancy. A 
phase, of the same thought is the contention that, under genuine com- 
petition, base prices would be put so low that freight-absorbing sales 
would be excluded; hence, the existence of freight-absorbing sales is 
held to prove that base prices are above a competitive level. 

Rebuttal for the defense starts with the claim that this doctrine pre- 
supposes a kind of competition for which the necessary conditions do 
not exist in large-scale manufacturing. The case at issue is that of 
standardized products. The theory requires that marginal cost be 
always equal to average cost for every producer, and that at every 
point of production there shall be so many producers that the output 
of one is relatively negligible. It probably requires also that goods be 
sold in the kind of market in which a producer decides what supply to 
offer, places it on a market which operates like a produce exchange, 
sells it for what it will bring; that is, at the price which equates supply 
and demand on the market, and changes his supply policy if the price 


* Mund, Quart. Jour. of Econ., Vol. 48, pp. 288-303. 
*Mund, Proceedings, Pacific Coast Econ. Assoc., Dec., 1941, p. 76, at top of col. 1; 


p. 80, col. 1, last whole paragraph. Cf. Mund, Am. Econ. Rev., Vol. XXXII, p. 742, lines 
20-22. ‘ . ' 
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seems too high or too low.’ This is in contrast with the kind of market 
in which manufacturers quote a price, take what orders they can get 
at that price, and change the price if a change appears likely to be ad- 
vantageous. I will call the first the ‘“produce-exchange” type and the 
second the “quoted-price” type. 

Under the conditions above indicated, including the “produce- 
exchange” type of market, if a producer is not selling all his output, he 
has only to ship more of it to some point or points within his non- 
freight-absorbing area and dispose of it there without more than a 
negligible reduction of price. If producers could do that, obviously 
they would not absorb freight to sell at a greater distance. These 
conditions, if completely realized, are those of “perfect”? competition 
(though ‘“‘produce-exchange” marketing may be important only if the 
number of sellers is not unlimited). 

It should be clear that this does not apply to single producers sepa- 
rated from one another by substantial transportation costs, so that 
the only competition they have is from a distance.’ In Mund’s inductive 
examples, it was the mutual competition of the Puget Sound sellers 
that kept the prices on an approximate Puget-Sound-plus-freight basis, 
not the competition of producers in distant areas—not Aroostook 
County potato growers, for instance. 

The real problem arises in the case of groups of producers at the 
same shipping-point. Here rebuttal for the defense rests on the claim 
that this is a kind of competition in which reduction of the home- 
market price tends to stop at a higher level than the minimum below 
which freight-absorbing sales cease to be profitable: the latter limit 
being that of marginal cost. The conditions which differentiate this case 
from that of Puget Sound potato growers are a limited number of 
producers, selling a standardized product at “quoted prices” rather 
than in the “produce-exchange” type of market, with fixed productive 
capacity and fluctuating demand of limited elasticity, resulting in- 
evitably in marginal cost being less than average cost most of the time. 

‘I note that George Stigler in The Theory of Competitive Price (New York, Macmillan, 
1942), p. 156, appears to select this as the one competitive case: “... it can sell any 
amount within its productive capacity at the ruling price.” This same conception of selling 


methods underlies and permeates Mund’s argument: Am. Econ. Rev., Vol. XXXII, pp. 
727-28; 731, esp. lines 20-21; and p. 734, esp. last sentence of last whole paragraph. 
*These may be regarded as having a “limited monopoly of location,” which is not a 
violation of the antitrust laws. So far as they follow a normal freight-absorption pattern, 
their “discriminations” operate within the scope of this limited monopoly position; that is, 
they are limited by the price at which their customers can get the goods from rivals at a 
distance. To call this illegal seems to imply that it is legal to possess this monopoly (¢.g., 
to build a plant at a point where no other exists), but illegal to use the local advantage 
of position thus afforded. It is one thing to claim this ought to be egal on grounds of 
economic policy, and another thing to claim it és illegal as a form of collusion. 
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The resulting situation is one in which the producers are keenly 
aware that open price reductions are sure to be promptly or instantly 
met:by their nearby competitors, though not always by the more distant 
ones. In terms of imperfect-competition theory, the individual demand 
schedule for price reductions of this sort is flatter than that of a monop- 
oly, but has a substantial slope. This tends to cause open price reductions 
to go below a monopoly level, but stop above the limit of marginal 
cost. If they did go to marginal cost, the industry in general would go 
bankrupt, being unable to cover operating expenses, let alone any 
return on investment. Besides open price reductions, the possibilities 
include chiselling—secret price cutting below the openly-quoted price, 
subject to a delayed and uncertain likelihood of being discovered and 
met—and also freight-absorbing sales, which are profitable at any 
mill net down to the limit of marginal cost, so long as they do not 
directly result in precisely offsetting counterinvasions of the first pro- 
ducer’s field. Both lead to the acceptance of reduced mill nets as com- 
pared to the open price prevailing in the home-market area. 

The above is my own summary of the rationale of the situation on 
which the defense relies, and might be left to stand on its own feet. It 
has, however, been described as a variant or adaptation of oligopoly 
theory. It utilizes what may be called the “oligopoly princtple’”’—the 
deterrent effect on price reductions of the expectation that they will 
be promptly met—but in a setting tending to a different result from 
that of pure oligopoly theory. Mund in re-rebuttal attempts to discredit 
monopolistic competition theory in general, the “oligopoly principle” 
- in particular, and the conclusion that differential mill nets are natural 
in the kind of situation just described, as well as the idea that it is only 
perfect competition that excludes “discrimination.” His argument runs 
on an abstract and rather elusive plane, never getting down to discus- 
sion of the specific distinguishing features of the situation in which 
basing-point pricing arises. 

He finds two features of the Chamberlinian monopolistic-competition 
theory which he is able to turn to account. One is the terminology 
which speaks of a mixture of elements of monopoly in situations which 
are, by hypothesis, non-collusive. Mund’s reasoning here is somewhat 
obscure. He objects to this terminology, holding that monopoly is never 
innocent in intent, but at the same time he appears to accept the 
Chamberlin terminology as a confession that monopoly exists in his 
sense (which differs from Chamberlin’s); and merely discredits the 
idea that it can happen non-collusively. 

Another point which suits Mund’s argument is the doctrine that non- 
collusive oligopoly leads to the same price that would be set by a 
monopoly. I have elsewhere briefly indicated reasons for disagreement 
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with this absolute doctrine; and in any case it does not apply to the | 
mixed state of facts described above as the typical basing-point situ- _ 
ation. Mund certainly believes that base prices are set at monopoly 
levels, and may regard the application of the oligopoly theory in the 
light of a confession that this is the case. l 
The question we are here pursuing hinges on whether, in the absence 
‘of collusion, sellers are deterred from openly reducing prices by the 
certainty that the reduction will be met; and if so, whether they are so 
completely deterred as to stop at the monopoly level, or merely de- 
terred from going all the way down to marginal cost. Or if they are 
not so deterred, then would they in the absence of collusion carry their 
reductions down to marginal cost, or stop at some more normal com- 
petitive level? l 

Mund answers the first or general question with an expression of 
disbelief in the deterrent effect of expectations that a price reduction 
will be met; and avoids the second or quantitative question.” Yet 
without some finding on the quantitative questions, the re-rebuttal can 
do no more than create a vague atmosphere of doubt. 

The case for the defense would naturally agree with Mund that in 
the actual situations there are typically some opportunities for tem- 
porary competitive gains in volume of production from initiating a 
price reduction, also elements of personal equation, and “chiselling”; 
all of which tend to bring prices well below a monopoly level. It would , 
claim that prices actually are below a monopoly level. But it would 
deny that they would automatically go low enough to preclude freight 
absorption. In order to do that, they would have to go well below total 
or average cost, down to the level of marginal cost: that is, below a 
workable long-run competitive level. This could be fairly simply shown 
if the basic premise be admitted that it is normal and inevitable for 
marginal cost to be below average cost most of the time. The chief 
answer of the opponents of basing-point pricing is that this implies . 
unused capacity, and that it is evidence that prices are above a com- 
petitive level if an industry in this condition earns a satisfactory return. 

Mund finds unrealistic the idea that in such a situation the rationality 
of business men is sufficient to deter them from reducing prices, because 
of the prospect that the reduction will be met. Actually, that appears 
to depend on the circumstances and character of the price reduction. 
An open reduction of an f.o.b. mill price by one of a limited group of 
competitors at a given location, or a simultaneous open reduction in, 
the delivered prices based on the mill, is so certain to be met by all 

"Clark, Am. Econ, Rev., Vol. XXX, pp. 252-83; or in Readings in the Social Control 
of Industry, pp. 469-70, ° 

* Mund, Am. Econ. Rev., Vol. XXXII, p. 730, last 15 lines. 


290 THE AMERICAN ECONOMIC REVIEW [June 


‘of the local group and many of the nearer rival producers previously 
selling there that this certainty is in fact taken as axiomatic by such 
producers. The possibility that an extension of A’s freight-absorbing 
sales in B’s territory will provoke an equal extension of freight 
absorbing sales by B in A’s territory is far less traceable or certain; 
and sellers are not in fact much deterred by this prospect. Each knows 
that, if he stopped absorbing freight, that would have little or no effect, 
in causing others to stop making freight-absorbing sales in his area, 
unless demand were pressing against productive capacity. 

Furthermore, sellers in these industries are in fact well aware that 
additional sales secured by freight absorption are profitable at yields: 
that would be ruinous if aplied to their entire business. They may not 
think in terms of “marginal cost,” but I have seen them get the same: 
result by a more involved method of calculation. And I can certify. 
that they are keenly aware of the difference in “marginal net revenue”! 
;between a price reduction applied to their main volume of business, 
and one limited to the new business it brings in. In short, their ration- ` 
ality is sufficient to account for their treating these two kinds of, 
business differently, and habitually. accepting lower mill nets on the 
latter kind of business than on the former. 


Ill. Opposing Concepts of Competition ` 


There is a real clash here between two concepts of competition. The 
modern imperfect-competition concept, to which Mund’s is opposed, 
goes on the basis that the seller’s underlying motive, in monopoly and - 
competition, is similar: namely, to make as large an individual profit ` 
as possible, guided by a rational calculation of opportunities; and that ; . 

_the difference lies mainly in the objective circumstances conditioning 
the range of opportunities, and also in the extent to which sellers do ' - 
or do not act in anticipation of others’ responses to their actions, this 
matter of attitude being itself largely dependent on objective circum- ' 
stances. While not denying the existence of collusion, it considers that 
important actual classes of cases can be usefully interpreted via theo- 
retical models, non-collusive by hypothesis, in which objective circum- | 
stances and appropriate expectations lead to distinct types of variant 
results, most of the viable ones being intermediate between the limiting . 
cases of pure or perfect competition and unlimited monopoly. 

Mund’s concept takes some piecing together. He clearly wishes to . 
return to a simpler ‘way of thinking about competition which prevailed 
before so much analysis was directed at the how and why of its oper- 

_ ation, and the copditions necessary to its expected results. He reverts 

to the older complete antithesis between outright competition and out- 
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right monopoly. His conception of competition turns out on examination 
to be a mixture of two concepts, one agricultural and the other indus- 
trial. His conception of the competitive geographical price structure is 
inductively supported by the agricultural model, as already seen. Into 
the present discussion, which of course relates only to industry, he 
carries this idea of the resulting price structure, and also, as we have 
seen, the “produce-exchange” method of marketing which goes with it. 
This last helps his contention that the number of competitors is not 
very important to the result, since under “produce-exchange”’ selling 
methods, numbers might be limited to, say, a dozen, without radically 
altering competitive pressures; while a dozen producers selling a 
standardized product at quoted prices would act in expectation that 
a price reduction would be met. 

Aside from the “produce- ~exchange” assumption, the difference be- 
tween competition and monopoly in the industrial field appears to be 
conceived as resting on difference of motive and not on difference of: 
objective circumstance. He envisages a propensity to compete and a 
propensity to monopolize. There is a competitive impulse which is 
individualistic, persistent, aggressive, distrustful of rivals and not too 
rational in its self-seeking.* This picture of psychological traits is 
clearly drawn with industrialists in mind and has no application to’ 
farmers, just as the “produce-exchange” concept, and reasoning based 
on it, applies to agriculture and is not pertinent to the industrial pricing 
problem here at issue. This psychology undoubtedly has force in many 
situations, as a modification of the rigid calculus embodied in the more 


mathematical forms of imperfect-competition theory. As to whether `~ 


it serves to discredit the case for the defense as outlined above, perhaps 
enough has been said. To do what Mund asks of it, it needs the aid 
of. the inapplicable “produce-exchange” concept. In “quoted-price” 
selling, mutual distrust might make sellers expect their rivals to start 
secret chiselling, and lead them to take counter-measures of their own; 
but it would hardly lead one to expect that he could initiate an open 
price reduction and his rivals would do nothing to meet it, but passively 
‘let him take their customers away. 

In contrast to competition, Mund, holds that “monopoly arises out 
of human action and human volition, rather than from technological, - 
impersonal forces.”** This again might be accepted as an abstract 
proposition; but Mund means it as a refutation of the possibility of 
non-collusive mitigation of competitive pressures through the expecta- 

tion that price-reductions will be met. He means’ that, except momen- 


= Ibid., pp. 730, 742. 
* Ibid., p. 743, lines 22-23. 
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tarily, sellers never meet, one another’s prices (a practice he identifies 
with monopoly) unless they have agreed to do so, no matter how 
completely their objective circumstances conduce to advance expecta- 
tion that open price reductions will be met.** Yet a competitor is sup- 
posed to sell at the “going price.”™ This last is a “produce-exchange” 
concept, as is also his only explanation of how competitive prices ever 
rise. 

His requirements could be met only if producers, now selling on a 
“quoted-price” basis (as is natural to manufacturers), should set up 
some different, but undefined, method of marketing which would have 
the effect of a produce exchange. This is concealed by his failure to 
distinguish the incompatible elements of which his concept of competi- 
tion is composed. 


IV. Use of “Perfect-Competition” Concepts in the Argument 


When earlier economists disclaimed assuming that competition was 
perfect, what did they mean?™ The real test for our purposes is 
whether their theories of the behavior of price, and specifically the 
theory that competition eliminates price discrimination, require con- 
ditions not found in large-scale manufacturing. The answer is that 
they do. The kind of imperfections they contemplated may be illus- 
trated by the minor irregularities in Mund’s tables of the prices of 
lettuce and other produce, from which he deduces a structure approxi- 
mating shipping-point-price-plus-freight. Major departures in kind from 
this structure were not contemplated. Thus the terminology could be 
made more accurate if it were stated that the earlier theory, whatever 
it did or did not explicitly and consciously assume, required the presence 
of certain kinds of conditions (already discussed) which are the marks 
of perfect competition, but did not necessarily assume that they are 
present in perfect degree. More briefly, it required that competition, 
while not perfect in degree, should not be imperfect in kind. Accord- 
ingly, in this discussion, since the issue has here been raised, the 
phrase: “perfect competition” should be construed to mean “not 
imperfect in kind.” Competition in large-scale manufacturing, between 
spatially separated producers, is imperfect in kind. Ordinarily, this 
refinement of terminology is not necessary to a meeting of minds. 

Mund rebuts the charge that basing-point critics want to establish 
“perfect competition,” which everyone knows is unattainable. ° He 

* Ibid., p. 733. The picture drawn in Il. 1-5 appears especially unrealistic as applied to 
manufactured products. i 

“ Ibid., p. 734. 

s Cf. Ibid, pp. 736-37. 

* Ibid., pp. 739-40 and 743, last sentence of article. Also Mund, Proceedings, Pacific 
Coast Econ. Assoc., Dec., 1941, p. 75. 
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alleges that this charge is a major reliance of basing:point defenders.” 
After examining all his supporting citations, I can find no basis for 
this allegation. He confuses this charge, which is not literally true 
and is no part of the essential case of the defense, with a different 
charge which is true; thereby confusing the issue and creating an 
appearance of disposing of the real point while actually substituting 
something else which is more easily refuted. 

There is, to be sure, plenty of evidence that, in the past at least, 
opponents of basing-point pricing wanted to reproduce, by fiat, one 
symptom of perfect competition: namely, a uniform mill-net price 
structure.” However, the real charge is not that of trying to bring 
about an impossible form of competition, but of trying to convict 
industry of illegal conduct for not itself accomplishing this same im-' - 
possibility. In so far as such conviction is urged on the bare ground. 
of not having automatically eliminated the practice of freight absorp- 
tion, the real objection of the defense is that this is demanding the 
impossible, because only perfect competition (competition “not im- 
perfect in kind,” or atomistic competition of the agricultural type) 
could automatically eliminate freight absorption. It is in this sense that 
the case against basing-point pricing takes perfect a as a 
standard. 


TIn “The Application of Economic Analysis to Anti-Trust Law Policy,” he makes this 
the first of “six principal economic theses” of which “the expert testimony of academic 
economists in anti-trust cases invariably consists.” (He momentarily forgets that at least 
five academic economists testified against the industry in the one case from which all his 
citations are drawn.) By returning to this thesis in the closing sentence of “Monopolistic 
Competition Theory and Public Price Policy,” he gives it, in this article also, the false 
importance of a key point instead of a minor irrelevance, 

In three footnotes, Mund makes fourteen supporting citations, of which there turn 
out to be only two, and these not by academic economists, in which the charge is made 
at all, and none in wbich it is more than an incidental and unguarded expression. In one 
case it comes toward the end of a 3-page passage, the rest of which expresses a different 
view, which I contend is the correct one. (U. S. Steel Corporation, T.N.E.C. papers, I, 
pp. 20-22.) In the other case (p. 84 of the same document) no reliance is placed on this 
generality, which serves only to introduce a concrete examination of how a uniform mill 
price would work in this industry. Mr. Yntema authorizes me to say that he did not 
prepare and was not responsible for this particular document, which was prepared without 
advice of academic economists, Later, after securing such advice, these statements were 
eliminated from a revised version which, I believe, remained unpublished when it was 
finally decided to stand by the document as submitted at the time of the T.N.E.C. hearings. 

These facts are pertinent as refuting the idea (1) that academic economists invariably 
make the charge in question, and (2) that it is an important item in the case for the 
defense. If credit is allowed for this deletion, that would leave precisely no instances to 
support Mund’s allegation; and in any case there are none from academic economists. 
The statement cited from de Chazeau is open to a different interpretation; others are 
prevailingly statements of the true view, which Mund cites indiscriminately with the two 
statements of the false one. ° 


* The most recent evidence of this sort (but not the most explicit) is in the concluding 
paragraph of Munds article in Am. Econ. Rev., Vol. XXXII, p. 743. 
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Hence the importance to Mund’s case of discrediting the idea that 
the objective conditions of perfect competition, or any other impossible. 
objective conditions, are necessary to the elimination of freight ab- 
sorption by natural competitive processes. His attack on this theory, 
and his own competitive concept, which have already been examined, 
are to be understood in this light. If this theory is not discredited, the 
orthodox opponents of basing-point pricing stand convicted of grave >` 
injustice and irresponsibility. 

I regret the one-sidedness of the discussion so far. It has been 
limited to the attempt to clarify confusions in a theoretical approach 
which appears unsound. As a starting point for a sounder and more 
constructive approach, we can all~unreservedly accept Mund’s ob- 
jective—to make competition work better—and ask the neglected 
question: “What is appropriate procedure for going to work to bring 
this about?” 


V. Procedure for Making Competition Work Better 


The obviously logical way to go about making competition work 
better is to start by comparing the results of present forms -with the 
probable results of proposed changes.” A serious study of this sort 
might take a year or more in any major case, if carried out by a full- 
time staff. It would ask the kind of question Smithies’ article poses, 
and a good many more, but on a more factual level, as Smithies indi- 
cates would be necessary. It might take some of the simpler mathemati- 
cal formulations as points of departure, but it could not rely on them 
for its final answers.” 

If such formulations are used in this way, one thing they should 
include would be an estimate of the margin of indeterminateness to 
which their results are subject, in view of the degree of uncertainty 
in the determining factors. If, in a simplified type case, a given price 
promises to maximize the profits of a given enterprise, how much differ- 
ence to prospective profits would a price, for example, 2 per cent lower 
or higher make? Or if the seller were content with 10 per cent less 
than theoretical maximum profit, what range of price would that per- 
‘mit? The determinateness of a mathematically-defined maximum is 
often misleading as to actual cases. 

Various criteria of policy would need to be considered. What are 
rational criteria of economic location of plants? How compelling. a 


» “Elementary, my dear Watson”; only we don’t do it that way. 

= The linear market with competition in one direction only, which Smithies employs, 
would give a less elastic individual demand schedule than an actual 2~dimensional market 
under uniform mill price selling. This could easily make the difference between a price 
above average cost and one below average cost, though above marginal cost. 


` 
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factor, in a given case, is location of sources of materials? To what 
extent should military considerations figure? How may the costs of 
imperfect location be estimated? How may they be compared to the 
industrial and community costs of movement which might be enforced 
by altered pricing practices? What is a desirable degree of force for 
competition? That is an awkward question, but inescapable if one 
accepts the idea that different price-structure practices may result in 
different degrees of competitive pressure. How many or what kind of 
managements should it bankrupt and, after financial charges have been 
scaled down, how many or what kind of plants should it send to the 
scrap heap? This in turn leads to the question: What is a desirable 
amount of unused capacity for an industry to possess in ordinary 
times, and what is the economic theory that underlies the answer? If 
it is, for example, a theory that stability should be promoted by not 
allowing enough reserve capacity to support a boom, that theoretical 
ground of action should be brought into the open and confronted with 
alternative theories. Should the experience of 1941 make us more 
favorably disposed toward the existence of reserve capacity in basic 
industries in ordinary times? 

If some form of uniform mill-price system, or practice having that 
effect, is one of the proposals being weighed, well-considered action 
would need organized knowledge on the following points: 

1. How closely standardized is the commodity?..Is this affected by 
modifiable trade practices? In the light of the whole inquiry, is modi- 
fication desirable? 

2. The uneven geographical distribution of demand. Are there con- 
centrations of demand at key points which surrounding producers must 
enter, despite considerable handicaps of distance? If so, will this 
merely impose strong competitive pressure, or will it go so far as to 
determine a structure of local price differentials not subject to change 
by individual competitive action, thus stalemating active price com- 
petition as completely as pure theoretical oligopoly would? (A case 
can be cited in which it would have done just that.) 
` 3. The movable character of demand: e.g., large construction jobs 
at particular localities, often far from the beaten track. How would 
the industry adjust to these conditions, and does it appear to be 
an improvement over existing methods, in the light of all the interests 
concerned? 

4. Differences in cost of production. What producers would, and 
what ones would not, be able to adjust to any disadvantages a new 
system might impose on them? 

5. The. behavior of cost as affected by size of establtshment and rate - 
of utilization of capacity. How far is marginal cost below a living com- 
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petitive price at ordinary times? At other times? 

6. The character of freight-rate structures and other features af- 
fecting available costs and advantages of transport. What irrational 
divisions of marketing areas would they give rise to between producers 
at different distances from key concentrations of demand? What kinds 
of rate adjustments would be demanded to enable producers to reach 
“logical” markets? To what extent might this cancel the effect of the 
proposed pricing rule, shifting from the industry to the railroads the 
burdens of permitting overlapping of selling areas? 

7. The approximate amount of true cross-freighting. In the light 
of the above facts, how serious is it? 

8. The character and importance of competition in service; the 
effect on it of the proposed pricing practice, and vice versa. How im- 
portant are these mutual effects? If some buying areas should be left 
with only one producer capable of serving them, would the customers 
feel they had lost something of value, aside from price? If a change 
in one seller’s price necessitates setting up new service connections or 
abandoning old ones, would this be a deterrent to price flexibility? 

9. The same questions may be asked as to competition in quality. 

10. How important is chiselling? Are its benefits confined to a 
favored few, or do they reach the many by occasioning changes in the 
general price structure? To what extent will it be extinguished by the . 
proposed pricing practice? (The answer depends on several of the 
previous answers.) Will the proposed practice, by eliminating or 
limiting chiselling, extinguish more important competitive forces than 
it creates? 

11. What are the facts as to sellers’ expectations that a price re- 
duction, open or “secret,” will be met? A price increase? How will the 
proposed pricing practice affect these expectations, and through them, 
affect the probable force of competition and the level to which it will 
drive prices? This last question is of crucial importance; it calls for a 
departure from Smithies’ method of lumping upward and downward 
changes and accepting the expectation or non-expectation that they 
will be met as a fixed datum, held arbitrarily constant through a whole 
sector of the inquiry.” 

12. Finally, as to collusion, such a study would frankly face the 
temptation to collusive efforts as one of the facts of life, and would 
examine the probable effect of proposed changes on the incentives 
to such action, the ease or difficulty of concealment, the forms such 
action might take, and their seriousness. It would not mean abandon- 


™ Gardner Ackley, “Spatial Competition in a Discontinuous Market,” Quart. Jour. of 


Econ., Vol. 56 (Feb., 1942), pp. 213 and 226; allows for the effect of circumstances on 
sellers? expectations as to whether their price reductions will be met or not. 
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ing attempts at prevention, but might be able to improve their ef- 
fectiveness. . 

Such a study could not completely answer all the questions, but it 
could reveal enough to furnish a basis for a real judgment of the 
probable effect of an altered pricing practice. It would need to make 
separate estimates of the first impact of the altered practice, and the 
ultimate adjustment to which it would settle down. 

It would need to be prepared to consider a variety of expedients, 
as its findings might indicate. If it were shown, as it might be, that in a 
given case uniform mill pricing would probably weaken competition 
in the long run rather than strengthen it, one of the possible alterna- 
tives might be a shift in a different direction, building up larger groups 
of mills, each of which would be free to initiate price changes in the 
common market of all. Experience suggests that it may make a. 
considerable difference whether one competitively-minded producer 
is included in a given price-initiating group, or is segregated. 

One of the rather baffling factors which such a study would need to 
try to take into account would be the effect of the investigation itself 
on the attitudes determining the outcome of the practices it studied. 
This effect might in some cases be real. Business men are more likely 
to act in anticipation of others’ responses to their actions, after their 
attention has been focused on an elaborate investigation into what 
these responses are likely to be. This may, in fact, be one of the chief 
drawbacks of the procedure here suggested, but it is not likely to be 
serious. Ways may be found of mitigating it; and, in any case, the 
drawbacks of knowledge are seldom important enough to make it 
really better for government to act without, than with, adequate in- 
vestigation of the probable consequences of its action. To revamp a 
major trade practice without at least tentative answers to the questions 
outlined above, and some organized judgment on the resultant, is to 
act in dangerous ignorance. 

Needless to say, this method of economic inquiry is not now used in 
these cases, though the Department of Justice, under Thurman Arnold, 
made some interesting experiments in informal procedures permitting 
examination of the results of proposed changes. Effort is regularly . 
concentrated on seeking a conviction for collusion, after which an ` 
order may issue on the basis of the facts brought out in this proceeding 
—which never asked the questions necessary to a forecast of how the 
order will work. The order may have to satisfy a court that it is . 
appropriate to the offense, but not that its economic results will be an 
improvement. This all means that forward-looking inquiry is in- 
evitably neglected, to the detriment of the basis on*which final action 
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` must be taken. Yet it is necessary, or is so coner, to secure a 
conviction on some ground integrally connected with the nature of the 
trade practice under attack, in order to gain authority to alter it 
against the opposition of the industry. 

Thus there is a dilemma of sorts as to what can best be done. The 
inappropriateness of existing procedure seems sufficient to justify con- 
sideration of changes, even fairly radical ones. The most obvious and 
simple change involves an administrative body, equipped for the above 
kind of investigation, empowered to compel alterations of appropriate 
kinds of trade practices on properly safeguarded finding of public need, 
without conviction of collusion, conspiracy or unfair competition, and - 
free from the judicial and prosecuting functions involved in such con- 
victions. Any proposal of this general character faces difficulties and 
objections which would need to be weighed. Such consideration is 
not likely to get far during a war; but in our post-war planning it is not 
unimportant to have a more appropriate scheme of trade controls to 
return to, when our trade controls do return to a peacetime basis. Less 
radical, and more likely to come to pass, are the following: 

1. A realization that valid argument for and against the inherent 
_ collusiveness of a trade practice runs on a realistic level, to which formal 
economic theories, in the original academic package, can make little 
or no useful contribution. 

2. Sharper separation of prosecuting, judicial and administrative 
functions and personnel of regulatory bodies. One important point 
is that judicial inhibitions should not cramp forward-looking adminis- 
_ trative thought and action. Another is that there should be well-founded - 
confidence that the judicial and administrative personnel have a duly 
. objective attitude toward economic theories which may be taken up 

by prosecuting attorneys under the exigencies of trying a case, as well 
as toward other more obviously controversial matter. 

3. Increasingly adequate use of qualified economic staff by regu- 
latory bodies, always preserving the separation of function already 
mentioned. Mund also favors this (without mentioning the safeguarding 
proviso) and it will be mentioned in the next section. 


VI. On the Use and Misuse of Economists 


Mund’s paper delivered at the meeting of the Pacific Coast Economic 
Association attacks the question of the economist as expert witness; 
drawing its material entirely from the Federal Trade Commission pro- 
ceeding against the cement industry. He presents samples of testimony 
of industry witnesses; and convicts it of bias by comparing it with what 
he presents as “prévailing economic opinion,” which somehow happens 
to coincide fully with that of counsel for the prosecuting arm of the 
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Commission. Also, as already indicated, it rejects some extremely preva- 
lent current theories. That, however, is not the main point. I agree 
that the state of the economist as expert witness wants improving, 
whichever: side he testifies for, and agree with much of what Mund 
would propose to do about it. 

He makes three constructive suggestions. The first (which has 
already been mentioned) is that federal and state antitrust- agencies 
employ more economists. The Department of Justice is moving in that 
direction, apparently with good results. Such personnel cannot be 
expected to be without bias, since it works for a prosecuting agency, 
but it may fairly be expected to exert some influence toward distin- 
guishing the economic problem of revamping trade practices from the 
more prevailingly legal problem of detecting and punishing collusion; 
and supplying the former with more adequate economic analysis as a - 
guide. 

Mund also favors, as a necessary change, the employment by courts 
of economic experts of their own. Something of the sort would seem to 
be much needed, and thought might well be given to the best way of 
utilizing such experts. Mund adds that professional associations of 
economists might help the courts in selecting impartial persons for 
this service. This is interesting as recognizing one of the greatest diffi- 
culties in the case: namely, that economics on this level is not an 
exact science, and the personal equations of individual economists influ- 
ence their conclusions on many, or most, issues of policy. 

Mund’s final suggestion, which he regards as fundamental, has to do 
with a code of ethics for economists employed in such litigation, with 
the tentative possibility that it might frown on any testifying for pri- . 
vate interests. If economists were employed by courts, an economic | 
association might be asked, without prejudicing its character as an 
impartial forum, to designate personnel to help in drafting a code of 
standards of objectivity in thought and procedure appropriate for the ` 
guidance of the courts and the economists in this relationship. Once 
drafted and seasoned by use, such a code might well be taken to heart 
by economists in general. It would set a higher standard of objectivity 
than would be practically attainable by a witness employed by either 
one of the contending parties in a litigation. - 

A code for such witnesses, and for counsel in its dealings with them, 
faces great difficulties in going beyond the obvious obligation of truth- 
fulness. If such a code were doomed to be an ineffective gesture, there 
is something to be said against trying it at all. Aside from any warping 
of the personal attitude of the witness, there is the fact that his testi- 
mony is limited by the highly selective list of quéstions- he is asked. 
For this there is no easy antidote. 
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But perhaps the clinching difficulty is that if a witness employed by . 
- one side should somehow manage to include in his testimony a balanced 
array of points favorable to both sides, it would have the effect of 
testifying for the opposing side in the most damaging possible way. 
This is because whatever he said favorable to his own side would be 
discounted as not impartial, while whatever he said favorable to the 
other side would tend to be regarded as conclusive, being in a sense 
an “admission contrary to interest.” For this reason the most impartial- 
minded witness accepts the fact that his testimony must inevitably be 
limited to answering questions aimed to. bring out those portions of his ` 
sincere convictions which fit his employer’s case. If a code of ethics 

should be completely successful so far as the witness’s personal attitude 

is concerned, this difficulty would remain. 

Presumably there is no need to point out that any code which 
limits economists to testifying for the government would have to 
limit them further, confining them to advising judicial bodies. Other- 
‘wise, it would mean that economists would testify for the prosecution 
and not for the defense. And what would such a code say about 
testifying before legislative committees? 

In conclusion, by all means let us try to make competition work 
better. There must be some way of going about this constructive job 
- without requiring economists to accept Mund’s theoretical views in the 
diagnostic area. They are much less certain to disagree if they can 
get down to estimating objectively how specific, proposed remedies 
` would work in specific conditions. 


CAPITALISM AND ITS FUTURE APPRAISED BY 
_ TWO LIBERAL ECONOMISTS 


By Fritz MacaLuUp* 


The authors of the two books with which this article is to deal will 
accept it as a matter of course that I refer to them as “liberal econo- 
mists.” But those half-literate contemporaries to whom “liberal” 
stands for red, or at least pink, and to whom “liberalism” is a philoso- 
phy calling for progressive regimentation of business, may find the 
characterization of Professors Graham and Schumpeter as liberals 
somewhat odd. For both these authors, in their recent books,’ defend, 
and pay tribute to, capitalism and free enterprise. He who knows the 
essential tenets of the liberal faith—individualism, rationalism, political 
and economic freedom—-will of course not be surprised that the blurb 
of Professor Graham’s book speaks of “a powerful defense of capital- 


ism” and that Professor Schumpeter’s respect and sympathy for. 


bourgeois achievements can be sensed, if not from the blurb, in every 
part of his book. 

But neither Graham’s nor Schumpeter’s book is “conservative.” 
Graham wants to reform capitalism and he develops a program which 
would drastically change many institutions of the capitalist order. 
Schumpeter predicts its overthrow, its replacement by a socialist sys- 
tem. (Schumpeter makes it clear, though—without expressing his own 
feelings in the matter—that one may predict socialism, believe in its 
inevitability, and yet hate it thoroughly.) Thus—the one urging that 
capitalism be reformed, the other asserting that capitalism is approach- 
ing its end—the two authors can certainly not be accused of propound- 
ing “status quo economics.” 

The books differ not only in their expressed purposes—the one 
proposing a program of reforms, the other analyzing the evolution 
toward socialism—but they differ also in the choice of methodological 
alliances between economics and the other social sciences: Graham’s 
choice is Social Ethics, Schumpeter’s is Formal Sociology. They differ 
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under a grant-in-aid from the Rockefeller Foundation to the University of Buffalo. 
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in their literary style: one is of a dead-serious classicism, the other -of 
a humorous-ironic rococo. Most fundamentally, they differ in the un- 
derlying temperaments of the authors: one is an idealist, the other a 
_ cynic. But the books are also very similar in many respects, apart from 
their common liberalist esteem for frée enterprise and the function 
of entrepreneurial daring and brain-power; many remarks and observa-. 
tions on incidental matters bear a really striking resemblance. 

The differences as well as the similarities in the two books invite 
comparison and, before I attempt to indicate the drift of the argument 
in each of the books and to discuss the reasoning of the authors where 
they travel in diverse directions, I shall first deal with those phases of 
their books where they cover identical ground. This will be done in 
Part I of this article; Parts II and III will bring the “complete stories” ` 
of the books. 


I 


For the comparison of the views of our two authors on matters 
treated by both I shall make ample use of literal quotations in juxta- 
position, Rather than arrange my selections according to agreement and 
disagreement between them, I shall meander through the ground cov- 
ered, choosing my path through the following fields: the problem of 
social determinism; individualism and socialism; planning and free- 
dom; government functions and democracy; income equality and 
profits; competition versus monopoly; big business versus small busi- 
ness; the family motive and inheritance; taxation; partial socialization. 
I am aware that in some cases I may lay myself open to reproach for 
quoting out of context; but I trust that any missing links and connec- 
tions will be found subsequently in the separate accounts of the two 
books. 

Free Will versus Inevitability. At the outset Graham avows his 
“faith that man can shape his destiny” (p. 3). Schumpeter thinks other- 
wise. “For mankind is not free to choose. This is not only because the 
mass of people are not in a position to compare alternatives rationally 
and ‘always accept what they are being told. There is a much deeper 
reason for it. Things economic and social move by their own momentum 
and the ensuing situations compel individuals and groups to behave 
in certain ways whatever they may wish to do—not indeed by destroy- 
ing their freedom of choice but by shaping the choosing mentalities and 
by narrowing the list of possibilities from which to choose” (pp. 129- 
30). , 

Graham, on the other side, rejects all “theories of institutional deter- ° 
minism.” He holds that “the so-called ‘institutional forces’ have no 
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existence independent of man and that the tyranny of institutions over 

. men will cease as knowledge of social relationships grows and the reso- 
lution to adjust the conflicts that arise therein gains in intensity and 
effectiveness” (p. 5). But, according to Schumpeter, “the capitalist 
process shapes things and souls for socialism. . . . Fundamentally, things 
and souls shape themselves for socialism automatically, #.e., indepen- 
dently of anyone’s volition and of any measures taken to that effect. 
But among other things that process also produces such volition and 
-hence such measures—enactments, administrative actions and so on” | 
(p. 220). 

Individualism and Socialism. Schumpeter makes much of what he 

calls the “Cultural Indeterminateness of Socialism,” meaning that the 

definition of socialism implies nothing concerning the cultural climate of 
a socialistic society. Thus, “paradoxical as it sounds, individualism 
and socialism are not necessarily opposites. One may argue that the | 
socialist form of organization will guarantee ‘truly’: individualistic - 
realization of personality” (p. 171). Graham seems to go even farther 
when he says: “Individualism and socialism, properly construed, are 
not antithetical but complementary and even identical things. No true 
comradeship is possible except on the basis of the fullest feasible recog- 
nition of individual personality” (p. 27). Whether this agreement be- 
tween Schumpeter and Graham is real or merely verbal cannot be 
ascertained, because Graham has not supplied us with a definition of 
his “socialism, properly construed.” If socialism were to imply com- © 
prehensive social planning; Graham’s conclusion obviously would pe 
different. 

Social Planning and Freedom. To Graham, “planning by the state 
negates planning by the individual” (p. 57). “There has been a strong, 
tendency toward totalitarianism everywhere and, in some countries, it 
has been carried to its logical conclusion. It is called planning, which 
sounds scientific. But planning calls for blueprints, blueprints must be 
followed if they are not to be completely futile, and recalcitrants must 
be ‘brought into line.’ . . . The more specific the plan the more of a 
strait-jacket it becomes. The only social planning compatible with the 
realization of social goals [chiefly freedom] is the planning merely of 
a frame of reference, ‘rules of the game,’ which will leave the ‘players’ 
the fullest scope for choice” (pp. 56-57). 

With this Schumpeter largely agrees. The socialism that he sees 
coming may be democratic and may allow the individual substantial 
freedom; but “it is much more likely to present fascist features” (p. 
375). And Schumpeter’s “Socialist Blueprint” (pp. 172-86)—which 
he thinks is compatible with democracy—does net involve detailed 
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planning. It provides instead a set of “rules”—along the lines pre- ` 
scribed by Oscar Lange—which give little discretion to the planning 
boards. 

Government Functions and Democracy. Schumpeter is ciad 
that a fundamental “condition for the success of democracy is that the 
effective range of political decision should not be extended too far” 
(p. 291). Hence the automatism which he wants for his Socialist Blue- 
print; and, linked with it, his belief—not shared by the present re- ` 
viewer—that one may safely “extend the sphere of public authority 
without extending the sphere of political decision” (p. 293). 

Graham too insists that the “width” of the power of the state “should 
always be jealously restrained” (p. 37). For “it is a condition of any 
substantial freedom that states should exert their control only when 
objectives, quite legitimate in themselves, cannot be attained in any | 
other way” (p. 41). The “restriction of governmental services to those 
areas in which private enterprise cannot efficiently operate to the ends 
desired is a canon of equity as well as of the larger freedom of which 
equity is part” (p. 241). 

Equality of Income. Graham “flatly rejected” the “ideal of pure 
equality of incomes” (p. 235). For “differential reward in correspon- 
dence with natural endowment can be withheld only at the cost of 
effectually stifling the exercise of great and beneficient talents” (p. 17). . 
“Tt is only sub-average individuals who would want a dead equality of 
income” (p. 17). 

Curiously enough, Schumpeter provides equalitarian distribution i in 
one of the variants of his Socialist Blueprint (p. 174). But he sees and 
draws the consequences in that he cannot, in this variant, grant free- ` 
dom of choice of occupation—he must prescribe forced allocation of the 


. working force (p. 180)—and also in that the “Central Board” must 


“sell” the labor services to the industrial managements at “prices” 
which correspond to the kind and quality of labor and which exactly 
clear the market (p. 177). In another variant, where Schumpeter allows 


‘freedom of choice of occupation, he must give up the equalitarian dis- 


tribution in favor of a system of premiums, bearing “an obvious rela- 
tion . . . to the wage. schedule of capitalist society” (p. 180). 
Inequality of Income and Profits. To Graham “equality of oppor- 
tunity involves an inequality of reward in strict correspondence with 
desert” (p. 18). Exercise of talent, industry, shrewdness, foresight and 
“courage in risky enterprise” deserves differential rewards and usually 
needs the stimulus which is implied therein. Those who crave security 
will “select an assured but modest living which would not appeal to the 
more active and faring members of society. It is on the latter that 
progress chiefly rests. Society can deny them such incentives as will 
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educe their powers only at its own great peril” (p. 24). These were 
Graham’s words. They might have been Schumpeter’s just as well. 

Schumpeter states that the system of pecuniary prizes and penalties, 
promises and threats, “is unsurpassed in simplicity and force.” These 
“promises of wealth” are “addressed to ability, energy and supernormal 
capacity for work; but if there were a way of measuring either that 
ability in general or the personal achievement that goes into any par- 
ticular success, the premiums actually paid out would probably not 
be found proportional to either. Spectacular prizes much greater than 
would have been necessary to call forth the particular effort are thrown 
to a small minority of winners, thus propelling much more efficaciously 
than a more equal and more ‘just’ distribution would, the activity of 
that large majority of businessmen who receive in return very modest 
compensation or nothing or less than nothing, and yet do their utmost 
because they have the big prizes before their eyes and overrate their 
chances of doing equally well” (pp. 73-74). 

Exactly the same thought is expressed by Graham when he says: “No 
other sector of the population, as a whole, ever receives a pecuniarily ` 
negative return, but this is not uncommon for enterprisers not only as 
individuals but even as a group” (p. 62). “Men will not hesitate to 
enter a lottery, which offers large prizes to the lucky few, even under 
the knowledge that their chance for a prize of any given amount is 
smaller than the proportion which the price of the chance bears to the 
aggregate sale price of the tickets. This means that men not only do 
not have to be paid for assuming this type of risk but that they will 
actually pay for the opportunity. We must presume that, under condi-- 
tions of free competition in economic life, analogous risks are taken, 
without any net payment to the enterprisers, that there is a net en-: 
trepreneurial loss in such lines, and that, even so, enterprise will here | 
always rise from its ashes” (p. 69). 

Investment under Competition and Monopoly. Here, however, we 
find again a difference of opinion between our two authors. Note the 
words “under conditions of free competition” which Graham put into 
the sentence just quoted. Under competition, no high average returns 
are needed to attract enterprisers. “There is a widespread predilection 
for the risking of a small loss on ventures which offer-a disproportionate- 
ly small chance of a large reward” (p. 69). This readiness for enter- 
prise has failed, however, to be realized “in part because a quasi- 
monopoly of entrepreneurial functions has been established (with the 
road blocked to newcomers and the insiders under no strong pressure 
to take risks)” (p. 68). In other words, under monopoly conditions 
the flow of investment will not be as satisfactory as tt would be under 
competition. 
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Schumpeter takes the opposite position: it is competiton rather than 
monopoly which is inimical to investment. “Long-range investing under: 
rapidly changing conditions” requires certain monopolistic safeguards. 
It “becomes necessary to resort to such protecting devices as patents” 
or other monopolistic practices (p. 88). Sufficient inducements for in- 
vestment may presuppose the possibility of a “strategy that in the short 
run is often restrictive” (p. 90). Particularly successful cases—high 
monopoly profits—will “then provide the baits that lure capital on to 
untried trails” (p. 90). 

. Barred Entry and Restraints of Trade. Indeed, Schumpeter is aiie 
contemptuous of the “glorified” ideal of a competitive economy, of free 
entry and of the large number of small competitors. He states that “per- 
fectly free entry into a new field may make it impossible to enter it at 
all. The introduction of new methods of production and new commodi- 
ties is hardly conceivable with perfect—and perfectly prompt—compe- 
tition from the start. And this means that the bulk of what we call eco- 
nomic progress is incompatible with it” (pp. 104-05). Monopolies, ac- 
cording to Schumpeter, have also an important function as economic 
stabilizers during depression. “ ‘Restraints of trade’ of the cartel type 
as well as those which merely consist in tacit understandings about price 
competition may be effective remedies under conditions of depression, 
As far as they are, they may in the end produce not only steadier but 
‘also greater expansion of total output than could be secured by an 
entirely uncontrolled onward rush that cannot fail to be studded with 
catastrophes” (p. 91). And besides all this “there are superior methods 
‘available to the monopolist which either are not available at all to a 
crowd of ‘Competitors or are not available to them so readily”: for 
instance, “monopolization may increase the sphere of influence of the 
better .. . brains” (p. 101). 

7 This i is certainly not the way Graham thinks about the effects of 

monopoly. To Graham free entry is one of the prime objectives on the 
road to the achievement of our social goals. Monopolistic positions are 
used to “resist technically desirable readjustments” and to “protect 
obsolescence,” to practice “positive restriction of output” and to extract 
from the consumers “profits quite unassociated with economic merit” 
(p. 65). The state must prevent any such concentration of control as 
“enable the engrosser to secure a strategic position facilitating such 
exploitation of consumers” (p. 128). 

Big Business. According to Graham, “size, as such, when it reaches 
the point of giving a measure of control of the market, is socially ob- 
jectionable” (p. 220). An important part of his reform program is 
directed against “bigness, quite out of proportion to the requirements 
of efficiency for anything except purposes of exploitation” (p. 207). 


D 
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“Just as-the action of dominating and domineering corporations shuts 
off enterprise on the part of potential competitors, so their more or 
less complete monopoloidal power operates to eliminate the necessity 
for any high degree of enterprise on their own part. They may, it is 
true, give the appearance of enterprise. Much has been made, for in- 
stance, of the elaborate organizations for research maintained by many 
of the great business corporations. These are all to the good, but they > 
do very little to promote enterprise in the functional sense of that term 
as the assumption of risky responsibility. The large corporations do 
not take great chances in putting new or improved goods on the market. 
On the contrary, they tend to engross inventions, and to retard their 
appearance, until it is all but certain that the new product can be suc- 
cessfully marketed even under depressed general economic conditions. 
This is very far from providing an adequate degree of enterprise” (pp. 
210-11).- >- 

In taking the opposite position, Schumpeter is fully aware of the fact 
that his analysis deviates “from the usual lines in an attempt to show 
that what practically everyone concedes to the capitalism of perfect 
competition . . . must also to even a greater degree be conceded to big- 
business capitalism” (p. 107). For, in his opinion, “the increasing size 
of units of control and all the business strategy that went with it were 
not only unavoidable incidents but to a considerable extent also condi-' 
tions of the achievement reflected in that record [of the capitalist era] ; 
in other words, . . . the technological and organizational possibilities 
open to firms of the type which is compatible with approximately per- 
fect competition could never have produced similar results” (p. 189). 
The superiority of “big-business or ‘monopolistic’ capitalism” over 
“competitive capitalism” (p. 189) is one of Schumpeter’s strongest— 
and strangest—convictions expressed in his book. ` 

Corporations. The attitude toward big business dictates the attitude 
toward the corporate form of organization as the medium through 
which bigness is achieved. In Graham’s opinion, “the result of this 
corporate development has been a marked dampening, or perversion, 
of the spirit of enterprise” (p. 210). Moreover, “as legal ‘persons’ they 
were given all the privileges of natural persons but, since they were 
capable of indefinite growth and were immortal, they accumulated 
power which it would have been impossible for a natural person to 
retain and all but impossible to acquire” (p. 209). Graham gives un- 
conditional endorsement to Professor Henry C. Simons’s plan to out- 
law interlocking shareholding and interlocking directorates and to limit 
the size of corporations, thus precluding “the existence in any industry 
of a single company large enough to dominate that industry” (p. 219). 

Schumpeter, while he extols the achievements of giant corporations, 
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is fully aware that “the modern corporation, although the product of- 
the capitalist process, socializes the bourgeois mind; it relentlessly. 
narrows the scope of capitalist motivation; not only that, it will even-. 
tually kill its roots” (p. 156). “The capitalist process, by substituting : 
a mere parcel of shares for the walls of and the machines in a factory, . : 


takes the life out of the idea of property. . . . Dematerialized, de- 


functionalized and absentee ownership does not impress and call forth | 


moral allegiance as the vital form of property did” (p. 142). With the 
disappearance of the owner-entrepreneur the defender of the capitalist 
order disappears. 


Small Business. Smali business, in terms of its economic performance, l 
finds little grace before Schumpeter. The efficiency of small business is 


inferior to that of big business, and its competitiveness retards progress. 
Only one function of small business is conceded, nay, stressed by 


Schumpeter: “its importance for the survival of the capitalist order” (p. ' 
140). “The political structure of a nation is profoundly affected by the ` 
elimination of a host of small- and medium-sized firms the owner- . 


managers of which, together with their dependents, henchmen and con- :' 


nections, count quantitatively at the polls and have a hold on what we 


may term the foreman class that no management of a large unit can : © 


ever have; the very foundation of private property and free con- 
tracting wears away in a nation in which its most vital, most concrete, 


most meaningful types disappear from the moral horizon of the people” . 


(pp. 140-41). 
Graham’s plea for small business is one of an advocate of a com- 


petitive economy. Only among small units can free competition prevail. - 


But also with regard to efficiency and progress Graham stands up for . 


small business. “The large corporation is .. . not well adapted to new 


enterprise. The flexibility requisite for and in new ventures is lacking. . 


Quick decisions are difficult; new proposals have to run a gauntlet of 
critical investigation by ubiquitous vice-presidents; red tape is preva- 
lent. Anew and comparatively small concern, under owner-management, 
would ordinarily be a much better medium for the launching of inno- 
. vations” (p. 211). 

The Family Motive. Closely connected with the economic and social 
functions of the proprietors of small- and medium-sized business is the 


significance of the family motive. “Family tradition and pride is, on . 
the whole, a useful social force,” says Graham (p. 138). And Schum- — 


` peter chimes in: “The capitalist order entrusts the long-run interests 


of society” to this force, that is, “to the family motive” operative in > 


“the upper strata of the bourgeoisie” (p. 160). Schumpeter continues: 
“The bourgeoisie worked primarily in order to invest, and it was not 


so much a standard of consumption as a standard of accumulation that ` 
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the bourgeoisie struggled for and tried to defend against governments 
that took the short-run view.” And a footnote adds: “It has been said 
that in economic matters ‘the state can take the longer view.’ But 
excepting certain matters outside of party politics such as conservation 
of natural resources, it hardly ever does” (pp. 160-61). With the pass- 
ing of the family motive, out goes “the capitalist ethics that enjoins 
working for the future irrespective of whether or not one is going to 
harvest the crop oneself” (p. 160). 

Inheritance. Despite his recognition of the family motive as a useful 
social force, Graham speaks “for the abolition of inheritance on grounds 
of equity” (p. 139). “While egalitarianism in the ownership and con- 
trol of property is a denial of freedom, the continuous concentration of 
the power of property from one generation to another is likely to result 
in the complete extinction of freedom. It is, in any case, a deviation 
from the principle of equality of opportunity” (p. 19). In Graham’s re- 
form program “the privilege of private inheritance” is strictly limited 
through inheritance taxes arid other measures (pp. 144-45). 

Inheritance taxes find a place also in Schumpeter’s discourse, but not 
as a measure to make capitalism more perfect, but as a means to liqui- 
date it when the socialists take over (p. 222). 

Highly Progressive Income Taxes. That our system of taxation is 
inhibiting, if not killing, the enterprise system is a view shared by 
both our authors. The stiff progression in our income tax rate schedule, 
according to Graham, “is likely to be a deterrent on the individual moti- 
vation to produce and an inhibiter of enterprise. . . . If profits, when 
realized, are largely taxed away, while losses fall with undiminished 
weight on those whose projects do not ‘pan out,’ the spirit of enter- 
prise, which on other scores is languishing, is not unlikely to vanish 
altogether” (pp. 237-38). Schumpeter, likewise, states that taxes have 
grown “into a major factor in the explanation of unsatisfactory eco- 
nomic performance. ... Modern capitalism relies on the profit principle 
for its daily bread yet refuses to allow it to prevail” (p. 198). 

Partial Socialization. Both authors discuss the possibilities of socializ- 
ing certain industries in an otherwise capitalistic system. Graham’s 
socialization plans are part of his—and Henry C. Simons’s—solution of 
the monopoly problem. “Where an industrial monopoly is inevitable 
because free competition cannot be maintained at all, or does not work 
satisfactorily, the obvious recourse is to turn the private into a social 
monopoly to be operated for the general welfare” (p. 224). 

Schumpeter’s socialization program is advanced as a gradualist policy 
for England in consideration of the fact that “her industrial and com- 
mercial structure is obviously not ripe for successful ofie-stroke sociali- 
zation” (p. 229). He lists the fields of business activity which “could be 
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socialized without serious loss of efficiency or serious repercussions on- 
the departments that are to be left to private management” (p. 229): 
banking, insurance, inland transportation, mining and coal trade, elec- 
tricity, iron and steel, and building and building material industries. 
Schumpeter’s attitude concerning this active socialization program— 
as distinguished from the “inevitable” advent of socialism—would be 
somewhat baffling if it were not for a revealing comment he makes on 
the subject of the nationalization of land. He says in the text: “I have - 
no objection to make as an economist.” But he adds in a footnote: 
“This is no place for airing personal preferences. Nevertheless I wish 
it to be understood that the above statement is made as a matter of 
professional duty and does not imply that I am in love with that pro- 
posal which, were I an Englishman, I should on the contrary oppose 
to the best of my ability” (p. 231). 


II 


From the “dialogue on selected topics” I turn now to the “complete 
stories” of the books, knowing full well that I cannot even aim at any- 
thing like completeness in a report on books so fully packed with ideas, 
analyses, suggestions and aperçus. 

Frank D. Graham, in the Preface of his book, names the hres guid- 
ing stars that have led him along his path. And a strange constellation 
it is: H. G. Wells—for imaginativeness; Jeremy Bentham—for clear, 
logical thinking; Thorstein Veblen—for sobering contemplation. As an 
economist, Graham wishes to avoid the one-sidedness of the technique 
refiners, on the one hand, and of the dust gatherers, on the other. He 
wants to be a real “political economist” who does not shrink from 
value judgments and engages in analysis and synthesis “purposive to 
some ulterior end” (p. xix). “The only honest course, then, is the 
declaration of a scheme of social values as a basis for the development 
of suggestions with respect to social institutions” (p. xx). So he sets 
out to formulate the fundamental social goals—based on “some uni- 
versal creed around which, as a standard, all men can rally” (p. 7). 
Compatibility with these goals is then later the criterion for judging 
and developing desirable reforms of our economic institutions. 

Graham’s social ethics is anchored on three “articles”: “The world 
was made for man. . . . Power is, good. . . . Coercion is bad” (p. 7). 
The term. “power” becomes a universal pass-key for each and every 
problem. (Others may be inclined to call it a weasel-word standing for 
all sorts of things. Graham himself distinguishes between physical, 
moral, intellectual, artistic, political and economic power. If one tries 
to substitute another meaningful word in each place where Graham 
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uses the word power, one has to jump from strength, might and influ- 
ence, to opportunity, skill, ability, efficiency, productivity and effort, 
and finally to wealth, income and even liquidity.) 

“Power-cum-Freedom” becomes: the password throughout the pages 
of the book. Incomes in correspondence with the socially useful exer- 
tion of differential powers—hence, inequality of incomes—perfect 
equality of opportunity, freedom of choice, self-responsibility, and a 
large measure of security but no “absolute security,” these are some of 
the chief goals. A few provisional requirements are immediately deduced 
from the goals: free enterprise—for “there can be little doubt that free 
enterprise, stripped of predation, is the nearest thing to an answer 
consistent with social freedom” (p. 25)—the “right of entry into any 
occupation” and the “right to a job” (p. 26). 

Free enterprise, free choice, free access, free entry, free contract, ` 
free competition, free markets,—there is hardly a page in the book 
which would be free of a mention of one of such freedoms. Graham 
believes in them with all the fervor of a religious fanatic. (I can only 
say, more “power” to you, Graham, keep ’em flying!) A few quotations 
_ will show the strong language used to this effect. “Except in a republic 
the full measure of social freedom cannot be realized. . . . Nor is the full_ 
measure of social freedom conceivable where individuals may not under- 
take enterprise, including the sale of their own labor, on their own 
responsibility and risk, with private property freely disposable through 
free contract in free markets” (p. 50). “Not only must it be open to 
men to choose the method by which they make their living but, subject 
to limitations on inheritance for the preservation of equality of oppor- 
tunity, to choose also how they shall dispose of the reward for what- 
ever services they may render” (p. 51). “Competition and the ‘cash 
nexus’ is the only means of securing social cohesion which offers any 
prospect of general freedom” (p. 51). “The suppression of free com- 
petition is, in fact, the inception of slavery” (p. 52). 

After the first three rather philosophical chapters, in which the social 
goals are developed, the economic institutions, and their possible im- 
provements, are discussed in the next eight chapters. These eight chap- 
ters combine economic analysis and synthesis in the sense that pure eco- 
nomic theory and practical economic reform plans are not corralled 
in separate compartments but are made to live together in peaceful 
symbiosis. The chapter on Profits contains interesting thoughts on risk 
bearing, monopoly positions and liquidity preference, the basic idea 
being that corporate hoarding in periods of abnormal preference for 
liquidity: causes grave instability in the average profit rate; monopo- 
loidal industries, able to stabilize profits, aggravat® the situation in 
competitive industries. If losses are then “the general. lot” in those 
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industries which one can enter and “profits confined to those businesses 
to which entry is difficult, enterprise will surely vanish” (p. 72). The ` 
solution is, in part, the freeing of competition, but primarily “a nulli- 
fication of the effects of shifts in liquidity, through storage and release ' 
of commodities against new issues and retirement of money” (pp. 84- 
85). This would “offer unlimited liquidity to producers of goods in 
times of economic stress just as we now offer unlimited liquidity to cer- 
` tain holders of financial instruments in times of financial stress.” As a 
result, “the stimulus to enterprise will thus be persistent, and the 
principal source of unemployment will be removed” (p. 85). 

The chapter on Money adds details to this general plan of a “com- 
modity reserve money,” which was first recommended by Mr. Benjamin 
Graham (Storage and Stability, 1937). A composite of “essential, stor- 
able, raw commodities in common use” would become the “monetary 
_ base” in the place of, or along with, gold. Against the deposit of ware- 
house receipts (for commodities stored in certain quantities) the Treas- 
ury would issue dollars (“warehouse certificates’); vice versa, the 
Treasury would redeem dollars in warehouse receipts. The composition 
of the “commodity units” should be fixed and kept stable, subject to 
“periodic but infrequent changes” (p. 95). “The plan does not involve 
the fixing of the prices of individual commodities, which would be left 
entirely free to fluctuate with changing demand and supply. What 
would be fixed, directly and within narrow limits, is the aggregate price 
of the commodities in the unit. . . . Indirectly, the level of the prices of 
al commodities would be substantially stabilized” (p. 97). 

Together with the introduction of the commodity reserve system, 
Graham would like to see the introduction of the 100 per cent cash 
reserve system of banking or, in other words, the abolition of private 
bank credit creation (pp. 103-09). But this part of the monetary re- 
form would be merely for the sake of “equity” (p. 109), whereas the 
commodity reserve system would be the really important step, stabiliz- 
- ing prices and employment and removing once and for all that dele- 
terious “fear of production which now so frequently afflicts us.” It would 
also remove that “aversion to imports which bedevils international 
commercial relations under traditional arrangements” (p. 114). Sum- 
_ ming up his eloquent advocacy of the “principle of storage,” Graham 
says that “society must store in goods when individuals store in money 
and release the goods when the individuals release the money” (p. 119). 

In the chapter on Income Distribution, Graham treats of the “stra- 
tegic positions” accruing to those who offer services of natural or arti- 
ficial scarcity (p. 127). The solution of the distribution problem in 
consonance with* the social goals is seen in “a competition in which 
strategic positions are uniquely correlated with inherent economic 
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virtues, under conditions which permit of no artificial restriction of - 
supply” (p. 129). This involves elimination of monopolistic positions 
and limitation of the right of inheritance (pp. 132-46). Graham sug- 
gests that private inheritance outside the direct line of consanguinity 
should not be permitted at all. No heir should be permitted to receive as 
a legacy more than a capital sum which would, prudently invested, pro- 
vide just enough income to live on. The same principle should apply 
to gifts (pp. 144-45). 

The chapter on Credit and Debt explains why the aggregate of debt 
is not per se significant and why merely the distribution of debt matters. 
While Graham shows that the theories of the “limit” or danger point 
in the growth of government debt are not warranted (p. 159) and that 
the warnings about “casting the burden on the future” are largely loose 
‘talk (p. 160), he nevertheless comes out against governmental deficit 
spending. Wars should in the main be financed through taxation. “To 
deal with unemployment no net governmental expenditures should ever 
be required,” if the cure prescribed in the chapter on Money is applied 
(p. 162). “Continuous deficit financing as a stimulus to the economy is ~ 
reckless in the extreme and a confession of mental insolvency” (p. 163). 

The chapter on Wages is rather unorthodox. Graham does not be- 
lieve that employment will react in any certain ways to changes in the 
level of money wage rates. He believes that “the effect of changes in 
money wage rates, especially when, as now, the price level is indefinitely 
flexible in either direction, [is it?] is independent of the direction of 
the change and is a function merely of the anticipations it provokes. 
There is no money wage in a closed economy, with a flexible price level, 
which would ever of itself lead to unemployment” (p. 169). But when. 
the price level is stabilized, as it would be under Graham’s monetary 
scheme, things are different. “If employment, under competitive condi- 
tions, were less than full and not rising in the reserve commodity in- 
dustries, the only possible explanation would be that both real and 
money wages were too high. There could be no argument about it and an 
appropriate reduction in money wages would clear up the difficulty” 
(p. 173). How the wage reduction can actually be achieved is not re- 
vealed by Graham. For upward adjustments of wage rates he does, 
however, suggest “a minimum wage law, with a schedule of periodic 
increases in the minimum in correspondence with advances in the 
computed secular upward trend in general productivity” (p. 177). In 
order to prevent “strategically situated higher-wage-level groups” from 
exacting too large a share of any general advance, Graham recom- 
' mends removing “all artificial obstacles to entry into any craft” (p. 

178). l i 
Rent and Interest are treated in a chapter which contains first a 


“314 _ ‘THE AMERICAN ECONOMIC REVIEW [June 


useful discussion of the analogies and distinctions between these dis- 
tributive shares and then a criticism of the Keynesian interest theory. 
This chapter suffers from several misunderstandings; for example, Gra- 
ham believes that the Keynesian thesis assumes the existence of “ 
spread between actual rates of interest on loans for investment purposes: - 
and the anticipated marginal efficiency of capital in general” (p. 200). 
I should also take exception to the following statement: “So long as | 
things have any value at all their use must be worth something. This . 
something is interest. Interest is thus inherent in a situation in which 
economics has any meaning—that is to say, in any situation in which 
there is anyone with unsatisfied desires” (p. 189). 

In the chapter on Big Business and Free Competition, Graham re- 
assures us that the thing he is after is not pure or perfect competition 
but merely workable competition (p. 205). But even this means “eternal 


vigilance” and a fight against “bigness” (p. 207). As his reform pro- _— 


gram he accepts, as was mentioned above, Simons’s plan of federal - 


incorporation, limitations on the size of corporations (p. 219) and na- " 


tionalization of inevitable monopolies. Graham supplements these meas- , 
ures with tax discrimination in favor of new and smaller concerns (p.° 
220). 

The recommendations at which Graham arrives in his Jan on 
Taxation follow the lines indicated by the conclusions of earlier .chap- 
ters. First of all, “the presumption . . . on grounds of freedom, is against 
governmental spending” (p. 231). Secondly, since equality of income 
would violate equality of opportunity and since taxes affect the incen- 
tives to produce, “the share of total income taken in taxes should be 
relatively small and ... not . . . progressive with income” (p. 237). 
Thirdly, inheritance taxes, as was said before, should be “drastic” (p. 
238). 

The last two chapters of the book are devoted to Implementation and 

Review. We should like to mention, and to endorse, Graham’s recom- 
mendation of the “organization and recognition of a corps of experts 
capable of formulating the collective judgment of students of social 
problems”-—a report-writing professional council on public policy (p. 
247). In the last pages Graham’s leading theme of eternal liberal 
philosophy reappears in a powerful orchestration. 
' All in all, it is a great book in many respects. It is not an exciting 
book, to be sure; the philosophical, ideological foundation, over which 
(attention, Marxians!) the superstructure of economic institutions is 
erected, is so heavy and solid a construction that it commands respect 
but cannot arouse fascination or excitement. The thoughtful members 
of the profession will gratefully acknowledge that Frank D. Graham 
has given us a thoughtful book. 
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II 

Joseph A. Schumpeter, writing a book on the inevitable evolution of 
the capitalist system into socialism, must no doubt start with Marx. 
His tribute to Marx is not a matter of a preface but four closely- 
reasoned chapters, constituting Part I of the book. “Marx the Prophet,” 
“Marx the Sociologist,’ “Marx the Economist,” and “Marx the 
Teacher” are the titles of these chapters. The first asks and answers 
` the question what the reasons were for the enormous success of Marx’s 


work. The second chapter discusses the Economic Interpretation of: 


_ History (“one of the greatest individual achievements of sociology to 
this day” [p. 10]), the Theory of Social Classes, and, finally, the wrong 
and primitive Theory of Primitive Accumulation. 

“Marx the Economist” is given credit by Schumpeter for being well- 
Tead—a rare thing among “geniuses and prophets” (p. 21)—for re- 
fining theoretical tools, for possessing unusual “vision,” but definitely 
` not for many contributions to economic theory. The Labor Theory of 
Value “is dead and buried” (p. 25); the Theory of Exploitation is shot 
through with fallacies; the Theory of Accumulation is a non sequitur; 
the Theory of Concentration is an example of remarkable vision but 
weak theorizing; the Theory of “Immiserization” is downright wrong; 
the Theory. of the Industrial Reserve Army is the replica of a Ricardian 
confusion (p. 36). Marx’s contribution to the theory of the business 
cycle, however, gets a higher mark from Schumpeter the Critic; and 
for his idea of evolution, for originating the pattern of economic dy- 
namics, and for his brave attempt to merge economic theory with his- 
torical and sociological analyses, Marx gets sufficient credit to avoid a 
bad flunk in economics. In the last of the four chapters on Marx, 
Schumpeter discusses the Theory of Imperialism and the problem of 
evolution versus revolution. By then the reader has acquired sufficient 
background to appreciate a better theory of evolution and he can pro- 
ceed to Part II of the book, which poses the question: “Can Capitalism 
survive?” 

Schumpeter’s answer is No” (p. 61). The arguments leading up to 
this answer are presented in an analysis (extending over more than a 
hundred pages) which is original and, in parts, exciting and fascinating. 
Whether or not all the details, or even the results, of the analysis are 
“correct” may perhaps be questioned, but this becomes almost of sec- 
ondary importance compared with the sheer pleasure and intellectual 
satisfaction the reader derives from the novel approach—which, in 
parts, approaches a novel for its literary, moral and esthetic qualities. 
After all, does the captivated reader of a well-written and exciting 
novel (or mystery story, if you will) ask himself whether what he 
reads is true? This does not mean to belittle the scientific value of 


u 
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Schumpeter’s analysis. Things may be novel and yet true. There can 
be no doubt that among the arguments which he presents many afford 
us deep and significant insight into complex sociological problems, which 


have been in dire need of explanation or had been overlooked alto- ' 


gether. 

' The main thesis of the analysis is “that the actual and prospective 
performance of the capitalist system is such as to negative the idea of 
its breaking down under the weight of economic failure, but that its 
very success undermines the social institutions which protect it, and 
-Gnevitably’ creates conditions in which it will not be able to live and 
which strongly point to socialism as the heir apparent” (p. 61). To 
establish his thesis Schumpeter engages in an historical, economic and 
sociological analysis in the course of which he takes the following 
steps: (1) He produces the achievement test of capitalism from 1870 


to'1930 in terms of total output, and finds the record truly remark- ' 


able. (2) He shows that, if capitalism were allowed to repeat this per- 
formance for another fifty years, “it would do away with anything 
that according to present standards could be called poverty” (p. 66). 
(3) He gives an account of the mechanisms and incentives operating in 
the capitalist system under conditions of perfect competition. (4) He 
dismisses the idea of stationary capitalism (as a contradiction in terms) 
and describes the Process of Creative Destruction as the “essential fact 
about capitalism” (p. 83). (5) He proposes that “a system . . . that 
at every given point of time fully utilizes its possibilities to the best 
advantage may yet in the long run be inferior to a system that does so 
at no given point of time, because the latter’s failure to do so may bea 
condition for the level or speed of long-run performance” (p. 83). (6) 
He proceeds to prove that monopolistic practices, restricting output at 
any given time, may have an important function in the process of 
creative destruction. (7) He states that monopolistic restrictions may 
“protect rather than impede” the long-run process of expansion (p. 88). 
(8) He assures us of the superiority of big-business capitalism over 
competitive capitalism. (9) He attempts to show that the remarkable 
performance of capitalism has not been due to accidental, external cir- 
cumstances; government actions, gold discoveries, population growth, 
new land, and technological progress ‘were either neutral in their ef- 
fécts on capitalist performance or were themselves functions of the 
capitalist progress. (10) He examines the Theory of Vanishing Invest- 
ment Opportunity from all angles and concludes that the circumstances 
cited by certain theorists as responsible for insufficient investment are 
neither the ones which retarded the “capitalist engine” in the past 
decade nor the oñes that are likely to impede it in the future. (11) He 
states that rising capitalism generated the spirit of rationalist indi- 
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vidualism, the mental attitude of modern science, the democratic 
processes, and pacifist internationalism; but it has generated also other 
changes in mentality, changes which are more compelling than “ra- 
tional” comparisons of alternatives could ever be. (12) He holds that 
the “mechanization of progress”—by which “innovation itself is being 
reduced to routine”——“depersonalizes” enterprise, a process which seri- 
ously affects the position of the “bourgeois stratum.” “Since capitalist 
enterprise, by its very achievements, tends to automatize progress, .. . 
it tends to make itself superfluous” (p. 134). (13) He believes that the 
bourgeois, essentially a rationalist and unheroic creature, is not inter- 
ested in government, and needs the political protection of another, 
. formally feudal, social stratum. Capitalism, by completely liquidating 
the upper non-bourgeois stratum of society, is losing its political pro- 
tection. (14), He finds in the owner-managers, who are closely attached 
to their business property, the staunchest protectors of the enterprise 
system. The capitalist process, by eliminating more and more small 
business men and by substituting security holdings for real business 
property, reduces the bourgeois allegiance to the capitalist system. (15) 
He sees correlated with bourgeois defenselessness a growing hostility 
to the capitalist order. Pro-capitalist argument, resting on long-run 
considerations, is no match for political criticism which points to short- 
run inefficiencies. “Secular improvement that is taken for granted and 
coupled with individual insecurity that is acutely resented is of course 
the best recipe for breeding social unrest” (p. 145). (16) He develops 
the Sociology of the Intellectual and shows how the intellectual group, 
“which cannot help nibbling, because it lives on criticism,” uses the 
capitalist freedom of public discussion “to nibble at the foundations of 
capitalist society” (p. 151). The intellectual’s “hostility increases, in- © 
stead of diminishing, with every achievement of capitalist evolution” 
(p. 153). (17) He regards the labor movement, a`product of capitalist 
evolution but radicalized by the intellectuals, as an increasingly revo- 
lutionary element. (18) He explains how, in this social atmosphere, 
“public policy grows more and more hostile to capitalist interests” (p. 
154). (19) He contends that the corporation—that gradual “Evapora- 
tion of the Substance of Property”’—socializes the bourgeois mind. (20) 
He asserts that the bourgeois family disintegrates, that the family mo- 
tive is disappearing, and that with the “decline of philoprogenitivity” 
bourgeois life is changing in significant ways (p. 159). 

On all these grounds he finds his thesis satisfactorily established and 
concludes: “Thus the same economic process that undermines the posi- 
tion of the bourgeoisie by decreasing the importance of the functions of 
entrepreneurs and capitalists, by breaking up protéctive strata and 
institutions, by creating an atmosphere of hostility, also decomposes 
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the motor forces of capitalism from within. . . . The capitalist process 
not only destroys its own institutional framework but it also creates . 


the conditions for another.” “. .. things and souls are transformed in such 
a way as to become increasingly amenable to the socialist form of life” 
(pp. 161-62). 


- But then, when the overwhelmed (or frightened) reader is about to 
ask a timid “When?” he receives a disappointing (or reassuring) an- 
swer. The “underlying trend” may still be subject to serious reverses; 

“in these things, a century is a ‘short run’.” So, , perhaps, capitalism may 
yet “have another successful run” (p. 163). 

I shall be briefer in my report on the remaining parts of Schumpeter’s 
book. Part III poses the question “Can Socialism Work?” and answers 
it with a “Yes.” Schumpeter proves to his own satisfaction that so- 
cialism (1) is possible as an economic system, that is, as a system with 
rational cost calculation (which had been denied by Professor Mises) ; 

.(2) that it is practicable, if the necessary bureaucracy is existent 
(which had been denied by Professors Robbins and Hayek); (3) that 
it may be superior in efficiency to the capitalist system (which is de- 

_ nied probably by the majority of economists). According to the findings 

of Part IV, he also holds that socialism (4) is compatible with democ- 
racy (which economists and political scientists are inclined to deny); 
and, from Part II he had concluded that socialism (5) is imevitable 

(which, again, is rather controversial). Possible, practicable, efficient, 

democratic and inévitable; and yet I have the firm impression that 

Schumpeter dislikes socialism, nay, despises it. I read this between the 

lines only, and, to be sure, that is not sufficient evidence for an assertion. 

Schumpeter’s Socialist Blueprint does not provide a planned but 

rather an automatic economy, which allocates productive resources not 
through planning boards, rationing schemes and priorities, but in- 
stead through prices resulting from competitive bidding on the part of 
the independent managements of firms and industries. It is worth not- 
ing that a construction analogous to this which Schumpeter and Lange 
are using to prove the possibility of an economic system of socialism 
had been used by Mises to show its impossibility; for to Mises, the 
competitive-bidding pattern constituted capitalism. However, if a 
quasi-capitalist production system can be realized along with a quasi- 
socialist distribution system, with the titles to the means of production 
held by the community, the criteria contained in the formal definition 
of socialism are surely fulfilled. 

In the discussion of comparative efficiency, Schumpeter relies on the 

- following arguments: (1) The organization of technical progress would 

be more efficient under socialism, because it could eliminate cyclical 
ups and downs. (2) The talent engaged, under fettered capitalism, in 


1 
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mere protective (or obstructive) activities against government inter- 
vention could be productively used in a socialist economy. (3) The 
problem of adjusting spontaneous saving and entrepreneurial invest- 
ment, which is troubling the capitalist system, would be easily solved 
under socialism. (4) Workers’ discipline, failing in ever-increasing 
measure under bourgeois management, would be improved owing to 
“authoritarian discipline” supplemented by “self-discipline” and “group 
discipline” (pp. 210-18). 

The problems of transition are given much more careful attention 
by Schumpeter than. is usually done by professional economists and 
much more intelligent treatment than they have ever been accorded by 
professional socialists. Schumpeter distinguishes socialization in a state 
of maturity from the case of premature adoption. Maturity can be diag- 
nosed chiefly through the following symptoms: completion of adjust- 
ments to technological progress “in leading lines” (such as electrifica- 
tion); convergence of the interest rate toward zero (but not merely 
through governmental policies); concentration of industry in large 
bureaucratized corporations (e.g., the bulk of the industrial capital of the 
nation must be in the hands of firms having at least 50 million dollars 
of assets, because “corporations smaller than this will not in general 
lend themselves easily to socialization” [p. 224]); and political pre- 
paredness for, or psychological acceptance of, socialist ideas on the part 
of the masses (so that no strong resistance is put up). 

The transitional problems will be simplified if the socializers “leave 
the farmers substantially alone” (p. 221) and, at least temporarily, 
permit the small craftsmen and the small independent retailers to con- 
tinue their jobs for profit. A necessary condition of success is that the 
managing personnel of the capitalist large-scale concerns is kept at the 
helm of the socialized enterprises. (Real radicals, I suppose, will find 
this dictum most unsympathetic.) For the case of premature socializa- 
tion Schumpeter furnishes the following recipe: inflation as an always 
effective means of partial expropriation and disorganization of bourgeois 
society; and one-stroke socialization because unsocialized industries 
might cease to function properly under a hostile socialist regime. But to 
this recipe Schumpeter adds a warning: premature socialization “can- 
not benefit, either in the short or in the long run, anyone except those 
who engineer it” (p. 228). Finally, if we are too humane to wish for the 
terrors of premature socialization, and too impatient to wait for sociali- 
zation in the “fullness of time,” there is still the possibility of gradual 
socialization under a capitalist regime. For this alternative, too, Schum- 
peter obligingly offers his advice. - 

In Part IV, on “Socialism and Democracy,” Schumpeter wants to 
examine the assertion of the mutual incompatibility between these two 
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methods of economic versus political organization. He admits that the 
socialist parties of the past were democratic only if and in so far as it 
fitted in with their momentary party politics. This was true even for the 
Social Democrats; to call themselves so “was for them a matter of 
‘common prudence” (p. 239). But Schumpeter chooses, as the basis for 
his answer to the question of compatibility, neither the historical record 
of the socialists nor the sociological approach which he had so ingen- 
iously employed in his analysis of capitalism. He chooses, instead, the 
formalistic method of examining the logical possibility of a democratic 
socialism, starting from the definitions which he formulates for the 
conceptual scheme “democratic process.” In two highly interesting 
chapters he sets forth the “Classical Doctrine of Democracy” and his 
own theory of democracy. Then he draws the inference and shows that 
a socialist system built according to his blueprint might use the demo- 
cratic process as he defines it. Might use—but will it? This Schum- 
peter does not believe himself; personally he thinks that socialism will 
more likely mean dictatorship. Too bad that he spent seventy pages to 
prove what may be possible, but only a few lines to state what is more 
probable. 

Part V of the book is really an appendix or might have been a 


separate booklet: “A Historical Sketch of Socialist Parties.” But even ' 


if.it is not an integral part of this book, it is an excellent piece of work. 
‘Is an evaluation of the book as a whole needed after this full report 

of its ways and means? I do not think so. Read it yourself and even if 

you, in places, may dislike what Schumpeter says, you will always like 

the way he says it. Schumpeter’s literary style is grandiose: it is almost 

too good for a book with scientific ambitions and achievements; for it 

distracts the reader, slows him down and makes him pause—for ap- 
plause, so to speak. 


THE FUTURE OF LATIN AMERICAN DOLLAR BONDS 


By H, C. WaALLica* 


A reappraisal of the future of Latin American dollar bonds is sug- 
gested at this time by a variety of factors arising out.of the war and 
the needs of post-war reconstruction. In the first place, a great im- 
provement in the financial situation of the debtor countries has oc- 
curred since the early part of 1941. Secondly, the defaulted bonds have 
acquired increased significance as a factor affecting our relations with 
our neighbors. Finally, a satisfactory settlement of the defaults would 
greatly improve the prospects of private foreign lending after the war. 
This paper will therefore attempt to review briefly the causes of the 
defaults, discuss the conditions of a fair settlement, and suggest alter- 
native methods of reaching such a settlement. 


I. Some Comments on the Causes of Default 


The causes of the defaults are well known and require little further 
elaboration. Caught between falling raw material prices and a diminish- 
ing volume of exports, many Latin American countries found them- 
selves faced with the virtual impossibility of continuing their debt 
service. Chile’s exports in 1932, for instance, amounted to no more 
than 500 million pesos, as against 2,280 million in 1929, while the 
service of her foreign debt required 160 million pesos for interest and 
amortization, and 440 million on account of short-term maturities.’ 
Thus, in Chile’s case there was hardly an alternative to at least tem- 
porary suspension of payments. 

Critics of our foreign lending during the 1920’s have frequently 
claimed that overoptimism, if not downright irresponsibility, on the 
part of the underwriters was the major cause of the defaults. Without, 
however, attempting to deny that insufficient care was exercised, and 
that Latin American countries were encouraged to borrow excessively, 
one may question whether these factors were decisive. If the depression 
of the 1930’s had been mild, and if the steady expansion of world trade 
and capital exports had continued thereafter, defaults probably would 
have been infrequent and could have been settled without much diffi- 
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culty. The successful British reorganization of the Argentine debt at 
the end of the 1890’s exemplifies this possibility. The enormous shrink- 
age of foreign trade, however, which actually took place after 1929, 
together with the almost complete cessation of foreign lending, placed 
the Latin American debtor countries in a position where most of them 


, would probably have found the maintenance of even a smaller debt 


t 


| 


' service excessively burdensome. Thus, it is the unprecedented severity 


of the depression rather than the negligence of the underwriters which 
must be regarded as the primary cause of the defaults. 
The view that negligence was only a minor factor is further strength- 


" ened when we recall the change in debtor psychology which clearly 


took place during the 1930’s. Latin American belief in the sanctity of 
(contracts was undermined by the British default on the war debt, 
ı Germany’s failure to make payments on the greater part of her inter- 
. national obligations, and the derogation of the gold clause in the United 
States. The ethical aspects of debtor-creditor relationships were pushed 
into the background by the crushing impact of the depression and took 
on the appearance of a luxury which could no longer be afforded. The 
question to “pay or not to pay” thus tended to be reduced to a simple 
utility calculus: Did the advantages of maintaining a good credit record 
constitute an adequate reward for the sacrifice of continued payments? 
Or was it better to give up the hope for future loans in order to relieve 


’, the agony of servicing the old? Faced with this question, nearly all our 


: South American debtors decided in favor of default, regardless of the 
; relative size of their debt. Under these circumstances, it seems fair to 


bh Sones 


conclude that greater restraint on the part of underwriters would have 
averted default only in isolated cases, although smaller loans would of 
course have mitigated the extent of the disaster which befell American 
: investors. 


II. The Debtors’ Ability to Pay 


It was noted above that most Latin American countries could prob- 
ably have serviced their debts, although perhaps not without difficulty, 
if the prosperity of the 1920’s had continued. Whether the relative | 
prosperity of 1936 and 1937 would have permitted the resumption of ` 
full debt service at that time is a question which generally was not put 
to the test, since in most countries the willingness to pay, unlike the 
ability, remained at a low ebb. The depression of 1938, the outbreak-of 

‘the war, and the fall of France successively blasted whatever hopes the 


- bondholders may have entertained of a resumption of service. By late 


in 1940, the countries of Latin America had lost practically all of their 
continental markets, a development which showed itself in the less 
favorable turn taken by their trade balances. By the end of 1941, 
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however, the war requirements of the United States had offset, and in 
some cases more than offset, the disappearance of former customers, 
and trade balances generally began to look much more satisfactory. 
This reversal was reflected in larger central bank foreign exchange 
reserves, and in rising quotations for the defaulted dollar bonds. The | 
table below shows the amounts of these bonds outstanding for some of 
the countries where important defaults have occurred, together with 
trade balances adjusted for gold and silver production, and central 
bank reserves. 


DoLLAR BONDS, TRADE BALANCES, AND EXCHANGE RESERVES OF SIX LATIN 
AMERICAN COUNTRIES? 


(In millions of dollars) 



















Dollar Balance of Trade | Balance of Trade Central Bank Gold 






Bonds Out- with the with the and Foreign 
Country |standing and World> United States Exchange Holdings 
in Default 


(Dec.,1940)) 1941 1940 1942° | 1941 1940 


Bolivia 60.9 Er +29.7 











15.5 16.4 T4. 
Brazil 342.5 +62.7 | + .2 : -8 | 156.1 | 103.1 55.5 
Chile 170.2 -+58.3 | +47.2 : : 37.0 | -32.2 29.5 
Ecuador 12.3 + 3.24 ‘ 13.1 7.7 5.3 
“Mexico 303.8 —14.4 +61. 1 47.2 45.7 34.6 
` 2 


Peru 85.7 +21.8 | +14.1 30.8 22.5 20. 











* Sources: Foreign Bondholders Protective Council, Inc., annual reports; bulletins and 
annual reports of central banks and chambers of commerce. 

\ b Trade balances have been adjusted by adding to each country’s merchandise balance the 
value of its gold and silver production, in order to give expression to the effect which this 
production has on the country’s foreign exchange position. 

° Latest figure available. 
4 Estimated. 


These data indicate that in most cases a very substantial improve- 
ment in the foreign exchange position has occurred. The availability of 
exchange, however, does not insure a country’s ability to service foreign 
debts, unless the national income is sufficiently large and the tax sys- 
tem .is adequate. Very little is known about the national income of 
most of the countries mentioned in the table. It may be assumed that 
at present it is running well above 1940 levels, in spite of the diffi- 
culties which wartime dislocations have created. It is questionable 
whether the high income levels of 1926-29 have again been attained. 
This may be true for some countries, but perhaps not for others. 

But while national income estimates, because of their inadequacy, 
fail to shed much light upon Latin American ability to pay, a survey 
of the tax and revenue situation yields some more definite conclusions, 
largely of an unfavorable nature. Customs receipts play an important 
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part in the budgets of almost all the countries in question. Owing to 
American export restrictions and to the shipping shortage, the recent ` 
rise in Latin American exports has not been accompanied by an in- 
crease of imports of normal proportions. This circumstance has helped 
to strengthen the exchange position, but it has also caused customs 
revenues to remain low, or even to decline. Colombia’s receipts from 
this source, for instance, fell from a monthly average of 2.5 million 
pesos for the year 1941 to 1.6 million for the first seven months of 
1942. The budgetary situation of many countries is likely to become 


‘more difficult also as their expenditures on armaments increase. 


There is a more fundamental reason, however, why budgetary prob- 
lems are likely to constitute a more serious obstacle to the service of 
foreign debts than possible deficiencies of national income. The econ- 
omy of most Latin American countries is still in the pre-industrial 
stage. Economies of this type do not lend themselves readily to the 
application of advanced methods of taxation, and thus the proportion 
of national income that can conveniently be canalized into the hands 
of the government is smaller than in the United States. The demands, 


_ however, that are being made upon the government for social purposes, 


such as public works, relief, unemployment benefits, insurance, and 
health, are almost as extensive in some Latin American countries as 
they are in the United States or Great Britain, even though the actual 
performance often falls far short of what is aimed at. This combination 
of modern types of expenditures and a primitive tax system is likely 
to create budgetary difficulties for some time to come. These difficulties 
are aggravated by the fact that virtually no Latin American country, 
except Argentina, has a really good domestic capital market where the 
government could finance a series of deficits without resorting to cen-. ` 
tral bank credit and creating the danger of inflation. 

The ability to service foreign debts must be regarded from still 
another angle. The weight of a country’s debt burden changes when 
the prices of its export goods rise or fall, for in that case a correspond- 
ingly lesser or greater part of the national income must be surrendered 
in payment. There can be no doubt that up to the outbreak of the 
war, the value of Latin American debts in terms of the goods and 
services exported by the debtors had increased in relation to the time 
when the debts were created, although it had been reduced in terms of: : 


` gold, owing to the devaluation of the dollar. At the present time, com- - 
| parisons are hard to make, since the prices of some of the most im- . 


portant Latin American export commodities are now subject to special 
agreements between the United States and -the producing countries. It - 
may be that for a few countries current prices are, on the average, ' 
higher than those received during the 1920’s, but this is probably hot 
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the general case. Moreover, some of the current high prices are being 
paid by the United States as a special stimulus to production, and can- 
not be expected to continue beyond the period of intense shortages, 
barring a world inflation leading to a permanently higher price level. 
If, therefore, the comparison is confined to the pre-war period, it seems 
clear that the position of most Latin American countries has deterio- 
rated as regards the amount of goods and services to be surrendered for 
each dollar of debt service. 


III. Considerations of Equity 


From the discussion of Latin American ability to pay we turn now 
to the problem of equity as it affects the defaultors and defaultees. 
The issue at stake here is the kind of compromise that would be fair to 
debtor and creditor alike in the light of the present interests and past 
benefits connected with the loans. In a discussion of ‘this matter, we 
must of course avoid taking for granted that as creditor nation we 
must necessarily insist upon our contractual pound of flesh, since such 
an approach can lead only to a demand for the full resumption of debt 
service and a rejection of any compromise. 

The first point to be considered is the change which has taken place 
in the ownership of a large part of the bonds. At their time of issue, 
the bonds were regarded as investments which combined a high yield 
with a fair degree of safety. Their original purchasers could hardly 
have been interested in capital appreciation. The “investment” char- 
acter of these securities, however, has been completely destroyed by the 
defaults, and the bonds have now become an object of rank speculation. 
They have thus become unsuitable to the portfolios of their original 
holders, and it is to be-assumed that a large part has been sold. Some 
small evidence of this is provided by the relatively large volume of 
trading in these bonds, although it is quite possible that during recent 
years there was only a minor quantity in the market which was turned 
over rapidly. The Foreign Bondholders Protective Council believes? 
that a major portion of the bonds is still held by the original purchasers; 

but the Council has no completely accurate means of establishing this. 
’ The view that there has been a major change in the ownership of 
the bonds leads, of course, to the familiar contention that the resump- 
tion of debt service would not benefit many of the original purchasers, 
but would chiefly create profits for speculators who bought the bonds 
at low prices. From there it is only a short step to the assertion that 
resumption on a major scale is not warranted. 

How much weight one wishes to give to this argument is very much 





* Foreign Bondholders Protective Council, Inc., Annual Report, 1938, p. 6. 


AA 
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a. matter of personal opinion. One may say, on one hand, that there is 
little justification for imposing a considerable burden upon a whole 
country in order to give speculators a profit (always assuming that the: 
bonds are now largely held by such interests, which is not certain)., 
On the other hand, it does not readily follow that a change in the per- 
son of the creditor should relieve the debtor from his moral obligation; 
to pay for the benefits he has received. 

Questions have been raised at times concerning the extent to which 


| “the debtors actually benefited from their borrowing. It has been argued) 


that a substantial part of the loans was not invested productively, but 
was wastefully spent by the governments in power. Thus the borrow- 
ing countries failed to derive adequate benefits from the loans and! 
hence, it is claimed, should not be expected to make repayment in full.’ 
That these charges of wastage contain a good deal of truth can hardly 
be denied. It is also clear enough that the unproductive expenditure of: 
loan funds did not increase the borrowers’ capacity for repayment. It 
is less obvious, however, that a creditor should be asked to relinquish 
part of bis claim on the debtor merely because the latter failed to make: 


‘good use of the money. 


Such generosity, however, could not unreasonably be expected of, 
the creditor if he himself had derived substantial advantages from his, 
own lending. Precisely this seems to have happened in the case of our 
foreign loans. It would be foolish, of course, to suggest that the indi- 
vidual buyers of these bonds derived anything but grief from their 
investments. The United States as a whole, however, gained advantages 
which very probably even exceeded the losses that were suffered. Al- 
though at first sight this assertion may meet with considerable skepti- 
cism, it is rendered plausible by the following considerations. 

It was pointed out by Professor Hansen in his testimony before the 
Temporary National Economic Committee? that the American pros- 
perity of the 1920’s was due not to any inherent characteristics of our 
economic system, but to the codperation of a number of stimulating 
factors. One of these factors was the high level of our exports, paid for 
in part with the proceeds of our loans. It cannot, of course, be proved 
that the loans increased exports by an equal amount. Since, however; 


. most countries had only limited exchange reserves of their own, in- 


sufficient to permit a continuously passive current balance, a fair pre+ 
sumption exists that the increase in exports was roughly equivalent to 
our loans. These additional exports produced an export multiplier 
effect and thus tended to raise national income by a multiple of their 

* Investigation of Concentration of Economic Power, Hearings before the Temporary 


National Economic*Committee, Pt. 9, Savings and Investment (Washington, Supt. Docs. 
1940), p. 3513, 


J 
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own value. From this gross gain in national income we must of course 
deduct the losses suffered through the default of the loans, in order to 
arrive at the net gain attributable to the loans.‘ But these losses have 
been smaller than the loans themselves, since the defaulted bonds still 
retain some market value. Hence their subtraction from the gross gains, 
which were larger than the loan-induced exports (which we have as- 
sumed to be equal to these loans), still leaves a considerable margin of ’ 
net gain for the United States.” 


The question may be raised whether, in the absence of loans to Latin ` ai 


America, domestic investment would not have been larger, enough per- 
haps to make up for the lower. volume of exports. If the disappearance 
of Latin American borrowing would have caused interest rates in the 
United States to decline, and if the marginal efficiency of capital func- 
tion had been elastic enough, home investment might have been stimu- 
lated to the point where the loss of exports would not have resulted in. 
a decline of national income. The first of these conditions, a lower level 
of interest rates, might easily have been realized in the absence of loans 
to Latin America. Fulfillment, however, of the second, a sufficient elas- 
ticity of the marginal efficiency of capital function, is very difficult to 
visualize in the light of recent investigations regarding. the effect of 
interest rates on investment.® Moreover, the stagnation of the export 
industries would, via the acceleration principle, have caused a shrinkage 
of investment in that sector.’ It thus appears very unlikely that the 


‘If we think in terms of goods, the loss is represented by the commodities shipped 
abroad; in monetary terms it consists of the losses of security holders. No opinion is . 
expressed as to the incidence of the loss, but it is obvious that by far the heaviest part 
of the burden, if not all of it, rested upon the security holders. 


"If the analysis of gains and losses from foreign lending were approached along the ` 
lines suggested by Keynes in his Treatise on Money (the assumption of full employment 
being implicit in his treatment) the conclusion that the United States lost on balance ` 
could hardly be avoided (J. M. Keynes, A Treatise on Money [New York, Harcourt 
Brace, 1930], Vol. I, pp. 344-45). The same result would probably be reached by apply- 
ing Ohlin’s analysis, which, unlike that of Keynes, envisages the possibility that the 
terms of trade may turn in favor of the lending country (see B. G. Ohlin, Interregional and 
International Trade {Cambridge, Harvard Univ. Press, 1933], and numerous of his 
articles). It is hard to conceive of an improvement in United States terms of trade which 
would have compensated for the losses suffered from defaults. The assumption of full 
employment, however, which underlies both Keynes’s and Ohlin’s treatment, greatly re- 
stricts the validity of their argument. In the General Theory, Keynes, of course, has altered 
his approach (J. M. Keynes, The General Theory of Employment, Interest, and Money oe 
[New York, Harcourt Brace, 1936], p. 335). > 

“Cf. J. E. Meade and P. W. S. Andrews, “Summary of Replies to Questions on Effects 
of Interest Rates,” Oxford Economic Papers, No. 1 (1938); also J. Franklin Ebersole, - 
“The Influence of Interest Rates upon Entrepreneurial Decisions in Business—A Case ° 
Study,” Harvard Bus. Rev., Vol. XVIL (1938), pp. 35-39. 

TOn the other hand, such increase as might have taken place in the demand for the 
output of industries producing domestic investment goods would, via the same principle, 
have stimylated additional investment in these industries. 


` 
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gain from increased domestic investment could have equalled the gain 
from loan-induced exports.* Whether this would remain true after tak- 
ing into account the loss on investments is less certain. Moreover, we 
must remember that no proof can be presented of the equality between. 
loans and additional exports which the argument ‘assumes. Thus the 
‘claim that the United States gained by making loans which later went 
into default can be made not with full assurance but only, I believe, 
with a fair degree of probability. 

These arguments lay no claims to novelty of analysis. The gist of 
them is contained in a motto sometimes cited in Keynesian circles: 
“Tis better to have lent and lost than never to have lent at all.” But, 
whereas Keynesians have made this view the basis of recommendations 
for increased foreign lending, it is employed here to emphasize that a 
country ought not to be too insistent upon receiving full payment for ' 
loans it made in the past. Such reflections cannot be expected to pour . 
balm upon the wounded spirits of individual American investors who ' 
lost their money in Latin American dollar bonds. They do point the 
moral, however, that as a matter of equity these investors have per- 
haps as fair a claim against their own country, which benefited from 
their lending, as against the foreign recipients of the loans. 

As a final point, we may mention briefly the political aspects of the 
defaulted bonds, although these lie somewhat beyond the scope of 
. this article. During the war, the United States has a twofold interest 
in Latin America. One is to receive the largest possible quantity of | 
war materials, and the other, to prevent the enemy from gaining a ` 
military or political foothold in that part of the hemisphere. This de- 
sire of ours to keep the Axis out of Latin America we can best achieve 
by maintaining a codperative attitude, even though Latin American 
dependence on our exports might enable us to bring some pressure 
to bear. A tactful and restrained handling of the debt situation seems 
therefore in order. Such a policy would not, of course, be in the financial 
interest of the individual bondholders with whose money it would in 
fact be paid for. Again it may therefore be suggested that the sacrifice 
imposed upon the bondholders. on behalf of larger national interests 
may perhaps entitle these holders to some form of compensation. 

We can now draw up a balance sheet of the arguments presented in 


* Strictly speaking, a re&stablishment of equilibrium at thè old level of income, in the 
absence of Latin American loans, would have been possible only (barring changes in the 
quantity of money) if either the liquidity preference function governing the demand for 
inactive funds had been completely inelastic, so that a small reduction in the demand for ` 
transaction money would tend to produce an infinitely large fall in the rate of interest, or 
if the elasticity of the marginal efficiency of capital function had been infinite below the 
relevant point. Otherwise, ceteris paribus, equilibrium could have been established only at 
a lower level. 


j 
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the two preceding sections, from which we may be able to determine 
how much the debtors should pay on grounds of fairness and financial 
capacity. On the side calling for large payments we must enter the 
comfortable foreign exchange position of most of the debtors, and the 
‘possibility that a major part of the outstanding bonds is still being held 
by the original buyers. On the other side, pointing toward smaller 
payments, we have the budgetary difficulties and the increased value 
of the debts in terms of goods and services, the fact that many of the 
bonds were resold to speculators at low prices, the presumption that 
we have on balance benefited from our lending, and, finally, considera- 
tions of a political nature. Evidently, the arguments in favor of smaller 
payments are more numerous, and one may say perhaps that among 
them are also the weightier ones. A generous policy toward the debtors 
is therefore recommended. 


` IV. Methods of Payment 


With the recommendation that Latin American countries be asked 
to make no more than moderate payments on their debts, we have 
covered the quantitative aspect of our problem. Its qualitative side, to 
which we now turn, is concerned with the form which these payments 
are to take. The discussion will be carried on without reference to 
particular countries, but it need hardly be emphasized that, in applying 
the conclusions to an individual country, its economic condition must 
be kept in mind. 

There are two major roads along which a solution may be sought: 
(1) settlement of the defaulted debts, involving resumption of regular 
service; and (2) repurchase of the bonds by the debtors, #.e., generally 
the governments of the respective countries. The resumption of regular 
service, which may be termed the orthodox ‘method, will be considered 
first. - 
Orthodox Method. A standard procedure, exemplified by a a recent 
settlement,’ is to keep the principal of the debt intact, with or without 
accumulated interest, and to reduce charges to what appears to be 
a bearable amount, or what the debtor is willing to pay. This method 
has obvious advantages from the viewpoint of the creditor, but it has 
also certain disadvantages. Even if the interest rate is kept low enough 
to make the maintenance of regular payments easy, the problem of 
dealing with the debt at maturity remains. Unless the standing of the 
debtor should improve extraordinarily, refunding at these rates will. 
be impossible, and the old problem will reappear in a new form. 


*The settlement offered by the Colombian Government for its defaulted dollar bonds. 
Cf. Foreign Bondholders Protective Council, Annual Report, 1940, p. 31. 
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Furthermore, unless an improvement in the debtor’s credit standing 
does occur, the settlement will not cause a rise in the price of the bonds 
to anywhere near par.*° In other words, the original purchasers cannot 
get their money back in the form of a return of the bonds to par for 
a long time, if at all. As a partial remedy, a large sinking fund might 
be suggested which would sharply reduce the principal at maturity and 
would also provide some market support. But if the total burden of 
debt service is not to be increased, a larger sinking fund would necessi- 
tate a correspondingly lower interest rate. Carried to an extreme, this 
method becomes identical with simple repurchase, which is discussed 
below. It seems clear, therefore, that the benefit to bondholders in 
terms of restoration of market values is disproportionately small com- 
pared to the effort required of the debtor in terms of interest payments. 

These aspects would be taken into account by another type of settle- 
ment, involving a scaling-down not only of interest, but also of prin- 
cipal. This permits the debtor to pay approximately the old rate of 
interest on the reduced capital amount, tends to bring nominal and 
market values somewhat more in line, and makes eventual refunding 
easier. From the creditor’s as well as the debtor’s point of view, the 
method therefore has certain advantages. On the other hand, it does 
not relieve the debtor of the burden of current debt service, and it de- 
prives the creditor of all hope of getting his money back. 

In either case there remains outstanding a large amount of bonds 
which are unlikely to become sound investment media in the near 
future and may even go into renewed default. It must be questioned 
whether the interests of true investors are’ served by inducing them 
to retain speculative securities of a type which they probably would 
not at present wish to acquire. It might be more to their advantage if 
they were given an opportunity to “get out” at prices somewhat better 
than those now prevailing and to switch into securities more suited to 
their needs. Sound investment policy probably would have dictated the 
sale of these bonds long ago, for their position is not that of defaulted 
bonds with a good first lien, which can be expected to come out well 
in the eventual reorganization and may accordingly be kept in an 
investment portfolio. They rather are in the nature of a speculation 
on the recovery of international trade to 1929 levels. 

A third possibility is the exchange of the defaulted bonds, at par 
or otherwise, against new bonds in the currency of the debtor country. 
To make this approach workable, however, the country might have to 


` apply strict exchange control in order to avoid immediate dumping of 


the new securities on the local market and withdrawal of the proceeds. 
Even if this difficulty could be met, the method would place a premium 


* The new Colombian 3’s of 1970 are selling between 40 and 50. 


x 
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on future exchange depreciation and thereby increase the risk assumed 
by creditors. The debtor meanwhile would still have to face the prob- 
lem of providing for the transfer of the debt service, unless the with- 
drawal of interest and sinking fund payments were prevented by ex- 
change control. 

All three types of settlement have in common the creation of a fixed 
debt service and the imposition of a steady burden upon the budget 
and the balance of payments. It would be inopportune to conclude 
such settlements at the present time, regardless of their general merits 
or demerits, since it is uncertain how tey would work out under post- 
war conditions. 

A proposal contained in the F EA Act of the recent Rio Conference 
offers a means of circumventing this dilemma. The proposal reads: 
“That the service of financial obligations incurred to maintain and 


stimulate production in each country be made conditional, insofar as. 


` possible, upon the proceeds of its exports.”** According to this pro- 
posal, annual remittances would be based upon some percentage of 
exports, perhaps following the system that Chile has established for 
her partial foreign debt service. The qualification, “obligations in- 
curred to maintain and stimulate production,” seems to indicate that 
reference is made to the loans currently being made by the United 
States government, rather than to the bonds that have long been 
outstanding. One might, however, consider extending the principle to 
the old debts as well. By protecting the debtor countries during bad 
periods, their economic stability would be promoted, and it is quite 
conceivable that in the long run bondholders would fare better with 
such variable returns than with a regime of rigid interest payments 
interrupted by recurring defaults. On the other hand, the obligations 
would be converted into mere income bonds, little different from com- 
mon stocks, and would thus become objects of speculation almost as 
volatile as the defaulted bonds now outstanding. From the viewpoint 
of the investor, therefore, the bonds, if reorganized on this basis, 
would still remain an unsuitable medium. From the viewpoint of the 
debtor countries, it might be questioned whether the presence in the 
market of such obligations would help their general credit standing. 
For these reasons it must be concluded that a variable debt service 
is primarily suited to obligations that are not held by ordinary investors 
and are not traded in the market, i.e., to debts owed to the United 
States government, and that the Rio proposal can scarcely be advan- 
tageously extended to the defaulted bonds.. 

Repurchase. When a debtor is fully servicing his bonds, and these 


"Third Meeting of the. Ministers of Foreign Affairs of the Amefican Republics, Final 
Act, Resolution II, Clause 8. 
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are nevertheless selling at a discount, his right to reduce the debt on 
advantageous terms by repurchasing some of the bonds in the open 
market cannot be questioned. A very different problem arises when re- 
purchases are made after the bonds have depreciated owing to sus- 
pension of service, for in that case the repurchasing debtor is profiting 
from his own default. For many years, a number of countries have 
been repurchasing their partially or wholly unserviced bonds. Some are 
doing it as part of an officially proclaimed policy, others more or less 
disguisedly. Criticism of this practice has been bitter. In spite of the 
ethical problems involved, however, I believe that repurchase under 
present conditions is not only defensible, but that for the time being 
it constitutes the best method of dealing with the defaulted bonds, not 
merely from the viewpoint of the debtor but to some extent even from 
that of the bondholder. 

The reasons are these: Those who condemn repurchase claim that 
when funds are available for this purpose, they are also available for 
at least partial interest payments and should be so used. This assertion 
may be true in some cases, but not necessarily in all, since the ability . 
to pay interest depends not only upon the availability of exchange, but 
also upon current revenues. The difficulties concerning the latter have 
already been mentioned. Repurchases, on the other hand, can be 
financed with a loan to the debtor government from its central bank. 
Such a loan would not be inflationary, since the central bank merely 
substitutes a claim on the government for part of its gold and exchange 
holdings, while the government replaces its foreign debt with one to 
the bank. The cost of the loan would be very small, since the govern- 
ment would probably recoup most of the interest it would pay through 
the usual participation in central bank surplus profits. 

But whether regular interest payments could be effected in place 
of repurchase or not, the latter method is advantageous because it 
` avoids the drawbacks of a rigid settlement. These drawbacks have . 
been discussed above; briefly summarized, they are that a permanent 
burden is created for the debtor, that the resulting bonds do not, in 
the near future, seem likely to become a sound investment medium, 
and that consequently the original holders who have not sold out cannot 
soon, if ever, hope to get their money back. Repurchases on a large 
scale would probably drive up the price of bonds by about as much as 
a modest settlement could. Speculative holders would therefore be 

served equally well by either method. Investors looking for current in- 
` come would not benefit directly by the price rise, but would have an 
opportunity to sell at better than present prices. This, as suggested 
above, is what sound investment policy dictates, and hence many in- 
vestors probably would liquidate and switch into income earning assets. 
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Under these conditions, a very large part of the outstanding bonds 
could be bought in well below par, if the exchange reserves of the 
respective countries permit. On the remaining part of the debt, a. 
settlement could be made much more easily. If the amount were small, 
resumption of payments at the original rates might even be contem- 
plated, which would give the debtor country a technically clean record. 
For die-hard investors who refuse to accept anything less than par,” 
such long-run prospects should not be much less encouraging than the 
results of a settlement now at reduced rates, which would still leave 
a large volume of bonds selling at heavy discounts. The elimination | 
of part of the old debts with their unfortunate background would un- 
doubtedly have a favorable effect on the general credit standing of 
Latin American countries. 

A great advantage of repurchase is that the strong exchange position 
resulting from the war would be fully utilized. There is no means of 
knowing what this position will be after the war, but it may very well 
be less favorable to Latin America than it is now. If part of the re- 
serves that are currently being acquired are not used for repurchases 
now, the chances are that after the war they will be utilized for imports 
and not for the service of foreign debts. 

Various problems will have to be solved before large-scale re- 
purchases can successfully be carried out. The first is the availability 
of exchange, which will depend upon the duration of the war, the 
shipping situation, United States export priorities, and the volume of 
new loans. The second is the domestic financing of these operations, 


which presumably would be carried out by the governments or the . © 


central banks. The method of effecting the purchases on American 
stock exchanges will have to be considered, as well as the appropriate 
price range, which should be governed by the considerations of equity 
and financial capacity set out above. It is not impossible that an at- 
tempt to buy up a large part of each issue over a short period would 
put up prices to a point where the operation ceases to be interesting 
to the debtor. In order to avoid this, the debtor might ask for tenders. 
This raises the question whether the whole procedure should be made 
public, or whether the method of anonymous repurchase, which pre- 
vails at present, should continue. Ethical questions enter into this as 
well as purely financial considerations. Another possibility is to make 
the repurchase price subject to negotiations between the debtor and 
a representative of the creditors. 
The various suggestions discussed in this section may be embodied 
in the following proposals: i 
1. Repurchases should be carried out on as large a stale as the need 
for maintaining adequate exchange reserves will permit. l 
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2. No permanent settlements should be attempted before the post- 
war pattern of international finance has become discernible. At that 
time, the bonds still in the hands of private owners should be settled 
on a fixed basis with a reduction of interest and probably also of capital. 

3. The service of debts owed to the United States government, in 
so far as it is not included in whatever arrangements may be made for 
Lend-Lease obligations, should be made contingent upon the exports 
of each country. 


V. The Position of the United States Government 


The treatment which most of the debtor countries are currently 
giving to their dollar bonds corresponds in many respects to the recom- 
mendations which have been made in the preceding section. Re- 
purchases are being carried on in substantial volume and at low prices; 
partial interest payments, where they are being made, continue at low 
rates; in general, therefore, the debtor countries are not allowing their 
dollar debts to become a burden to them. Nevertheless, the present 
situation cannot be called satisfactory. A somewhat more systematic 
procedure seems to be called for, which would insure a ‘clearing up 
of the defaults, in one way.or another, within a reasonable time. More- 
over, there is reason to think that even a liberal interpretation of our 
criteria of equity and financial capacity would, in certain cases, point 
toward larger interest payments and higher repurchase prices than 
currently prevail. 

Whether conditions satisfying these criteria are likely to emerge 

i from the free play of market forces is quite uncertain. Negotiations 
| between the debtor countries and the bondholders, on the other hand, 
i seem to offer very little promise to the latter, because of the holders’ 
į weak bargaining position. This weakness derives from the fact that the 
| bondholders cannot hold out to the debtors any immediate prospects of 
ı further loans in return for a satisfactory settlement, and from the 
| further fact that the debtors at present are not particularly interested 
in such prospects, since they can borrow freely from the United States 
\government. Through its lending operations, our government has be- 
come the most important factor in the situation. It has also acquired 
a certain interest in the treatment which Latin American countries give 
to their dollar bonds, because payments made in connection with the 
bonds may. affect the disposal of the loans now being granted, or the 
_ chances for their eventual repayment. The intervention of the United 
‘States government in the dollar bond question is thus called for on two 
counts: first, because without it a fair solution is not likely to be 
`. reached, and, second, because the government has itself acquired a stake 
in the situation. 
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Some recognition has already been given to these new responsibilities. 
`- Abandoning the policy of non-interference in private debt situations 
which was proclaimed by President Roosevelt in 1933, the govern- 
ment, through the State Department, has codperated in settling de- 
faults"? Under the Good Neighbor policy, there is of course little 
scope for applying pressure to reluctant debtors. As evidence of the 
government’s unwillingness to use pressure methods, it may be recalled 
that apparently no attempt has been made to tie up the liberal loans 
which began to be made in 1940 with demands for resumption of service 
of the defaulted bonds. 

It is therefore to be expected that if and when the government 
should intervene, the respective debtors will be treated very con- 
siderately. Such a policy would be in accord with the recommendations 
expressed in this paper. It must not be forgotten, however, that these 
recommendations were formulated on the basis of broad national 
interests and that they involve a sacrifice of the interests of the bond- 
holders, particularly of the original purchasers of Latin American 
bonds who have not sold their holdings. While at times it is necessary 
to pursue general interests at the expense of a special group, it could 
perhaps be avoided in the present case. The government might see 
to it that the PAR holders be given special consideration, either by 


7S. 
ao 


national interests would fall upon the nation as a whole, which is where 
it properly belongs. 

The government’s intervention, however, might also take a different 
direction. The view might prevail that in the interests of post-war 
stability the debtor countries ought to conserve their exchange reserves 
in full, instead of partly using them up in debt payments, particularly 
via repurchases. In that case the government might, with a generous 
and ultimately perhaps not even unprofitable gesture, take over the 
outstanding bonds at market prices, preferably making special pro- 
vision for original holders. Decisions as to the amount and the method 
of eventual repayment might then be left for the post-war era, when 
they could be integrated with other international arrangements now 
under discussion. 


” Cf, Foreign Bondholders Protective Council, Inc., Annual Report, 1940, p. 31. 
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UNEMPLOYMENT IN THE THEORIES OF 
SCHUMPETER AND KEYNES 


By E. G. BENNION* 


Professor Lange, in his review of Professor Schumpeter’s Business 
Cycles, has suggested that “It is not at all clear how the employment 
cycle can be tied up with Professor Schumpeter’s theory.’* Moreover, 
one could scarcely fail to garner from Professor Lange’s review the 
impression that cyclical unemployment is not an integral part of 


` Schumpeter’s schema. One of the purposes of this paper is to demon- 


strate that cyclical unemployment is an integral part of Professor 
Schumpeter’s theory and to tie in the employment cycle explicitly with 
that theory. 

Lange has also stated that the real weakness of Schumpeter’s theory 
is “. . . the lack of an adequate theory of employment (in the sense of 
Mr. Keynes) to serve as a basis for the theory of the business 
cycle.”? Aside from the fact that a theory of employment is obviously 
unnecessary as a basts for a theory of the business cycle, this criticism 
is perfectly valid. 

It is, however, frequently forgotten (often even not recognized) 
that Schumpeter in his Business Cycles and Keynes in his General 
Theory of Employment, Interest and Money are primarily concerned 
with two quite different things. This tends to foster, at best, the con- 
clusion that the two theoretical schemata are totally unrelated and, at 
worst, the conviction that the two theories are mutually exclusive. Is 
it not conceivable that the two are, at least under certain circumstances, 
complementary rather than antithetical? Does not each theory perhaps 
fill, under certain conditions, a gap present in the other? 

Keynes sets for himself the problem of explaining involuntary un- 
employment. To solve this problem he proceeds on the assumption of 
unchanging production functions. His theory is not, however, logically 
self-contained (although his conclusions certainly retain practical 
significance) in the sense that his determinants can indefinitely con- 
tinue to take values which yield an involuntary unemployment equi- 

* Formerly an instructor and tutor in economics at Harvard University, the author is 
now Staff Economist with the Standard Oil Company of New Jersey. 

* Rev. of Econ, Stat, Vol. XXII (Nov., 1941), p. 193. 

* Ibid., p. 192. 
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librium only if Schumpeter’s theory—or some other dynamic theory of 
a similar nature—is established as a foundation upon which Keynes’s 
theoretical superstructure can rest. 

Schumpeter’s essential interest is in developing a theory of the 
business cycle, changing production functions being the very heart of 
his theory. Logically his theory is self-contained but it is vastly 
strengthened by the inclusion of Keynes’s technique as a means of 
explaining a given volume of unemployment at a given point in time. 

If this is a fair statement of the principal objectives of the two 
theories, no symbiosis of the two schemata is possible in an economy 
where “economic progress” has become entirely a thing of the past. 
If, on the other hand, “secular stagnation” is viewed as “permanent” 
only in the sense that adequate investment outlets may be lacking for a 
protracted length of time because the economy is in the depression 
phase of a Kondratieff, a synthesis of the theories of Schumpeter and 
Keynes is not only possible but even distinctly helpful from an analyti-° 
cal viewpoint. Such a synthesis is the second purpose of this paper.* 


Unemployment in Schumpeter’s Theory 


Schumpeter’s primary concern is with economic evolution, a process 
which appears to him to unfold (under capitalism) in successive busi- 
ness cycles. He begins his treatment of the cycle with his Pure Model 
or First Approximation.‘ This is a two-phase cycle model of pros- 
perity and recession which starts from a stationary economy in which 
income equals consumption and full employment exists; moreover, the 
first of these conditions prevails at all successive equilibria, #.e., at the 
minima of the money income cycle. 

In this model two points call for passing notice. First, at least some 
unemployment is necessarily implicit in the model. Although starting 
with full employment (and even assuming that a return to full em- 
ployment is a characteristic of the successive equilibria), it is difficult 


*In this paper Schumpeter’s theory is given somewhat more space than is Keynes’s and, 
with reference to the synthesis of the two, I have expressed myself more in the terminology 
of the former than of the latter, To interpret this as a bias in favor of Schumpeter’s theory 
would be an inaccurate appraisal of my opinion of the two theories. I have followed the 
course which I have for two reasons: first, it is, after all, the connection between Schump- 
eter’s theory and the employment cycle which has been suggested as nebulous. Second, 
Keynes’s theory may safely be assumed to be more or less common knowledge; indeed, 
the advantage (although it is also, in some respects, a disadvantage) of the beautiful 
simplicity of this theory of comparative statics has endeared it to economists and has 
given even the layman a bowing acquaintance with it. No such assumption can be made 
about Schumpeter’s theory. As a really dynamic theory it defies easy summation and to 
wade through his two volumes is a formidable task which many ecopomists Bave not as 
yet got around to doing. 


* Business Cycles (New York, McGraw-Hill, 1939), Vol. I, pp. 130-45. 
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convincingly to dispute that the down-turn would bring with it tem- 
porary unemployment. This follows from Schumpeter’s position that 
for some firms the emergence of innovations spells economic death. 
Several heroic assumptions are made in the Pure Model but none so- 
heroic as to assure instantaneous reëmployment by other firms of 
those factors of production which become unemployed as some firms 
are put out of business. 

Second, the Pure Model demonstrates that a theory of employment 
is unnecessary as a basis for a theory of the business cycle. More pre- 
cisely, fluctuations in the volume of employment are certainly not 
devoid of causal influence in the cycle; but they become causal only 
after having been brought into existence by more fundamental fac- 
tors. This becomes even more obvious when one passes on to the 
Second Approximation. 

Express recognition is accorded unemployment by Professor Schump- 
eter in his Second Approximation. He specifically states that “Imper- 
fections of both competition and equilibrium . . . may account for the 
presence of unemployed resources independently of the cyclical process 
of evolution. We have not introduced this fact into our pure model in 
order to relieve the latter of . . . secondary elements; but it can now 
be inserted . . . and be taken account of in any given case which pre- 
sents them. Besides, since our process itself produces both imperfec- 
tions of competition and disequilibria which account for under-employ- 
ment that may outlast the cyclical unit which produced it, we include, © 
‘by recognizing that every cycle is heir to preceding cycles, also that 
this source may coniribute to the total unemployment with which any 
given unit starts. This would have been circular reasoning in the Pure 
Model, but it meets with no objection now.” 

It is important to realize, furthermore, that the Second Approxima- 
tion would be little more than the Pure Model under a different name, 
were cyclical unemployment not introduced. Perfect flexibility of 
prices, perfect mobility of the factors of production, perfect foresight 
and perfect competition—assumed in the Pure Model—are not as- 
sumed in the Second Approximation. It seems quite obvious that, in a 
dynamic economy, these four conditions are a sine qua non to constant 
full employment. Only by an extremely rigorous definition of these 
four conditions is it possible to impute constant full employment even 
to the Pure Model. It is, therefore, certainly not apparent how the 
discarding of these four. conditions can be reconciled with a constant 
level of full employment and hence with a cycle in which real con- 
sumption and real investment vary inversely at all times. Consequently, 


‘8 Ibid., Vol. I, p. 161; italics supplied. 
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the Second Approximation clearly implies fluctuations in employment; 
_ but the fluctuating employment is not the essence of the cycle. 

It is, however, one thing to insist that Professor Schumpeter’s theory 
is a realistic one to the extent of recognizing an employment cycle and 
quite another thing to say that he has an adequate theory of employ- 
ment. He has much more to say about unemployment than probably 
most people realize.® But if by “an adequate theory of employment” is 
meant one by which a given amount of unemployment can be explained 
with a determinateness and neatness akin to Keynes’s, Schumpeter does 
not have an adequate theory. 


An Unchanging Production Function Model 


Keynes is little concerned with the cycle; his principal concern is 
with the development of a technique by which any given state of un- 
employment can be explained. As such his theory is a brilliant and, 
significant contribution to economic literature. If, however, Professor 
Schumpeter is guilty of failure to incorporate an adequate theory of 
-employment in his theoretical schema, Keynes is guilty of erecting a 
- masterful superstructure without first establishing some foundation 
upon which the superstructure can rest; for, by his rigid assumptions, 
he excludes the capitalistic process which Schumpeter so carefully con- 
siders. f 

As is well known, the Keynesian unemployment equilibrium can be 
described in terms of his four determinants: the supply of money and 
the three schedules of liquidity preference, marginal propensity to 
consume and marginal efficiency of capital. Given these, together with 
the quantity and quality of labor and capital equipment, the state of 
technique, the degree of competition and the money wage of the labor 
unit, the volume of unemployment follows automatically. Thus, in 
these terms, any point on a cyclically fluctuating curve of money in- 
come (dr employment) can be neatly explained. 

Consider, however, the implications of a sine curve (or any other 
symmetrical curve) of fluctuating money income and employment— 
the curve being, for simplicity, devoid of trend—under the assumption 
of unchanging production functions. This model represents a curve of 
fluctuating employment, money income and real income, all three 
moving in the same direction at all times. It differs from Schumpeter’s 
Second Approximation in one important respect: real income is identi- 
cal at successive inflection points in the unchanging production func- 
tion model, whereas real income is higher at these points in the-Second 
Approximation. 


"Cf., ibid., Vol. II, pp. 509-19, and pp. 561-78. 
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This is a significant difference in that it emphasizes the highly arti- 
ficial nature of an unchanging production function model. More spe- 
cifically, it shows the impossibility of trying to impute to Keynes a 
theory of the cycle’ on the strength of his General Theory analysis 
which does run in terms of unchanging production functions.* This is 
so because the model is one in which—in effect, by definition—there 
can be no net investment or disinvestment for the cycle as a whole. 

That is to say, average real income must be unchanged from cycle 
to cycle where the cycle is represented by a sine curve of fluctuating 
employment devoid of trend and possessing the property of an un- 
changed production function.? But average real income can remain 
unchanged from cycle to cycle only if net investment for the entire 
cycle has been zero. Therefore, the investment (and the increase in 


’ consumption) in the upper half of the curve must be precisely offset by 


the disinvestment (and decrease in consumption) of the lower half of 


‘the curve; and income must equal consumption at the inflection points. 


Given this state of affairs, one must have some misgivings as to the 
ability of Keynes’ s determinants to continue to take indefinitely such, 
values as would yield a cycle unless changing production functions are 
introduced; except, of course, if extra-economic factors (or some 
endogenous factor akin to the Tinbergen lag) are used as a basic 
explanation of the cycle. One of two things would almost certainly 
follow: (1) either the fluctuations in employment would gradually 
diminish until a stationary state of full employment was reached—a 
process in which some net investment over each successively narrow- 
ing cycle would exist, net investment declining to zero as full employ- 
ment was reached; or (2) the economy would level off at an employ- 
ment volume of the height of the inflection points (if wages were rigid 
downward)-—a point at which net investment would also be zero and 

‘Unless some endogenous factor, such as a Tinbergen lag, is introduced to furnish the 
impulse; theoretically, a cycle would then be possible—at least for a time. 

* This is a fact but it does Keynes less than justice. For, behind his analysis is the idea 
of a slowing down of innovation even though, by assumption, he excludes it from the 
formal body of his theory. 

* Strictly speaking, this involves the assumption that income equals consumption—that 
gross investment is precisely equal to replacement because the marginal efficiency of capital 


and the interest rate are just equated for that amount of gross investment—at the inflection 
points. It also implicitly assumes that the interest rate does not fall farther than it already 


‘has. These assumptions are not, in this model, so ridiculous as they may at first appear to 


be; this, because the interest rate cannot fall forever and because, with an unchanging 
production function, such a position would soon be reached in Keynes’s schema once 
the interest rate ceased to fall, I do not suggest, however, that Keynes believes it likely 
that cyclical fluctuations around this point, in an unchanging production function world, 
would follow, although at least one instance could be cited from which one might infer 


` this. See The General Theory of Employment, Interest and Money (New York, Harcourt 


Brace, 1936), pp. 217-18. 
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at which the unemployed would be subsidized by income recipients. 
In either event there would be a cessation of the cycle. 

It might be added parenthetically that there is no reason to think 
Keynes would not agree with this conclusion. Indeed, it is largely over 
the second alternative that he is genuinely concerned. For he wishes 
to hasten alternative (1)—-which embraces full employment—by vari- 
ous measures because he fears that private investment cannot achieve 
this end alone and because he fears that alternative (2) bids fair to be- 
come a permanent condition, consumption being assumed by him to bea 
dependent variable. ; 

The principal defect of Keynes’s theory is, then, that it is insuf- - 
ficiently basic in the sense that the ability of his determinants indefi- 
nitely to assume values which will yield an unemployment equilibrium 
is dependent upon factors the genesis of which is ultimately traceable 
to whatever it is that makes the economy dynamic. His liquidity prefer- 
ence schedule and his marginal propensity to consume schedule rest 
almost entirely upon psychological bases; and his marginal efficiency 
of capital schedule—apparently, at least—rests very largely on the 
same basis. 

Can any other explanation possibly exist for these bases except the 
fact that the economy is a dynamic one? In a stationary economy as 
defined by Schumpeter, would there be any point in hoarding out of 
the speculative motive? Could the effective marginal efficiency of 
capital schedule outrun, first to the right and then to the left, the true 
marginal efficiency of capital schedule?*® Could the true marginal 
efficiency of capital schedule, in fact, move at all in a stationary 
economy? It is difficult to see how. If this is true, Keynes has literally 
conjured into being the frictions so indispensable to his theory. Think- 
ing primarily of the unemployment problem at given points of time, 

` he has worked with unchanging production functions, yet he has, by 
implication, brought changing production functions in through the 
backdoor; just as Schumpeter, concentrating principally upon an ex- 
planation of what he believes to be the primary explanation of a dy- 
namic economy under capitalism, brings in unemployment as a causal 
factor in the cycle largely by implication rather than by explication. 

The magnitude of Keynes’s achievement should not be dwarfed by 
recognition of this defect. Once one postulates the existence of the cycle 
or of the frictions, one cannot deny the validity of the technique which 
he has developed for explaining so clearly any given volume of in- 
voluntary unemployment. 


1 That at least these two schedules of the marginal efficiency of capitel exist in Keynes’s 
mind is evidenced by chap. 12 of The General Theory. ` : 
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The Changing Production Function Model : 


A method of synthesizing the theories of Schumpeter and Keynes is 
now quite obvious. We need merely to assume a sine curve of cyclically 
fluctuating employment, money income and real income, accompanied 
by changing production functions. In this model all three of the fuc- — 
tuating elements move in the same direction, with real income showing 
. arising trend. The model is made dynamic by the innovational element 
. stressed by Schumpeter; and any point on this curve of cyclically. 
fluctuating employment can be explained in terms of Keynes’s deter- 
minants, l 

To trace briefly the secondary effects of fluctuating employment in 
Schumpeter’s terminology requires but a moment. Starting at the in- 
flection point of any upswing, we have some given volume of unem- 
ployment. Some of this may be the result of monopoly or imperfect 
competition; some of it will be cyclical and the inheritance from pre- 
ceding cycles—an inheritance caused by the imperfections and dis- 
equilibria of the preceding cycles outlasting those cyclical units. Equi- 
librium, the existence of conditions favorable once more to further 
innovation, means entrepreneurial borrowing for the purpose of financ- 
ing the innovations. Entrepreneurial spending leads, in turn, to in- 
creasing employment and the familiar cumulative effects begin to 
unfold; and all of the other phenomena so carefully traced out by 
Schumpeter in his Second Approximation follow. 

Ultimately, temporary saturation of certain markets sets in; it 
becomes increasingly difficult to plan new things and the risk of fail- 
ure increases greatly; hence autodeflation ushers in recession. Unem- 
ployment now flows from the effects of the innovations on some of the 
old firms and from the abnormal liquidation of the Second Approxima- 
tion. In this fashion the economy is forced down below an equilibrium 
neighborhood and into the depression phase. Moreover, secondary 
though the rôle of unemployment is in Schumpeter’s analysis, once 
brought into existence by more fundamental factors it does become 
causative. For a time, therefore, unemployinent feeds upon itself, each 
increment to unemployment begetting further unemployment. 

Because the depression phase is below equilibrium, however, revival 
begins as the economy starts to grope its way back up to equilibrium. 
This it does once the depressive phase stops of its own accord, and 
Schumpeter argues that the depressive phase will stop of its own ac- 
cord because of what he calls “diffusion of effects” and “depression 
business.”** This, in turn, means a return to equilibrium accompanied 

™ Among other things, he mentions unemployment in this respect: “Each addition to 


unemployment will cause further and further unemployment but, token individually, at a 
decreasing rate.” Business Cycles, Vol. I, p. 135. 
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by rising money income and employment until the previous level 
identified with the inflection points of our sine curve is reached. At this 
point a cycle is completed. 

This process can be described in Keynesian terminology, but it is 
easier to do so by starting at the trough of a cycle. Excessive optimism 
in the preceding cycle having resulted in abnormal liquidation and its - 
concomitant depressive factors, each trough constitutes a point below 
equilibrium. As the “diffusion of effects” and “depression business” 
make themselves felt, investment ceases to fall, reverses its trend and 
increments to investment become larger and larger. In Keynesian 
terminology we could say that these factors which encourage a rise 
in investment have shifted the marginal efficiency of capital schedule 
to the right. At equilibrium (the inflection point), the schedule begins 
to move even farther to the right under the stimulus of innovation. 
With a stable consumption function we have some given multiplier to 
apply to these successive increments to investment. Thus consump- 
tion also has larger and larger increments which must be added to the 
increments of investment in order to obtain money income. 

The downswing is begun by a collapse of the marginal efficiency of 
capital schedule“ and investment begins to fall, the increments to in- 
vestment now becoming smaller and smaller. Also, applying our con- 
stant multiplier to these increments of investment, the increments to 
consumption become smaller and smaller (although there is, of course, 
a lag between consumption and investment increments) until invest- 
ment ceases to fall.** 

This is the briefest of statements of the changing production func- 
tion model in Keynesian terminology. It deals with but two of Keynes’s 
four determinants: the consumption function and the marginal ef- 
ficiency of capital schedule. This is done to emphasize the rôle played 
by innovation (changing production functions) as the prime factor 
behind the movements of the marginal efficiency of capital. -Our state- 
ment could now be made more complete by the inclusion of changes in 

* The acceleration principle is purposely ignored here. In part, I have done so because 
Keynes considers only the multiplier—quite legitimately for his purpose. Mostly, however, 
I have ignored it because assumption of a cycle of spontaneous investment in conjunction 
with a constant multiplier and a constant value for the acceleration coefficient yields not 
one cycle but short cycles within a longer cycle. This interesting phenomenon to which 
I have as yet found but one exception appears not to have been noted heretofore. 

5 mr is Keynes’s tentative explanation for the down-turn. See chap. 22 of his General 
cory. 

“A, H. Hansen, in his Fiscal Policy and Business Cycles (New York, Norton, 1941), 
pp. 289-92, has a special case of this nature in which net investment falls to zero in the 
troughs, But this is not a necessary requirement, even to the Keynesian unemployment 
equilibrium. The limited data we have show only one such occurrence for annual data; 
and in that case, net investment fell to a minus figure. See S. Kuznets, National Income 
and Capital Formation, 1919-1935 (New York, Nat. Bur. Econ. Res., 1937). 
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the supply of money and of shifts in the liquidity preference schedule ` 
as they follow the movements of the marginal efficiency of capital 
schedule.* The nature of these movements is, however, sufficiently ` 
obvious to make this unnecessary; and in tracing these one would note 
further similarities between the two theories, such as the fact that 
Schumpeter’s non-spending performs much the same function in the 
downswing as Keynes’s liquidity preference and/or propensity to con- 
sume. 


The Bases for Unemployment in the.Two Schemata 


It is now clear that a synthesis, which takes Schumpeter’s changing 
production functions as the power behind spontaneous investment and 
which incorporates Keynes’s technique as a means of explaining the 
volume of unemployment existing at a given point in time, is possible 
only under the assumption that economic progress is not yet dead. If 
that assumption is dropped, the two schemata are irreconcilable. To 
.drop that assumption is to define Schumpeter’s scheme out of exist- 
ence.” 

On the other hand, if we admit the existence of economic progress, 

any short cycle situation can be described in Keynesian terminology, 
whatever the amount of unemployment in a particular case. In itself 
this is not a particularly important observation since any theory can 
be described in terms of Keynes’s technique about as well as Schump- 
eter’s can. But if we take a short cycle in which unemployment is | 
relatively large—in the Schumpeter schema, a Juglar in the depression 
phase of a Kondratieff, which certainly approximates more closely 
what Keynes visualizes than does a cycle in which unemployment is 
inconsequential—we are better able to examine what lies behind un- 
. employment in the two schemata. We shall find that the bases for 
unemployment are essentially the same. This is an observation of 
some importance and it does much to strengthen the conviction that 
the two theories are compatible. 

Since Schumpeter does not expressly stipulate in his theory what 
the fundamental reason for unemployment is, it is necessary to examine 


*We should not forget, however, that even then we should not have the Keynesian 


theory of the cycle. Unless one chooses the doubtful course of identifying Keynes with ` 


one of the various theories of the cycle advanced by his followers, it is no exaggeration to 
say that no one really knows what Keynes’s theory of the cycle is. He identifies himself 
(chap. 22 of his General Theory) with the underconsumption theory; but this is a 
theory of crisis, “secular stagnation,” or what you will; it is yot a theory of the cycle. 

* This would mean, ultimately, either a reversion to Schumpeter’s stationary economy 
or, if one believes eKeynes’s determinants to be so‘ independent of frictional factors that 
they could exist indefinitely in an unprogressive economy, it would mean a stationary 
economy of less than full employment. 


™ 
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the conditions requisite to the direct variation between real income 
and money income, typical in short cycles embracing fluctuating 
employment. 

The first condition for this aed variation is obviously the exist- 
ence of some unemployment; for real income cannot fluctuate in the’ 
same direction as money income at all times, unless employment can 
move in the same direction as both of the former.” Secondly, we need 
superimposition of one cycle upon another in the manner of Schump- 
eter’s Third Approximation; for the existence of under-utilization 
is largely traceable to this superimposition. 

Consider what the Kondratieff cycle underlying the Juglar means 
in Schumpeter’s theory. Clearly innovations may have different periods 
of gestation and absorption of their effects; also successive cyclical 
units are not necessarily completely independent of each other; and, 
finally, cyclical units may result from processes which have effects other 
than those which show up in the cyclical units themselves.** For these 
reasons the shorter cycles more or less run their courses upon the 
backs of the longer cycles. , 

What does this mean with respect to our twò conditions for direct 
variation between real income and money income? It means that, al- 
though both conditions are probably nearly always fulfilled, we should 
expect the degree of fulfillment to vary substantially over time. It 
does so vary—with formidable unemployment in the depression phase 
of the Kondratieff and with little unemployment in the prosperity 
phase of the Kondratieff. In different words, we should expect the. 
tendency for real income and employment to move in the same direc- - 
tion as money income during Juglars to be more pronounced during the 
downswing of the Kondratieff than during the upswing of the Kond- 
ratieff; this, because the volume of unemployment with which any given _ 
Juglar starts ought to be, according to this reasoning, greater in the 
downswing of the Kondratieff than in the upswing of the Kondratieff. 

` We can now proceed to the real bases of unemployment in the sche- - 
mata of Schumpeter and Keynes. Cyclical unemployment to Keynes 
is not what is generally called “frictional” unemployment. If this 
appears to be an unnecessary observation, let it be noted that to 
Schumpeter cyclical unemployment is, by his own words, frictional; 

hence, unless one carefully considers the sense in which each uses this 
word, misunderstanding can easily arise. 

Strictly speaking, the basis of cyclical unemployment in Keynes’s 
theory is inextricably bound up with all four of his determinants. 

* This does not mean that, given fluctuating employment, employment and real income 
must af all times fluctuate in the same direction. 

* For a detailed description of these three factors, see Business Cycles, Vol. I, pp. 166-68. 
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Greatest emphasis, however, clearly should be placed upon the pro- 
pensity to consume. More precisely, an involuntary unemployment 
equilibrium is possible, essentially because of the prevalence of two 
conditions: (1) the consumption function is relatively stable for 
“short” periods of time, and (2) private investment cannot always 
be counted upon to fill the gap, required to be filled for full employ- 
ment, left by a propensity to consume schedule which has a slope 
smaller than unity.*° 

The basis of the propensity to consume is predominantly psycho- 
logical in character and Keynes submits an exhaustive list in this 
respect.” In a stationary economy, much of this list would disappear 
as contributing factors to net. social saving, even though the interest 
rate were positive. If one concedes the validity of Schumpeter’s conten- 
tion that the interest rate would be zero in a stationary economy;” all 
of the list would disappear as factors contributing to net social saving. 
This, however, is really irrelevant since we are proceeding under the 
assumption of a dynamic economy; and, given a dynamic economy, 
Schumpeter would certainly not deny the importance of the factors 
which Keynes has listed as the reasons for the propensity to consume 

_less than the whole of an increment to income. Overlooking purely 
terminological differences with respect to the definition of saving, there 
is no really important difference in the reasons for saving as between 
Schumpeter’s schema and Keynes’s schema. 

Before turning to the basis of unemployment in Schumpeter’s theory, 
we should note two other things about Keynes’s theory. First, although 
it is true that any point on a curve of fluctuating employment can be 
described in his terminology, the very fact that employment is changing 
means that we do not have a Keynesian equilibrium. Instead, although 
Keynes’s analysis is really a timeless one, employment would have to 
be unchanging, during some time, for equilibrium to exist. 

Secondly, although I think many of us have fallen into the habit of 
thinking this is not so, Keynes does not insist that his determinants can 
indefinitely assume values such as would yield an involuntary unem- 
ployment equilibrium. Among others, two examples may be cited: 
(1) with respect to the propensity to consume, he says that “Over a 

™ The first condition is made subject to certain qualifications, most of which Keynes 
regards as unimportant, and the elimination of changes in the wage-unit in terms of 
money is necessary; but, in general, the consumption function is viewed as relatively stable. 
(See The General Theory, pp. 89-98.) In the event of a collapse of the marginal effi- 
ciency of capital schedule, the second’ condition follows almost without regard to the 
supply of money and liquidity preference because of the shape of the schedule of the 
latter, i.¢., the fact that it becomes almost perfectly elastic at a low level of interest rate. 
(Op. cit., "chap. 15, especially, sec. m 

™ Ibid., chap. 9. 

2 The ‘Theory of Economic Development (Cambridge, Harvard Univ. Press), chap. 1. 
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long period substantial changes in the rate of interest probably tend to 
... [affect] the subjective propensity to spend .. .””* and (2) he sug-: - 
gests that the money supply and the liquidity preference schedule will 
have the effects which he ascribes to them “unless reasons are believed 
to exist why future experience will be very different from past experi- 
ence... P” 

Professor Schumpeter calls his cyclical unemployment frictional; 
but it isnot frictional as that word is generally used. This follows from 
the fact that cyclical unemployment and technological unemployment 
are, to him, exactly the same thing—technological unemployment be- 
ing taken to mean all unemployment arising from innovational dis- 
turbance, including the effects of autodeflation. Cyclical unemploy- 
ment is thus frictional in the sense that it would be stillborn in an 
economic system which possessed powers of instantaneous adaptation. 
But, recalling what we have said about the reasons for shorter cycles 
running their courses upon the backs of longer cycles, it is all too 
evident that the process of adaptation may, at times, be a very long 
one indeed. ] 

What, then, is the real basis for cyclical unemployment in Schump- 
eter’s theory? It is quite apparent that, as in Keynes’s schema, the 
basis is that the process of adaptation has not yet progressed to the 
point once more sufficiently favorable to investment to employ all 
those who wish to work at the prevailing wage rate. But this is not 
possible unless consumption refuses to fill the gap left by declining 
investment. That is to say, Schumpeter’s theoretical structure implicit- 
ly assumes that consumption is a dependent variable and that the 
consumption function is, for a fairly long period, relatively stable.* 
This is not only not inconsistent with his theory; it could even be 
argued rather plausibly that these assumptions depend, for their 
validity, upon a theory similar to his. 

2 Ibid., p. 93; he adds, however, that it is difficult to say in which direction the sub- 
jective propensity to spend might move. 

* Ibid., p. 202; italics supplied. 

~I am sure, however, that Schumpeter regards the consumption function as being less 
stable than it is in Keynes’s view. The pertinent fact is that Schumpeter would readily 
agree that there is some point below which the consumption function would tend not to 


fall, despite the tendency for it to rise in the upswing under certain circumstances (par- 
ticularly under the circumstance of widespread speculative gains). 


PLAN ANALYSIS AND PROCESS ANALYSIS 


By Kart Bovr* 


Hicks’s Value and Capital, Lindahl’s Studies in the Theory of Money 
and Capital, and Hayek’s Pure Theory of Capital contain chapters that 
explicitly discuss the logical character of the analyses developed.* The 
old distinction between economic statics (static equilibrium analysis) 
and economic dynamics (dynamic equilibrium analysis) is redefined 
in modern concepts—with the usual suggestion to eschew these non- 
descriptive terms—and is related to process analysis or disequilibrium 
analysis. The problems dealt with are mainly located in the sphere of 
dynamic equilibrium analysis; static equilibrium analysis is visualized 
as an evolutionary stage of the past; a full-bodied process analysis is 
hoped for as the economics of the future. 

The reflections of those chapters can be brought into systematic 
form and can be drawn out in their full significance. They then permit ' 
a rather neat and precise reformulation of our present views about the 
. logical character of theoretical economics. 


-I 


Theoretical economics is plan analysis—an analysis of consumers’ 
plans, producers’ plans, governments’ plans, etc. “In the following 
statement of the general dynamic problem we have only made use of 
one basic assumption about the behavior of the individuals concerned, 
namely that their actions, for a shorter or a longer period in the future, 
represent merely the fulfilment of certain plans, given at the beginning 
of the period and determined by certain principles which it is possible . 
to state in one way or another.”? Static equilibrium analysis, dynamic 
equilibrium analysis, process analysis, all have in common the attempt 
to explain economic phenomena in terms of plans. The static proposi- ` 
tion that a consumer is in equilibrium when the marginal utilities of 


* Mr. Bode is associate professor of economics at Stanford University. 

1J. R. Hicks, Value and Capital (Oxford, 1939); chap. 9: “The Method of Analysis”; 
chap. 10: “Equilibrium and Disequilibrium.” 

Erik Lindahl, Studies in the Theory of Money and Capital (London, 1939); Part I: 
“The Dynamic Approach to Economic Theory.” 

A, Hayek, The Pure Theory of Capital (London, 1941), chap. 2: “Equilibrium Analysis 
and the Capital Problem.” i 

3 Lindahl, op. cit., p. 36; author’s italics. 
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money in all expenditure fields are equal means that a consumer’s 
plan to maximize the total utility of his money is consistent in all its 
elements, if the marginal equality condition is fulfilled. The dynamic * 
proposition that monetary equilibrium exists when the rate of savings 
equals the rate of investment means that the plans of the savers not 
to consume a certain amount of their disposable income coincide with 
the plans of the investors to spend more than the amortization allow- 
ances on capital goods. The process proposition that the downturn in 
some business cycles was due to a shortage of money capital means 
that the plans of the producers of real capital did not coincide with the 
plans of savers, bankers, and other suppliers of loanable and investable 
money capital, so that there had to be a change of plans. 

Static equilibrium analysis, dynamic equilibrium analysis, and 
process analysis differ from each other in that the first refers to 
constant plans of constant actions, the second refers to constant plans 
of changing actions, and the third refers to changing plans of (constant 
or changing) actions. In both statics and dynamics we analyze plans 
as they exist, but static plans provide for purely repetitive action, e.g., 
a consumption plan in a stationary state, whereas dynamic plans pro- 
vide for changes in action, e.g., the plan of a saver, who, by definition, 
must plan for a change in his wealth position. Process analysis does 
not refer to plans as they exist but as they change. Process analysis 
and dynamic equilibrium analysis differ in that the latter deals with 
- planned change whereas the former deals with changed plans. Theo- 
retical business cycle analysis, for instance, would be dynamic equili- 
brium analysis, if the production plans and consumption plans them- 
selves provided for cyclical variation. As matters actually stand, the 
very problem of business cycle analysis arises from the fact that 
production plans and consumption plans provide for straight progres- 
sive action. If, nevertheless, a cyclical behavior results, theoretical 
analysis explains this in terms of. the changing and re-changing of 
plans. Theoretical business cycle analysis is a part of process analysis 
and not of dynamic equilibrium analysis, because the cycle is not 
planned, but is due to cyclical changes in plans. 


I 


The most developed part of plan analysis is the consistency analysis 
of maximum plans. The whole of equilibrium analysis is an attempt to 
formulate, first, the conditions under which the elements of one and 
the same plan are consistent with each other (internal consistency 
analysis) and, secondly, the conditions under which different plans are 
mutually compatible (external consistency analysis). Internal con- 


350 THE AMERICAN ECONOMIC- “REVIEW. j [JUNE 


sistency R refers to the equilibrium of the individual household, 
of the individual firm, or of any other “simple economy.” The proposi- 
tion that in equilibrium marginal revenue equals marginal cost means 
that a producer’s plan to maximize profits will be internally consistent 
if all traceable incremental costs are equal to all traceable incremental 
receipts. External consistency analysis refers to the equilibrium of the 
market, of the industry, or of the exchange economy as a whole. The 
equilibrium of supply and demand, as represented by the Marshallian 
cross, means the mutual compatibility of the selling plans of producers 
and the buying plans of consumers. In both cases the plans, whose 
internal or external consistency is analyzed, may be either static, pro- 
viding for constant action, or dynamic, providing for changing action. 

Process analysis, too, is a form of consistency analysis: it attempts 
to explain changes in plans in terms of inconsistencies that develop, 
are discovered, and are rectified. “The direction in which an entre- 
preneur will have to revise his plans will depend on the direction in 
which events prove to differ from his expectations. The statement of 
the conditions under which individual plans will be compatible is there- 
fore implicitly a statement of what will happen if they are not com- 
patible.’’* “The dynamic element lies in the incompatibility of these 
anticipations.”* “If a set of prices is fixed on the first Monday which 
does not equate demand and supply in all markets, there will have to 
be an adjustment of prices. . . . This change of current prices will 
induce an alteration of plans, and consequently of supplies and de- 
mands; through the alteration of plans supplies and demands are 
brought into equilibrium.’ Where the familiar dichotomy of ex ante— 
ex post is used in theoretical process analysis, there too changes in 
plans are explained in terms of inconsistencies of plans, namely, in 
terms of divergencies of ex ante planned actions and ex post observed 
results. The whole matter can be put in a different way: process 
analysis explains changes in plans as attempts to make inconsistent 
plans consistent. 

There is of course a certain degree of affinity between dynamic 
equilibrium analysis and this type of process analysis. For one thing, 
both have to do with change, either planned or unplanned. Then, too, 
the frequency with which dynamic plans will actually prove to be in- 
consistent will be several orders of magnitude greater than the fre- 
quency with which static plans would prove to be inconsistent in the 


> Hayek, op. cit., p. 23. 

‘Lindahl, op. cit., p. 69. 

* Hicks, op. cit., pp. 130-31. 

* The dichotomy is also used to mark the distinction between plan analysis (theoretical 
economics) and non-plan analysis (historical and statistical economics). Cf. below p. 354. 
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stationary state, in-which they are assumed to be made. Dynamic 
equilibrium analysis easily “shades over” into process analysis. “By 
supposing plans to unroll themselves during the week, we find our- 
selves able to conceive of the situation at the end of the week being 
different from the situation at the beginning; thus the new temporary 
equilibrium which is established in a second week must be different 
from that which was established in the first; going on in like manner, 
we have a process under way.” But the difference in principle remains: 
dynamic equilibrium analysis is analysis of planned, change; process 
analysis is analysis of changed plans. Furthermore, static plans, too, 
can, in principle, be thrown into a process analysis: a revolution in 
the stationary state will make plans of constant action inconsistent, 
and a process of eliminating the inconsistencies by adopting a new set 
of constant action plans will appear as a transitory phenomenon. 


I 


The logical potentialities of plan analysis are not exhausted in the 
present state of theoretical economics as thus visualized. In the first 
place, the types of plans that come up for discussion are limited in a 
number of. ways. 

1. Almost all of them are of the maximum variety. Non-maximum 
plans, such as those of “not-for-profit” institutions and agencies, do 
not enter into ordinary equilibrium or process analysis. The all- 
important plans of control authorities are not integrated but appear 
as “independent variables.” The non-maximum plans of precapitalistic 
economic styles have received no theoretical attention. This one-sided 
selection is probably in part due to the fact that the consistency con- 
ditions for maximum plans always reduce themselves to mathematical 
or quasi-mathematical marginal equality conditions, which have the 
appeal of precision, deceptive or real. But the other types of plans are 
also open to consistency analysis, just as are time-tables of railroads 
or strategic plans of general staffs. “Marginalism” describes the con- 
sistency conditions of maximum plans, not of all economic plans. 

2. Economic planning, in the discussion on theoretical economics, 
almost invariably appears as precision planning. Hicks explicitly recog- 
nizes that this is not in accordance with actual practice: “People rarely 
have precise expectations at all. They do not expect that the price at 
which they will be able to sell a particular output in a particular future 
week will be just so-and-so much; there will be a certain figure, or 
range of figures, which they consider most probable, but deviations 
from this most probable value on either side are considered to be more 


1 Hicks, op. cit., p. 127; italics mine. 
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or less possible. . . . For most purposes the dispersion has a very real 
` importance.’”* But he decides to leave out the analysis of non-precision 
plans: “I feel myself that-there ought to be an Economics of Risk on 
beyond the Dynamic Economics we shall work out here.” 

3. Relatively well developed are the distinctions according to plan- 

ning time. Marshall’s trilogy of the market period, the short run, and 
the long run classifies producers’ plans, wherever and whenever 
theoretical economists discuss them. The typical time dimensions of 
consumers’ plans, on the other hand, are less well explored and not 
systematically attended to except in the works of economists concerned 
with saving and time preference. 
_ A fully developed typology’ of economic plans would probably 
analyze a great number of other features, such as comprehensiveness, 
hierarchical structure, etc. A fully developed equilibrium analysis 
would then inquire into the internal consistency conditions of each of 
these types, and into the mutual compatibility of sets of plans of the 
same type and of sets of plans belonging to different types. Process 
analysis, too, would’ explain changes in plans of any type in terms of 
attempts to make inconsistent plans of many types consistent. Al- . 
ready, as matters stand now, process analysis does not impose the 
same rigid uniformity on plan types as does equilibrium analysis. In 
the case of the latter it is usual to assume that, in a given moment, all 
plans are either of the short-run or of the long-run variety. But in 
process analysis a mixture of these two and of other types is often 
under discussion. The downturn of some business cycles, for instance, 
is visualized as coming about because the attempts of certain pro- 
ducers in stages remote from consumers to get into long-run equi- 
librium are thwarted by the successful endeavor of producers in stages 
close to consumers to establish short-run equilibrium at a higher rate 
of output. 

Next to a fuller development of plan types, investigations into the 
techniques of plan making would seem to be called for. Theoretical 
economics, in its present state, conveys little or no impression about 
the way in which the production plans and the expansion plans of big 
_ and small corporations are actually made. What organization is used 
for blueprinting? What methods are used to get the elements of the 
plans? How are the principles governing the plans determined and 
applied? - 

Answers to such questions are less urgently required in equilibrium . 

* Op. cit., p. 125; author’s italics. l 

° Ibid., p. 126; italjcs mine. 
The most extensive classification of types of economic plans is probably to be found 
in Lindahl, op. cit., pp. 40-50, and in the writings of other Swedish authors. 
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analysis than in process analysis. If one were to restrict one’s attention 
to an analysis of the consistency of railroad time-tables, one would 
need little or no knowledge about the way in which those tables are 
constructed. But if one had to explain changes in those tables, a knowl- 
edge of the techniques of time-table construction would seem indis- 
pensable. In theoretical business cycle analysis, the “blueprinting 
period” does come in for some attention and the advocates of public 
works do put a considerable emphasis on “mature” plans as against 
ad hoc ideas. i 

A full knowledge of the formation and transformation of plans can- 
not be gained without empirical investigations into the practice of plan 
making. Long chains of deductions supported exclusively by assump- 
tions are of little value, since the number of possible and plausible _ 
alternative assumptions grows with the power of the number of links 
in the chain. A theory of business decisions that is worth its cost must 
look into the business offices where those decisions are made. A com- 
prehensive knowledge of the practice of business planning is a sine 
qua non for any theoretical process analysis that aims at probable and 
not just at possible validity. 

Finally, there arises the question whether process analysis must be 
restricted to those changes in plans that are attempts to rectify in- 
consistencies. This type of process analysis bears the birth marks of 
its descent from equilibrium (== consistency) analysis on its face. 
Since theoretical economics has been coterminous with equilibrium 
analysis for such a long time, process analysis in its present form of 
disequilibrium or inconsistency analysis is an appropriate stage in the 
historical development of economic thought. But it stands to reason 
that in a general theory of the formation and transformation of eco- 
nomic plans, those changes of plans that result from internal incon- 
sistencies and external incompatibilities represent only one fraction 
of the total changes to be analyzed. 


IV ` 


The discussion may be summarized as follows. Theoretical economics 
is the analysis of economic plans. This plan analysis logically divides 
into an analysis of the functioning of plans and an analysis of the forma- 
tion of plans. Equilibrium analysis takes care of the first by formulat- 
ing the consistency conditions for constant action plans (statics) and 
changing action plans (dynamics). Process analysis makes a first try 
at the second by analyzing plan transformations caused by incon- 
sistencies. 

Theoretical economics is, however, only one part of economic anal- 
ysis. Economic statistics- and historical economics are the others. 
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‘Neither of these is exclusively or even predominantly plan analysis. 
Planned actions and unplanned phenomena are analyzed by them with- 
out discrimination, often even without reflection on their different 
nature. In economic statistics, variations in crop yields due to de- 
liberate planning by the wheat growers are analytically treated in the 
same way as variations in crop yields due to changes in weather condi- 
tions. In. historical economics, the analysis of the constellation of cir- 
cumstances in which an economic decision is taken is as important as 
the analysis of the decision itself. 

Economic analysis, as an “organic whole” consisting of the three 
parts of theoretical economics, economic statistics, and historical eco- 
nomics, deals with a flow of reality in which planned actions and un- 
planned events, mass phenomena and individual constellations, are 
mixed in ever-changing proportions. Whenever actual economic prob- 
lems, e.g., those presented by the business cycle, become the object 
of economic analysis, the interpenetration of theoretical, statistical, 
and historical analysis manifests itself as a matter of course. The three 
parts of economic analysis appear in isolation only in their respective 
heuristic stages: there, theoretical economics is pure plan analysis, 
economic statistics is a device for analyzing economic mass phenomena, 
and historical economics is’ (at least) a reminder that the relative 
importance of general and specific phenomena cannot be established 
by a general rule. It is perhaps permissible to add the commonplace 
that the combination of differentiation and integration is one of the 
major elements in the growth process of knowledge. 


COMMUNICATIONS 


The New Welfare Economics 


It is plain then that Science is the union of Knowledge and Intuition, and has for its 
objects those things which are most precious in their nature. Accordingly, Anaxagoras, 
Thales, and men of that stamp, people call Scientific, but not Practically Wise because 
they see them ignorant of what concerns themselves; and they say that what they know is 
quite out of the common run certainly, and wonderful, and hard, and very fine no doubt, 


but still useless because they do not seek after what is good for them as men. ARISTOTLE, 
Ethics. 


The official view of economists toward questions of welfare has undergone 
a complete cycle since the beginning of the nineteenth century. In the classical 
period it was not often considered necessary to argue that good theory was 
good policy. The Benthamites, for example, would have deemed it an empty— 
nay, a misleading—gesture to add, after a demonstration of the desirability 
of free trade, “not speaking, of course, as a scientist.” Thereafter a reaction 
set in, and grew in authority until recent times. The official attitude (of which 
Robbins is perhaps the best known contemporary exponent) now became 
more austere: the study of ends was held to be a problem in ethics and the 
economist gua scientist had no special competence in this field, even as applied 
to economic policy. Quite recently there has been a return to the view that 
the treatment of welfare problems is an integral part of economic analysis. 
The new welfare economists claim that many policies can be shown (to other 
economists?) to be good or bad without entering a dangerous quagmire of 
value judgments, 

It is the purpose of this brief paper to examine this latest-development. The 
argument will be summarized in Section I, it will be criticized in Section IT, 
and an alternative method of embracing welfare economics will be suggested 
_ in Section II. 

I. The New Technique 


Although some of the writers have explained the new technique of welfare 
economics in rather formidable terms, the fundamental elements of the ap- 
proach are relatively simple.1 All welfare policies entail changes in either 


* The following writers are representative: 

A. P. Lerner, “The Concept of Monopoly and the Measurement of Monopoly Power,” 
Rev. of Econ, Stud., Vol. I (1934), pp. 157-75. 

H. Hotelling, “The General Welfare in Relation to Problems of Taxation and of Rail- 
way and Utility Rates,” Econometrica, Vol. VI (1938), pp. 242-69. 

N. Kaldor, “Welfare Propositions in Economics,” Econ. Jour., Vol. XLIX (1939), pp. 
549-52, 

P. A. Samuelson, “The Gains from International Trade,” Canadian Jour. of Econ. and 
Pol. Sci., Vol. V (1939), pp. 195-205. 

J. R. Hicks, “The Foundations of Welfare Economics,” Beon. Jour., Vol. XLIX 
(1939), pp. 696-712. 
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exchange (including production) or distribution. Nothing scientific can be 
said about distribution, but in appraising exchange policies we may make use 
of two well-known theorems: 

1. The marginal rates of substitution between commodities must be equal 
for all individuals. If this is not so, an exchange of goods will help one person 
without injuring the other.? 

2. Marginal costs must equal prices. If this condition is not met it is pos- 
sible to reallocate resources in such a way as to increase outputs of some 
goods without decreasing outputs of any.® 

If these theorems are applied to the problem of international trade, for 
example, they show that income (of all countries together) is maximized by 
free trade. If landlords are injured by a repeal of Corn Laws, they can be 
recompensed and there will still be an unencumbered increase in income re- 
sulting from the adoption of free trade. Thus, without facing the ethical ques- 
tion of whether landlords’ income is more or less important than consumers’ 
income, one. can conclude that free trade is desirable.‘ Whether landlords 
should in fact be recompensed is of course an ethical problem concerning 
which these writers do not venture to make recommendations. (It is fair to 
say, however, that no undue enthusiasm is displayed for recompensation.) 


I. The Objections 


An extension of the foregoing argument will suggest the leading objections 
which may be raised against the new welfare economics. Consider theft; our 
present policy toward this means of livelihood probably has adverse effects 
on the national income. Prevention of theft and punishment of thieves involve 
substantial expenditures for policemen, courts, jails, locks, insurance salesmen, 
and the like. By compensating successful thieves for the amounts they would 
otherwise steal, we save these resources and hence secure a net gain. (If this 
policy leads to an undue increase in declarations of intent to steal, the retired 
successful thieves—who, after all, have special talents in this direction—may 
be persuaded to assume the police functions.) A similar argument could, I 
think, be adduced to show that wars should be fought with checkbooks. 

The replies to this reductio are obvious enough. It may not be quite so 
obvious that they are all applicable to the (typical) case of free trade, so the 
analogy will be pressed. First, it would outrage our moral sensibilities to pay 
voluntary tribute to thieves. The maximization of real national income is not 
the only end of a society. Is it even the first? But surely this point is also 


*Movements to a contract curve, in Edgeworth’s terminology, can be mutually satis- 
factory; see my Theory of Competitive Price, p. 79. 

*This theorem is often stated in terms of proportionality of marginal costs and prices. 
But in this form it contradicts the first theorem since leisure, one of the uses of a resource, 
must have a marginal rate of substitution for any other use equal, and not proportional, 
to the price ratios. Indeed proportionality seems to be merely an obvious and sterile 
mathematical generalization. 

‘The example is not ideal since it entails the obvious value judgment that income of 
foreigners is as important as income of natives. But this ethical element could also be 
removed by suitable recompensation by a country of other countries which refrain from 
exploiting it monopolistically. 
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relevant to all other economic reforms, The free trade argument may col- 
lapse if one desires also (the decreasingly academic objective of) military 
self-sufficiency or a prosperous, independent peasantry or continuance of a 
particular party in power. Maximum income is never the sole end of policy. 

Second, how could we discover who the thieves are, and how much they 
could steal, and from whom? But similarly, how can we discover—except in 
the simplest of textbook cases—who is injured by an economic policy and to 
what extent? Theory and statistics are too weak to yield really defensible 
estimates of individual gains and losses. Until the principle of recompensation 
becomes capable of realistic application it must necessarily appear to be little 
. More than an analytical trick. : 

F inally, will not the marginal propensity to steal rise under such a system? 
But again, will not an industry have a claim to recompensation for the benefits 
it would have received if it had asked for a tariff or for a higher tariff? 

To the one formal objection, that maximization of income is not the sole 
“economic” end of policy, at least one lesser objection of the same type may 
be added. There is no reason why a change in policy may not lead to a change' 
in the indifference curve systems and then even the formal validity of the 
theorems is irrelevant. For example, if free trade leads to more farmers, who 
have different utility functions from urban workers, it becomes impossible to 
state that they are better or worse off than they were, compensated or not. 

One may therefore conclude that the new welfare economics has been rather 
pretentious. 

Ill. An Alternative 


One may still argue along somewhat different lines that the economist may 
nevertheless put behind his recommendations of policy what little prestige 
the Office of Price Administration has left him. The fundamental point of 
this alternative approach may be developed by a brief examination of the 
thesis implicit in the newer welfare economics: that all ends other than 
maximization of income are value judgments (or, in some sense, more de- 
batable value judgments) and accordingly unsuited for scientific purposes. 

The familiar admonition not to argue over differences in tastes leads not 
only to dull conversations but also to bad sociology. It is one thing to recog- 
nize that we cannot prove, by the usual tests of adequacy of proof, the supe-' 
riority of honesty over deceit or the desirability of a more equal income dis- 
tribution. But it is quite another thing to conclude that therefore ends of 
good policy are beyond the realm of scientific discussion. 

For surely the primary requisite of a working social system is a consensus 
on ends. The individual members of the society simply must agree upon the 
major ends which that society is to seek. If any large share of the population 
actively disagrees with the society’s ends, and in particular if it believes that 
the system is unfair by that. group’s criteria, the social system will surely 
disintegrate, probably with violence. 

This view is almost axiomatic in modern social theory; a society is In fact 
defined in some such terms as “a group of individuals peld together by a 
common dominant purpose and functioning as an entity. ñs It would be easy 


‘W. D. Wallis, An Introduction to Sociology (New York, 1927), p. 131. 
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to document this view at great length but it is sufficient for present purposes 
merely to refer to such well-known presentations as those of Durkheim in 
sociology and Gierke in politics. Talcott Parsons probably had economists in 
mind when. he wrote: “For it is a fact that social existence depends to a large. 
extent on a moral consensus of its members and that the penalty of its too 
radical breakdown is social extinction, This fact is one which the type of 
liberal whose theoretical background is essentially utilitarian is all too apt to 
ignore—with unfortunate practical as well as theoretical consequences.”* 
At the level of economic policy, then, it is totally misleading to talk of ends 
as individual and random; they are fundamentally collective and organized. 

If this conclusion be accepted, and accept it we must, the economist may 
properly exceed the narrow confines of economic analysis. He may cultivate 
a second discipline, the determination of the ends of his society particularly 
relevant to economic policy. This discipline might be called, following J. N. 
Keynes, applied ethics.’ That the field of applied ethics offers considerable 
promise can be suggested by two examples. 

Consider the following memorandum from the files of General Electric 
Company, reported by Thurman Arnold: 


Two or three years ago we proposed a reduction in the life of flashlight lamps from the 
old basis on which one lamp was supposed to outlast three batteries to a point where the 
life of the lamp and the life of the battery under service conditions would be approxi- 
mately equal. Some time ago the battery manufacturers went part way with us on this and 
accepted lamps of two battery lives instead of three. This has worked out very satisfactorily. 

We have been continuing our studies and efforts to bring about the use of one-battery-~ 
- life lamps. I think you will be interested in the attached analysis . . . covering the various 
points involved in going to the one-battery-life basis, If this were done, we estimate that 
it would result in increasing our flashlight business approximately 60 per cent. We can 
see no logical reason either from our viewpoint or that of the battery manufacturer why 
such a change should not be made at this time.* 


I venture that everyone except employees of General Electric can find both 
logical and non-logical reasons for objecting to this practice, although it may 
require a fairly well-developed ethical system to rationalize the dislike we 
have for such practices. Cannot these widely accepted ethical judgments be 
analyzed and systematized, and then made a part of applied ethics? Com- 
pare the bizarre approach of the new welfare economics: it would be possible 
to recompense manufacturers for not degrading the quality of their products. 

Second, as evidence of the fact that an applied ethics is already in com- 
mon use in economics one may suggest the case of monetary theory. Writers 
in this field rarely bother to discuss ends of economic policy, still less often 
to defend them or point out their non-scientific character. Every reasonable 


The Structure of Social Action (New York, 1937), p. 395. The entire volume is directly 
pertinent to the principle under discussion. 

"See his Scope and Method of Political Economy (4th ed.; London, 1930), esp. Chap. II. 
I did not realize how neglected this excellent book has become in America until, when I 
recently referred to if, several friends expressed surprise that I did not know Keynes's 
middle name was Maynard! 


* Hearings, Senate Committee on Patents, 77th Cong., 2nd sess., Part I, p. 630. 


1943] COMMUNICATIONS ` 359 
person, they seem implicitly to assert, wishes to win the war, desires full em- 
ployment, dislikes wide and sudden movements of price levels, etc. 

I do not cite this example of monetary policy with complete approval. 
There is grave danger in leaving the value judgments unspecified except by - 
implication, and in disregarding contravening social ends, Monetary policies 
have all too frequently been advanced without recognition of their possible 
conflict with our most basic political objectives. But this is an argument, not 
for abandoning the welfare attitude in monetary discussions, but rather for 
bringing the existing ends to the surface and broadening their scope. 

Against the present proposal it might be argued that welfare economics 
would become essentially a defense of the status quo since all existent social 
policies represent in some sense the collective will.® Protective tariffs, for 
example, have been legislated for three generations by democratically elected 
representatives; hence tariffs are a part of our society’s ends. But this argu- 
ment is defective on two counts. First, a great many economic policies do 
not in any important sense represent the collective will; silver legislation and 
degraded flashlight lamps will serve as examples. Second, and vastly more 
important, specific policies are usually means—in many cases mistaken ones, 
the economist may argue—and not ends, The Iowa farmer votes for protection 
because he does not know its effects on his economic position, not because 
he likes high tariff walls per se. Of course this is not strictly true, but to deny 
it categorically is to deny a significant rôle to rational discussion in the a 
tion of social policy. , 

Nevertheless it does seem true that the welfare economics here proposed 
has a conservative bias. In the nature of things the wideness with which any 
end is accepted depends upon the specificity of that end. As compared with 
the (unknown!) distribution of income in 1939, almost everyone would agree 
that the desired end is a more equal distribution. But, assigning some conven- 
tional measure of inequality, the acceptance of this end shrinks as the goal 
of equality is approached. Witness the less than unanimous approval of the 
$25,000 ceiling on salaries. Until the distant day when the welfare economist 
can assign quantitative orders of importance to various (degrees of fulfill- 
ment of) ends, therefore, it seems necessary for him to recommend only 
gradual changes of policy in many areas. This formal conclusion could, I 
think, be defended on substantive grounds as the only approach which is 
compatible with democratic social processes. 

A century ago John Stuart Mill observed: “Political Economy does not of 
itself instruct how to make a nation rich; but whoever would be qualified to 
judge of the means of making a nation rich, must first be a political econo- 
mist.” His statement implies the still fundamental and unfulfilled task of 
the economist. 


GEORGE J. STIGLER 
University of Minnesota 7 
° This is as good a place as any to remark that of course no economist need accept these 
ruling social judgments (in a democracy!), but then he clearly abandons the réle of the 
scientist for that of the reformer. This does not imply any loss of status. 


” Essays on Some Unsettled Questions (London, 1844), p. 124. 
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Railroad Traffic and Costs 


Since the first careful study of the economic characteristics of the railway 
industry by President Hadley, Ripley, and others in this country and by such 
students as Sax in Germany and Acworth in England, the industry has been 
assumed to be one of the best examples of those economic enterprises char- 
acterized by heavy fixed costs. Thus Ripley concluded that “approximately 
two-thirds of the total expenditure of a railroad and more than one-half of 
the actual operating expenses are independent of the volume of traffic. The 
remaining third of all expenditures, or what amounts to the same thing, the 
other half of the operating expenses, are immediately responsive to any varia- 
tion in business.’ 

More recent students have questioned the validity of such a generalization, 
at least under present conditions.* Statistical examination of the cost of rail- 
way operation has seemed to demonstrate that the greater part of it varies 
in proportion to density of traffic. It is most important to subject cost behavior 
to careful study, for a clear and correct understanding of the performance of 
costs is essential to management of the railroad industry. Rate and service 

. policies are strongly influenced by the conceptions held by management, and 
the daily establishment and revision of such policies play a large part in deter- 
mining the financial success of a railroad enterprise. The custom of railroad 
management has long been to assume that the costs of specific services cannot 
be determined and to accept general principles, based on reasoning rather than 
precise evidence, as guides to rate and service policies. The growth of effec- 
tive competition has, however, produced new rate-making problems and focused 
more attention upon the use of cost as a rate base. 

In attempting to throw more light upon the application of general theories, 
investigations have been undertaken upon two general lines. The performance 
of costs might be traced historically upon a single road to determine their 
reactions to changes in traffic density. Or the relation of cost to density might 
be explored by comparing a number of different lines representing a wide 
range of densities. Both methods are subject to severe disabilities, the first 
because of the changes over time reflected in changing price levels, technology, 
obsolescence, and the like; the second because of differing traffic consists and 
other conditions of transportation on the various lines which must be used.® 

Both methods have been ably pursued by Dr. M. O. Lorenz who has, how- 
ever, recognized the limitations upon statistical comparisons, He considers — 
the second to be somewhat more reliable than the first, since it is free from 
the variations introduced by time. Study of the materials available at the 
time led him to suggest, in 1916, that the gain from a mere increase of traffic: 
(distinct from advances in technology) is greatest in the early stages of rail- 


1W. Z. Ripley, Railroads, Rates and Regulation, p. 55. 

*J. M. Clark, Studies in the Economics of Overhead Costs, chap. XII; K. T. Healy, 
The Economics of Transportation in America, chap. 11 and esp, pp. 194-98; H. Ashton, 
“Railroad Costs and Volume of Traffic,” Am. Econ. Rev., Vol. XXX (June, 1940), p. 324. 

* The effects of trimsportation conditions on different divisions of a railroad upon cost 
behavior are demonstrated in F. K. Edwards, Study of Rail Cost Finding for Rate Making 
Purposes, prepared for the California Railroad Commission. 


1943] ` COMMUNICATIONS 361 


road development. When a density of traffic is reached as great as that char- 
acteristic of leading eastern roads, average unit operating costs tend to be 
constant for the same type of traffic.‘ 

With the help of the more complete and comparable data which have be- 
come available in recent years, the study of railway costs continues to be 
pursued. Healy has suggested, as a result of extended analysis, that railway 
management under modern conditions can quite successfully control costs in 
order to keep them in sympathy with traffic conditions.’ The ability to vary 
standards of facilities and services over a wide range of densities, he suggests, 
was an important factor contributing to the success of the railways in curtail- 
ing costs during the depression years with about the same rapidity as traffic 
declined and thereafter keeping unit costs at substantially constant levels. 
Ashton has studied selected operating data over the period 1922 to 1938, and 
has found substantial variation in performance from what might be expected 
under traditional theory. He concludes that the general pronouncements re- 
garding constancy of the various divisions of operating costs can be accepted 
only within definite limits and that, over periods beyond a month, the variable 
element is dominant.® 

But the earlier students of the problem seem to have been fully aware of 
the existence of limits in the application of their theories. They seem also to 
have noted the failure of statistical evidence over time to lend convincing 
support. Thus Ripley pointed out, after citing a series of index numbers for 
the period 1895 to 1910 prepared by Dr. Lorenz, that maintenance of equip- 
ment appears to have grown more rapidly than the traffic and that mainte- 
nance of way, presumed to be largely constant, actually increased more rapidly 
than transportation expenses which were supposed to be chiefly variable.” He 
pointed out, as partial explanations, the changing price level and the failure 
in the accounts to distinguish adequately between routine maintenance and 
improvements. He stated clearly, too, that everything depends upon the length 
of time under consideration and that, over a period of years, “nearly every 
expenditure, even the fixed charges which appear constant or independent of 
the volume of business, thus become in reality imbued with more or less 
variability.””® 

The significance of the period of time is readily apparent from a considera- 
tion of the changes affecting railroad costs. Increasing returns in the industry 
may result both from a fuller utilization of the existing plant and from the 
application of more efficient methods and equipment.® Over a short enough 
period, such as day to day and week to week fluctuations, little alteration in 
methods, service, or equipment can be accomplished. Hence the movement of 
additional traffic would result in decreasing unit expense within the limits 


*M. O. Lorenz, “Cost and Value of Service in Railroad Rate-Making,” Quart. Jour. of 
Econ., Vol. XXX (Feb. 1916), pp. 205, 218. 


* Healy, op. cit., chap. 11. 

€ Ashton, op. cit., p. 332. 

1 Ripley, op. cit., p. 64. ° 

' Ibid., p. 63. - 
? See Lorenz, op. cit., pp. 209-312. 
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of the available capacity. Over longer periods, however, a host of adjustments 
can be made which vitally affect cost behavior, and the cumulative effects of 
traffic increases or decreases are likely to be reflected, with a certain amount 
of lag, in measures instituted by management either to meet a growing load 
or to control costs in a period of declining traffic. It is possible, over a con- 

_ siderable range of densities, to adjust operations to the needs of traffic and 
hence keep unit costs at a nearly constant level. 

The rich experience of the period from 1929 to date, with its unprecedented 
variety of conditions to be met by the railroad industry, affords an opportunity 
to study a little more closely some of the factors involved in the behavior of 
railroad costs. On first examination a distinct contrast appears between the 
behavior on the downward leg of the cycle, when costs were quite strictly con- 
trolled in consonance with traffic declines, and the sharp upward swing when 
increasing traffic and revenues far outpaced the growth of cost. The apparent 
contradiction, giving support to traditional theory on the upswing but not 
during the period of decline, may not be regarded as evidence of the inade- 
quacy of the theory. For the theory is essentially a static one, involving many 
implicit assumptions on which some light was shed by the comparisons which 
Ripley, Lorenz, and others made with actual performance as noted above. 
Chief among these assumptions are (1) a constant level of technology over 
the time period considered, (2) correct accounting for depreciation to place 
expenses in the proper segment of the cycle, (3) a homogeneous plant in terms 
of the relative technological status of its various parts, (4) a traffic composi- 
tion and conditions of transportation which do not vary substantially in the 
period involved, and (5) constant price and wage levels. 

It will be readily apparent even from the most cursory study of the recent 
operation of the railroad industry that none of these assumptions was valid 
during the depression and subsequent wartime recovery, and that behavior 
in close sympathy with theory could scarcely be expected. Numerous special 
factors characterized the early depression years and suffice to explain, in large 
measure, the excellent control exercised by the carriers over their cost of 
operation. In addition to the well recognized and characteristic. deferral of 
maintenance expenses we may consider, for the purpose of illuminating the 
problem, (1) the lack of homogeneity of railroad equipment and service, (2) 
the effects of technological improvements both-during and prior to the depres- 
sion years, and (3) the changing character of traffic and service incident upon 
the growth of competing modes of transport. 

Every large railroad performs a complex of services, their capacities dif- 


2 The response of costs to a change in traffic depends, in part, upon the conditions exist- 
ing prior to the change. Suppose, as a simple example, a branch line handling a small busi- 
ness accommodated by a single mixed train daily. If, as on many such lines, a conventional 
steam locomotive and cars were in use, the addition of a new manufacturing plant handling 
a few added freight cars per day would require no new train service or additional equip- 
ment assigned to the branch operation. Neither would maintenance or general expenses be 
measurably affected. The added traffic would, therefore, be accompanied by a decline in 
unit costs. If, howevgr, service had been adjusted closely to the traffic by the use of a small 
gas unit, it might have been necessary to provide additional or substitute equipment occa- 
sioning a whole new schedule of costs on a higher level. . 
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ferently adjusted to traffic demands. The equipment available is composed 
of many types and sizes of varying ages and efficiency. A variety of standards 
applies to way and structures and numerous methods of maintenance are 
employed, depending upon local conditions. Sharp changes in traffic volume, 
therefore, provoke a series of marked changes in operating methods, In a 
period of rapid traffic decline, such as that from 1930 to 1932, all but the 
most essential maintenance is dispensed with. Equipment is run as long as 
possible, then stored as it becomes bad order. Only sufficient cars and locomo- 
tives are maintained to meet the needs of traffic. The older power is white- 
leaded or retired and the work is done by the more modern equipment. These 
developments enabled the railroads, in the face of declining traffic, to break 
records for fuel performance, trainload, and train speed during the depression 
years, The greater proportion of transportation produced by modern equip- ` 
ment outweighed the difficulties of loading services to capacity. 4 

In maintenance of way, too, economies were secured not only by deferral, 
but also by the reorganization of methods and performance of a greater pro- 
portion of the remaining work with available modern machine equipment. 
The organization of section gangs was revised, section motor cars and inspec- 
tion cars of new design were secured to enable the work to be done with ` 
smaller forces, and system gangs were established for rail laying and other 
specialized work. Mechanical equipment for use in rail laying, ballast clean- 
ing, tie tamping and other maintenance operations was introduced with some 
rapidity even during years of depressed earnings. The use of off-track equip- 
ment, with consequent reductions in work train expense and diminished inter- 
ference with regular train service, was especially characteristic of these years. 

More important were the results of improvements undertaken years before, 
but which began to have noticeable effect only during the last ten or fifteen 
years. The use of heavier rail sections, treated ties, larger tie plates, and 
improved drainage systems spread gradually over the railway systems, notable 
progress being made on lines of heavy density throughout the twenties. 

The long-term results of organizational and technical improvements are 
observable to some extent from the results on certain roads that have already 
passed their 1929 volume. The Southern Pacific is a good example, for its 
1940 freight trafic exceeded that of 1929 and its 1941 traffic was 48 per cent 
ahead of the 1929 volume. Passenger traffic showed a somewhat slower growth 
but was, by 1941, 15.6 per cent ahead of 1929. Despite a higher wage level 
and increased prices for many operating and maintenance supplies, the 1940 
traffic was handled at an operating expense 23 per cent below that of 1929 
and even 1941 expenses did not reach the 1929 level. Consequently, operating 
expenses per ton-mile declined substantially in 1940 as compared with 1929, 
and further notable improvement occurred in 1941. 

Railroad unit operating costs were affected in another and favorable way 
after the late twenties by the very developments that were responsible for 
the decline in the relative importance of railroad transportation. For motor 
vehicle competition struck most heavily at the railroads’ short-haul and less 
than carload business, and at some of the highest rated long distance business 
requiring exacting service. These categories of railroad traffic were precisely 
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those for which the railroad, essentially an instrument for long-haul mass 
transportation, was least adapted. Indeed it is an open question whether much 
of the short-haul and less-carload traffic had not been carried for years at an 
actual loss. To be déprived of much of this traffic was more of a blessing than 
might be supposed, for it permitted concentration more and more upon mass 
transport and an accompanying reorganization of services and operating meth- 
ods. This was a factor of great importance aiding in the control of costs at a 
time of diminishing business. 

In the upturn following the outbreak of the war we find an apparent rapid 
return to traditional cost behavior, Ability to handle large increases in traffic 
with relatively slight increase in operating costs has been demonstrated re- 
peatedly both by individual roads and by the railways as a whole during the 
last two years. This result has been secured despite the necessity to take up- 
„a large amount of deferred maintenance, especially in the rehabilitation of bad 
order cars and unserviceable locomotives, and despite the inevitable ineffi- 
ciencies resulting from the employment of considerable numbers of green men. 
The accompanying table compares traffic and operating expenses in recent 
years with 1937. It will be noted that after 1939 expenses grew much less 
rapidly than traffic. Maintenance expenses appear somewhat less stable than 
transportation expenses in this comparison, but results would have been quite 
otherwise had 1940 and 1941 operations not been characterized by intensive 
improvement of way and structures and rapid reduction in the proportion of 
unserviceable equipment in anticipation of much heavier war traffic. 


TRAFFIC AND OPERATING Expenses or Crass I RAILROADS AS A Percent or 1937 











Items 





Revenue Ton Miles 

Revenue Passenger Miles 

Operating Expenses (incl. taxes and rentals) 
Maintenance of Way 

Maintenance of Equipment 

Traffic ' 

Transportation 

General and Other 


` 





a The expense figures include, of course, the wage increase which somewhat distorts the 
result. 


i 


The remarkable extent to which the carriers have been able to absorb traffic 
growth without substantial expansion of physical facilities, and their ability 
to improve their earnings position in the face of higher wages and growing 

_unit material costs have been of great aid in the prosecution of the war effort. 

Cost behavior during the upsurge of war traffic has not, however, repre- 
sented simply a closer approach to capacity operation, enabling the spreading 
of relatively fixed costs over a greater volume of business, Other factors have 
complicated the picture. Not the least important has been the changing com- 
position and chardcter of traffic and the external help that has been secured 
from shippers and from the government in handling it efficiently. Thus the 
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emphasis upon mass transport has become even more marked, the average haul 
has increased considerably, and notable improvement has been made in car 
loading. These developments could scarcely have occurred without the stimulus 
of wartime necessity, but have had marked influence in promoting efficiency 
in railroad operation. In the last year, too, maintenance expenses have been 
held down by materials shortages and it has not only been impossible to take 
up all of the deferrals from the depression years, but difficult to maintain 
existing standards. 

- It appears that, looking back over the depression period, the railroads were 
outstandingly successful in controlling their maintenance and transportation 
expenses as traffic and earnings declined. This resulted in part from the in- 
genuity of management in adjusting operations to meet changing conditions, 
in part. from the possibility of performing an increased proportion of railroad 
service with the more modern equipment, in part from changing traffic charac- 
teristics, and in part from the backlog of improvement and service life built 
into the roads in previous years. Present experience indicates, however, that 
the assumption that railroad operating expenses increase less rapidly than 
traffic during periods of sustained traffic growth continues to have substantial 
validity. Were it possible to handle the added traffic with modern facilities 
and equipment, rather than obsolescent units which were idle during depressed 
traffic, the spread between the two rates of growth would undoubtedly be 
larger. 

This performance results from the substantial fixity of certain elements of ` 
expense over varying periods of time and in large, but perhaps scattered, areas 
in the industry. The presence of such fixed expenses coincides chiefly with” 
excess capacity. As traffic reaches higher volumes. various facilities on any 
large railroad begin to approach capacity utilization at the same time that 
other facilities still retain a large margin to care for additional traffic. At 
length diseconomies resulting from congestion of certain facilities may out- 
weigh the economies that might result from taking up the remaining capacity 
of complementary facilities. At this point expansion of the railroad plant would 
become necessary to overcome operating bottlenecks and, when excess capacity 
had again been introduced at key points, the earlier performance of operating 
expenses might be substantially repeated. War traffic has emphasized the 
inadequacies of certain segments of the railroad plant, but it seems unlikely 
that peacetime traffic will ever again compel substantial increases in railroad 
capacity. 
Ernest W., WILLIAMS, JR. 

Washington, D.C. a 


Measuring the Inflationary Gap 


The term inflationary gap is extensively used to describe the difference 
during a given period of time in the near future between expected consumer 
purchasing power and the value, at present prices, of available supplies of 
consumers’ commodities and services, Economists using the term inflationary 
gap have recognized the difficulty of estimating the size of the gap. Most of 
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_ the discussidns of the inflationary gap also leave the impression that this gap, 
` if not closed by.increased taxation or increased saving invested in government 
securities, will be closed by rising prices which cause expenditures for con- 
. sumers’ commodities and services to exceed the estimate used in calculating 
the gap. In consequence, for any past period the statistical quantity forecast 
as an inflationary gap is presumed to disappear, 
JThe purpose of this note is to define the concept-“of the inflationary gap 
more precisely, to show that the concept is applicable to past periods as 
well as to the future, and to state the methods by which it can, be mepaaied 
we a fair degree of precision. 

The concept:of the inflationary, gap as the difference beige consumer 
spending power and available, supplies needs sharpening, both because ït is 
somewhat ambiguous and because neither term is sufficiently inclusive. It is 
ambiguous because, when approached statistically, it breaks down into at 
least two separate quantities, one of which is a potential, the other a real, 
inflationary gap. The terms are not sufficiently inclusive because the neces- 
sary measures of “spending power” and of “available supplies” for the prob- 
lem at hand are. broader than consumer spending power and supplies of con- 
sumption goods. Business funds, such as undistributed earnings and deprecia- 
tion allowances, are also in excess of the available supplies of capital goods 
for which they’ are normally used and thus are also “funds seeking a place 
to go.” 

“The best measure of available spending power is “gross income flow,” 
` which is defined as the amount available to individuals and business enter- 


os prises for acquisition of consumers’ goods, capital purposes, and the support 
` of government. Gross income flow in the United States in 1941 is estimated 


` at 128 billion dollars and in 1942 is estimated at 159 billion dollars. A figure 
of 190 billion dollars is forecast for 1943. 

e corresponding concept of “available supplies!”—for a.past year—is 
the amount of expenditures upon consumers’ goods and upon capital goods 
for business use, including residences. This concept applied to the coming year 
is the amount of expected expenditures for these purposes, assuming no change , 
or only a moderate change in Bi oE for consumers’ commodities 
and services are estimated at 78 billion dollars in 1941 and at 85 billion dol- 
lars in 1942, including occupancy value of homes occupied by their owners. 
The forecast for 1943 is 80 billion dollars.? -Expenditures for capital goods 
for business use, including residences, are estimated at 21 billion dollars in 
1941, 9 billion in 1942 and forecast at 2 billion for 1943. The forecast for 
1943 is based on the assumption that purchases of capital goods will be largely 
ea by reduction in manufacturers’ and dealers’ inventories. . 

o arrive statistically at an outside measure of the inflationaty gap we can 
take the difference between the gross income flow, on the one hand, and ex- 


1 Estimates of gross income flow in the United States in 1941 and 1942 are given in my 
article,- “Relation of Government Financing to Gross Income Flow,” Survey. of Current 
Business, Apr., 1943.° 

* This figure is based on an assumption of continuance throughout the year of the level 
of prices prevailing early in the year. 
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penditures for consumers’ goods and capital goods for business use, plus taxes, 
on the other. The estimates for 1941 and 1942:and the forecast for 1943, in 
billions of dollars, are as follows: 

194] . 1942 1943 


Gross i income flow 7 am 128 159 190 
Deduct: l 
“Expenditures for consumers’ sits 78 - 85 80 
Expenditures for capital goods for business use 21 te 9. 2° 
Taxes paid by individuals and business 20 29 43 
Balance—potential inflationary gap 9 * 36 65 


To arrive statistically at the next- concept of the inflationary gap we need 
to take into account sums loaned to governméint,.change in indebtedness of 
individual and enterprises to banks, payments. received from the govern- 
ment for previously existing property, and prepayments for goods to be de- 
livered in the future. Estimates of these for 1941 and 1942, and forecasts for 
1943, on the basis of present tax rates and anticipated ‘sale of government 
securities, are given below, together with the new balance after taking them 
into account. ba : 

` 1941 1942 1943 
Potential inflationary E R above 9 36 65 
Add (+) or deduct (—): 
Federal government. obligations acquired by in- 
dividuals and business, minus estimated reduc- 
tion in holdings of state and local kovetmieal 
obligations (excluding banks) —6 —20 - 43 
Increase (1941) or decrease (1942 and 1943) in : 
indebtedness of individuals and business to 
banks +2 —4 —6 
Cash received for existing property sold to the 
government and as prepayments on goods to 
be produced ' i +1 +2 +1 
Balance—inflationary gap (actual, 1941 and 1942; 
forecast, 1943) 6 14 17 


This inflationary gap has a teal monetary significance. It is the amount of 
increase in bank deposits and currency held by individuals and business enter- 
prises. It is also, in a war economy, the amount that the government borrows 
from banks, in excess of the reduction of indebtedness of other borrowers 
from the banks, adjusted for changes in the cash balance of the Treasury. 
Governmental ‘financing increases the deposits and, currency in the hands of 
individuals and business énterprises by that amount. In a peacetime economy, 
it is the net change in the indebtedness of individuals, business and govern- 
ment to the banks with adjustments for international transactions and pro- 


duction of monetary metals. fore available for meas- 
uring the inflationary gap: 
cess of gross income flow over expenditures for consumers’ ? goods, 
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` capital goods for N use, taxes, purchase of government securities, and 
reduction of indebtedness to banks; 

2. Net change in bank loans and investments and monetary metal mds 

-which, under present circumstances, is the amount of government borrowing 
from banks in excess of reduction of indebtedness of other borrowers to the 
. banks; 

3. Increase i in bank deposits and currency in the hands of individuals and 
business, 

These three methods of measuring the inflationary gap yield results. which 
are nearly identical. There are other factors, such as the change in bank cap- 
ital and change in indebtedness to government credit corporations, which 
must be considered to obtain a perfect identity. However, under most circum- 
stances, these items can be neglected, when the figures are rounded to billions 
of dollars. 

Estimates of the inflationary gap by these three, methods for 1941 and 
1942, and forecasts for 1943, are given below, in billions of dollars ~ 


1941 1942 1943 
Excess of gross income flow over expenditures for ~ l 

consumers’ goods, capital goods for business use,- ` 

taxes, purchase of government securities, and ; 

reduction of indebtedness to banks 6 14 17 
Net change in bank loans and investments and in i 

monetary metal stocks, adjusted for change in 


cash balance of the United States Treasury 6 14 17 
Increase in bank deposits and currency in the hands r 
of individuals and business ` 2 6 14 17 


V When these processes are used in measuring the inflationary gap, it becomes 
clear that the gap cannot be closed by rising prices and the resulting increase 
in the total amount paid for consumers’ goods. Use by individuals of the in- 
creased cash coming into their hands to bid up prices of consumers’ goods does 
not close the gap, since it does not decrease, or slow up the rate of incre 
in the cash in the hands of individuals and business. This use:of increased c) 
by individuals merely transfers the cash from individuals to business en 
prises, which then attempt to pass it back by hiring labor to make more h . 
priced goods. Gross income flow and consumer expenditures are both incre |’, 
by this process, leaving the inflationary gap unchanged. /. ° 

An inflationary gap resulting from government financing is closed wh 
only when, the government borrows from the banks a sum no larger- th’. 
. decrease, during the same period, in the loans and “other securities” (f 
debtedness of borrowers other than the government) held by the bank 
is, the inflationary gap is closed when the government obtains all of 
it spends by a combination of the following methods: (1) taxation, (2 


LE tetee n 
? More detailed figures of the items waited into all three of these estimates for 1941 and 

1942, with source references, are given in the tables in my article in the Survey of Current 

` Business, Further details regarding the forecast for 1943, and a revised forecast taking 

into account the increase in prices resulting from the inflationary gap, will be published 

in a ac article. 


1948) << COMMUNICATIONS 369° 


revenue, which is very small, (3) borrowing from individuals and business 
“enterprises other than banks, and (4) borrowing from banks, including both 
commercial banks and the Federal Resérve banks, an amount no greater than >` 
the decrease i in indebtedness of other borrowers to the banks. _~ 
CLARK WARBURTON 

Washington, D.C. 


Price Discrimination in Steel: A Reply 


Ber he June, 1942, issue of the Review, Dr. George J. Stigler offers a crit- 
icism of the T.N.E. C. monograph no. 41, Price Discrimination in Steel. He 
argues, first, that a marked decline in steel price with an increase in size of 
shipment, which is indicated by the data presented in the monograph, may 
be due merely to the lower published extra charges on larger shipments, rather 
than to hidden price concessions to -Marge buyers. This contention may be 
briefly examined. 

The decline in extra charges with increasing size of shipment, which ac- 
counts for most of the decline in the mill net figures, as shown in the mono- 
graph, may be due to- (1) a decline in the published quantity extras, (2) a 
decline in the published quality extras, and (3) hidden concessions from the - 
extra charges obtained by large ‘buyers. 

In regard to the first possible cause, a comparison may be made between 
the decline in the mill net as shown in the monograph and the comparable 
published figures; the percentage decline in the mill net from the smallest to 
the largest class interval may be compared to the corresponding percentage 
decline in the published base price plus the applicable quantity extras. The , 
’ comparison can not be exact for the reason that the class intervals on small 
shipments to which the published quantity extras apply are usually somewhat 
different from the 1 to 3 ton class interval used as the smallest grouping in 
the monograph. However, as may be noted from the third column of the fol- 
lowing table, which indicates the nearest comparable class interval of the 
published quantity extras, the two sets of figures are close enough for purposes 
of contrast, especially since the lower limit of the class interval used for the 
published figures is one ton or under.? 


, Publisked Base 

Product Mill Net Price Plus Extras* Class Interval 
Heavy Structural Shapes “15.7 i 0.0% 1 ton & over 
Wire Rods - : 34.7 4.8 5 tons & under 
Plain drawn wire 20.1 5.8 .5 to 20 tons 
Hot rolled sheets ' 23.7 0.0 . 1 ton & over 
Cold rolled sheets 193 : 0.0 1 ton & over 
Hot rolled. strip ` 36.8 0.0 1 ton & over 
Cold rolled strip - - . 48.1 8.2 1 to 3 tons 
Plates i 18.1 26.3 1 to 2 tons’ 


è The published p prices are present prices; the prices in the monograph are those of Feb., 
1938. However, the changes in published steel prices on these products have been negligible 
since that date. ~ 


*On shipments of less than one ton, published quantity extras are generally large; such 
shipments, however, were, with few exceptions, not included in the primary data on which 
the monograph was based. 
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Thus, in the case of cold-rolled strip, which is used by Dr, Stigler as an © 
example, the percentage decline in the mill net figures between the smallest ` 
(1 to 3 tons) and the largest (300 to 1,000 tons) size groupings amounted to 
48.1 per cent, But the decline in the published figures (i.e., base price plus 
quantity” extras) between the same size groups. is only 8.2 per cent. In other 
words, the decline in the published quantity extras comprises only a small 
part of the total decline shown in the monograph. This generalization, as may 
be noted from the table, is true of all the other products analyzed in the 
monograph, with the exception of steel plates for which the pablsnes queasy, 
extras on very small shipments are comparatively high. 

For Dr. Stigler’s contention still to. be tenable, it would be necessary that 
the remainder of the decline in the mill net (i.e., that which i is not dué to the | 
small decrease in: the published quantity extras) ‘be caused by a decline in 
published quality extras. The assumption, however, that large buyers generally 
purchase steel'of lower quality than small buyérs simply has no justification 
` in fact. Rather, the converse tends to be true. In the monograph, it was pointed 
out that “. . . quality demands on large orders are frequently very exacting” 
(p. 23). This represented a considerable understatement. The practice of the 
automobile industry in demanding, and obtaining cold-rolled sheet and strip 
of extraordinarily exacting quality specifications is a well-known case in point. 

Thus it does not appear that a decline either in published quantity extras 
or in published quality extras, or in both, could be responsible for more than 
a small proportion of the decline shown in the mill net figures. Eno 

This indicates the existence of hidden concessions from extras, and it was 
concessions of this type which were regarded in the monograph as discrimina- 
tory. But Dr. Stigler argues that these concessions might be justifiable on cst 
grounds and therefore would not'be discriminatory. 

This may or may not be true. However, this argument that hidden conces- 
sions are not discriminatory if they reflect decreases in costs would indicate, 
if such were the case, that the published extras are discriminatory. In addi- 
tion, the argument is rather academic since no cost data by size of ship- 
ment are available (or likely to be available because of the tremendous prob- 
lems of statistical compilation involved) and since it appears unlikely that 
decreases in costs would be equal to the declines in the price figures, as shown 
in the monograph. One reason that the declines in costs would probably be 
less than the declines in prices is the fact that each shipment usually does not 
represent a separate rolling, since it is the practice of steel mills to group 
together a number of qualitatively similar orders which are then run as one 
rolling. 

Finally, in trying to make the point that price discrimination might not - 
be indicated by the data in the monograph, Dr. Stigler overlooks the declines 
shown in the base prices. These declines can only be regarded as discrimina- 
tory, since for a given product the base price is supposed to be the same for 
all buyers, regardless of the quantity or quality of the purchase, Ge l 

Jonn M. BLAR 

Washington, D.U. l ie 
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; ' Economic Theory; General Works, , 
f Determinants of the Rate òf Interest. By Hastincs Lyon. (New York: Fels- 
berg. 1942. Pp. 71. $1.00.) 
From the Preface to this little book-o one pie that it is intended mainly as 
an exposition of interest theory’ for “the man who is familiar with financial 
‘ matters, but has not read: much i in- ‘the. works of economists”; but there is an 
implication that it may be of some interest also for economic theorists, since 
the hope is expressed that the author has “not completely failed to achieve any 
new idea at all.” Unfortunately, it is doubtful whether many practical men of 
finance will have the patience to read it, for the language is too abstract and 
cryptic to be easily followed; and it is scarcely likely that the book will be of 
much value to economists, for there is little in it that is new, while the theory 
presented is not abreast-of current developments in this field. The determinants 
of the interest rate are represented as entirely psychological, following, in the 
‘main, the well-known views of Irving Fisher (whose influence Mr. Lyon freely 
l acknowledges). There is no recognition of marginal productivity, nor is there 
any discussion of the more recent monetary theories of interest. 

There is considerable discussion of the shifting of funds between the primary 
and secondary capital markets, and of: the disparity between individual savings 
and investment. This part of the book is somewhat better, for here Mr. Lyon 
shows his familiarity with the working of the financial markets; but the 
theoretical analysis at this point is not pushed far enough, perhaps because the 
idea of the circuit flow of money is not introduced. For instance, the view is 
developed that, when the volume of individual savings falls short of invest- 
ment, the excess of the latter is “absorbed” by a fall in the market value of 
outstanding securities or by an increase in bank loans; but the involuntary 
saving which results from the effect of expanding bank credit on prices is not 
traced. Again, it is stated that when individual savings exceed the amount of 
new investment, the excess of the former is “absorbed” by rising security prices 
in the secondary capital market; but just how this “absorption” really dis- 
poses of the money withdrawn from consumption and what are its subsequent 
effects are nowhere explained. . 

Some of .the ‘illustrations in the book are very apt, and here and there a. 
sparkling thought i is to be found. For instance: ‘‘Capital is the embodiment of 
‘invention. . : . Many pity those who have ‘come down in the world,’ but do not 
pity those fic have failed to rise. . .. The mortality of a man is a wedge which © 
splits his psyche.” But as an exposition of the theory of interest, the work 
leaves much to be desired. s 

3 RAYMOND T. BYE 
: ETE of Pennsylvania ; 
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Economic History 


Anglo-Dutch Commerce and Finance in the Eighteenth Century. By CHARLES 
Wison. Cambridge stud. in econ. hist. (New York: Macmillan, 1941. 
Pp. xviii, 235. $3.50.) 

A story used to go the rounds among economic historians that no one could 
do extensive research in the Dutch archives and keep a firm hold on his mental 
faculties. A German scholar had tried it and, after publishing a monograph, 
had ended up in an asylum. I do not know what fate awaited Mr. Wilson 
after writing his small book on Anglo-Dutch trade and finance in the eight- 
eenth century. I hope it was a better one; for he deserves it. But I do know 
that, notwithstanding abundant evidence on many pages of close, first-hand 
acquaintance with the Dutch archives, the book itself is far saner and easier 
to follow than most of the historical monographs written in this country by 
American scholars who have never exposed themselves to the damp and dark- 
ness which often surround original sources, tucked away in the recesses of 
foreign countries. 

It would seem to be the proper object of reviewing, an art that is not always 
practiced with distinction or even with scholarly responsibility in our learned 
journals, to tell readers what the author has attempted to do, how success- 
fully he has done it, and how important the task was, Mr. Wilson’s intention 
has been to fill a gap in our knowledge of the commercial and financial history 
of modern Europe and he has done it very well. 

The rapid rise in early modern times of the tiny Dutch state, with some 
two million people, to the front rank among the economic powers of a Europe 
with more than a hundred ‘million people, has never been adequately ex- 
plained. Mr. Wilson is not concerned primarily with the economic rise of 
Holland, which took place at the end of the sixteenth and during the first | 
half of the seventeenth centuries. But, indirectly, he sheds a shaft of light on 
the subject, which is new to me. As is well known, the great sources of Dutch 
wealth were the fishing and the carrying trades. The ships of Holland came 
to carry a great portion of the foreign commerce of the principal European 
powers. They even participated to some extent in the coastal carrying trade 
of France and England. One of the mysteries has been why Holland man- 
aged to prosper when the country was so frequently (we might almost say so 
incessantly) at war. Mr. Wilson shows that, in the early eighteenth century, 
when the Dutch were losing their place as carriers for other nations, wars 
provided an artificial stimulus to Holland; for the principal powers, being 
unable to deal directly with one another in time of war, reverted to the old 
system of indirect trading through the Dutch. Is it not possible that, much. : 
earlier, the effects of war for Holland were somewhat similar? So long as she ` 
could retain sovereignty over a portion of her territory, her ships were free 
to operate for others, and the very struggles which threatened her existence 
on land provided a stimulus to her life at sea, which was the basis of her 
wealth, í 

Mr. Wilson’s themes are the waning of Dutch commercial power and the 
maintenance and increase of the place of the Dutch as financiers for Europe 
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in the middle of the eighteenth century. He sets about to establish that Hol- - 
land maintained its leading position in trade rather later than has been sup- 
posed. It was not until after 1730 that this position deteriorated. My impres- 
sion is that he is probably right in so far as Holland’s relative position in the 
` carrying trade is concerned, but that his argument is likely to create in the 
mind of the reader a somewhat false impression about the course of Dutch 
economic history as a whole. It would be a mistake to conclude from his evi- 
dence that the last half of the seventeenth century and the first thirty years 
of the eighteenth were for Holland a time of economic expansion comparable 
to that which occurred during the lives of Hals and Rembrandt. Actually, 
Wilson offers no quantitative evidence to show that there was much increase 
in commerce after 1680, when Holland was admittedly emerging from some- 
thing of an economic depression. In no state in Europe was the volume of 
industrial production or even the volume of trade increasing between 1640 
and 1730 at nearly as rapid a rate as they had increased in England between 
1540 and 1640 and in Holland between about 1585 and 1648. So it is not an 
indication of rapidly increasing prosperity that Holland was able to maintain 
its relative commercial position between 1648 and 1730. 

During and after the 1730’s and: 1740’s there was a notable acceleration in 
the rate of industrial and commercial progress in France and England and in 
most other countries of Europe. In that acceleration Holland had no part; 
neither industrial production, which had begun to wane even before commerce, 
nor trade grew. Consequently Holland lost its position as a leading economic 
power, except in so far as Dutch financiers were able to place their wealth at 
the disposal of French, English, eee Spanish and Italian industrialists 
and traders. 

For persons who are able to interpret Mr. Wilson’s pages in the light of a 
general knowledge of European economic history, his book will be of much 
value. He handles his materials with skill. He writes from a background of 
culture and with a sense of the value of local flavor which add much to the 
interest of his book, but without any of the fuss that mars the pretentious 
parade likely to result from a newly acquired and superficial contact with 
artistic and civilized values. His monograph is welcome, for it will be of defi- 
nite use in the reconsideration and reinterpretation of modern European eco- 
nomic history which is no less needed than the reéxamination of medieval 
economic history undertaken by historians such as Power, Postan and, above 
all, Pirenne. The reconstruction that is wanted cannot be carried through 
fruitfully if economic history is made a separate, exclusive subject. The op- 
portunity to rewrite economic history offers an opportunity to write integral 
history. Here Mr. Wilson’s cultural background is a help. But to inflate an 
„excellent monograph about a small subject into a great work of creative 
scholarship would be the last thing that he himself would wish. That would 
be a disservice to the admirable Cambridge school of history, under whose 
auspices his work is published. 

Joan U. NEF 

University of Chicago i 


” 
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The Wool Trade in English Mediaeval History. By Exzen Power. Ford 
lectures. (Oxford: Oxford Univ. Press. 1941. Pp. viii, 128.) 


Professor Postan, to whom has fallen the sad task of seeing his wife’s lec- 
` tures through the press, tells us that Miss Power composed them in advance 
of her main work on the wool trade in medieval England. “She intended,” he 
says, “to complete the work in the course of a long planned and eagerly an- 
ticipated sabbatical leave in 1940, and there would have been no point in 
forestalling it by the publication of a brief summary of its conclusions in lec- 
ture.” Miss Power’s sudden death on August 8, 1940, took place in the‘midst 
of the Battle of Britain. The London Times for August 9, which carried news 
of her death, also reported in large type “53 Raiders Shot Down in Channel.” 
For many months, as Professor Postan remarks, the notes and persons of 
British scholars were to remain at the mercy of the Blitzkrieg. When he had 
examined Miss Power’s papers, he deemed it important “to publish and thus 
to salvage what can be made ready without delay.” What we have before us 
is the bare text of the lectures as they w were written for delivery at Oxford 
in January, 1939. 

In a larger book Miss Power would no doubt have set forth her arguments 
in elaborate form, qualifying her conclusions where that was necessary, and 
illustrating them with the apt quotations and the arresting—often amusing— 
detail’ for which she was famous. But it would be a mistake to suppose that 
these lectures, even though a “bare summary,” are lacking in light and shade. 
They are no hasty, inexpert attempts to reduce a difficult subject to a few 

_ simple formulas. Rather, they are the fruit of fourteen years of solid work 
among the sources, presented by a historian who was master of the art of 
generalization and whose knowledge of her subject was always vivid and close 

` to the men and women of whom she wrote. 

Miss Power’s treatment of the English wool trade in the Middle Ages deals 
not merely with the economic but also with the constitutional and social sig- 
nificance of her subject. The topics she discusses are these: what sheep pro- 
- duced English wool and who raised them; how the purchase and sale of wool 
was organized; why the taxing of wool caused constitutional problems; why 
there was dispute about the sale of wool in staple towns; and how the develop- 
ment of the wool trade influenced social classes. 

Her main conclusion is that the middle years of the fourteenth century 
the time of the Black Death and the beginning of the Hundred Years’ War 
—coincided with an important change in the wool trade. At about this time 
the bulk of the sheep raising was taken over by tenant farmers and peasants, 
the production of wool began to decline, and the large financier gave way to 
the association ‘of lesser men organized in the “quasi-monopolistic English 
Company of the Staple at Calais.” Parliament, which had opposed taxes on 
wool because they depressed the price to the producer, began about the year 
1350 to recognize that the king needed a new source of revenue, and from 
this time forward it was satisfied to replace the “maltolte” granted by the 
merchants by “a regular subsidy granted by itself.” 

On the social "significance of the wool trade Miss Power has this to say: 
“The historical development of that trade resulted first of all in raising up 
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a class of great capitalists and thei. of leveling down the ee . Indeed 
the whole fifteenth century was like that; an age on the land and in the town 
alike of a more widespread but a more modest prosperity than that of the 
years when the Great War began.” . 

. The discussion of these subjects is at all times authoritative and vivid: 
it provides for the specialist and for the general student of history an explana- 
` tion of how and why much of the commerce, the politics, and the social sys- 
tem of medieval England “was built upon wool. id 

For the present reviewer Miss Power’s treatment of the subi appears to 
have but one shortcoming. Important as the wool trade was and unique as 
were many of its characteristics, yet it needs to be considered as one of the ' 
trades of medieval England. It ‘would, therefore, seem reasonable to devote 
some time to setting the organization and historical development of the wool’ 
trade alongside those of two or three other contemporary trades, 

These lectures are in a sense a fitting conclusion to Miss Power’s brilliant 
career. For not only do they display her range of knowledge and her skill 
of thought and expression, but by their very form—part book, part seminar 
discussion—they remind us that she was equally successful as writer and 
teacher. She was an excellent lecturer, but even more she had the gift of per- 
suading many of her better students to carry forward the study of economic 
history. This she did in part by pointing out to them attractive subjects for ` 
study. But with her as with all great teachers much of the power to inspire 
students came from the fact that she herself was so charming and generous 
a person and obviously enjoyed the work that she was doing. 

Her success as a teacher was well rewarded. As soon as she finished her 
graduate work at the London School of Economics in 1913, she became Direc- 
tor of Studies in History at Girton College, Cambridge. There she remained 
until 1920 when, after holding the Kahn Fellowship and traveling widely in 
China and India, she returned to London to become successively lecturer, 
reader, and professor. Shortly before her death she resumed her teaching in 
Cambridge and so arranged her affairs that she taught her Cambridge pupils 
during the daytime and her London pupils in the evening. The capacity for 
hard work was one of her characteristics. Professor Alexander once said of 
Miss Power that “she combined the graces of the butterfly with the sober 
industry of the bee.” 

Her historical writings are to be found in a number of books published in 
the years since 1919. Of these the principal are Tke Paycockes of Coggeshall, 
Mediaeval English Nunneries, Mediaeval People, and The Good-man of Paris. 
With Professor Postan she published Studies in English Trade in the Fifteenth 
Century and with Professor Tawney she edited Tudor Economic Documents. 
She contributed a famous chapter to the Cambridge Mediaeval History and 
with Professor J. H.'Clapham she planned the Cambridge Economic History. 
All her written work was distinguished by its simplicity and liveliness. Indeed 
she seems always to have kept in mind the idea expressed in the Preface to 
one of her earlier works: “History, after all, is valuable only in so far as it 
lives, and Maeterlinck’s cry, “There are no dead,’ should always be the his- 
torian’s motto.” Miss Power made history live. Her writings about medieval 
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life, her teaching at London and Cambridge, and her prominent part in all 
enterprises for the advancement of economic history won for her a place in 
the historical world which no women and few men have equaled during the 
twentieth century. ; . 
F. G. MARCHAM 
Cornell University 


The Standard of Living in 1860. By Encar W. Martin. (Chicago: Univ. of 
Chicago Press. 1942. Pp. x, 451. $4.50.) 

Mr. Martin states his purpose as follows: “It is my wish to make some 
contribution to an understanding of economic history by describing the level 
of living at one time and place—the United States on the eve of the Civil 
War.” This is no mean task for a country that included rapidly expanding 
cities into which in any one year poured tens of thousands of people from 
nearby areas as well as many European countries; a pioneer life on a frontier 
. that extended thousands of miles and was pushed steadily onward by a 
motley assortment of people, across seemingly endless plains; long-settled 
communities in the East with comfortable homes and well-established tradi- 
tions in striking contrast with those which gave America her Wild West 
legends, where living was crude in the extreme and where everyone was, as it 
were, on the make, living largely for future rewards that were to be theirs; 
communities dominated by democratic ideals and others with a social heir- 
archy of white masters and black slaves combined with poor whites of uncer- 
‘tain social status. In spite of these variations, the author has managed to 
include all important segments of American society and to give information 
covering a very large part of consumption. Consequently many people will 
_ find much of interest in the book. 

The description of consumption largely follows the traditional family budget 
categories of food, housing, clothing, education, recreation, medical care. In a 
very sketchy “conclusion” of 12 pages the author attempts to give something 
of an all-over picture, presenting limited data on incomes and expenditures 
and what appear. to him as the high lights of “An ‘American’ Standard of 
Living.” When consideration is given to the immensity of the task, the selec- 
tion of source materials, and the difficulties inherent in the interpretation of 
facts, most people will be inclined to feel that Mr. Martin has done a careful, 
painstaking piece of work. 

Nevertheless the description leaves much to be desired. Despite assiduous 
research gaps remain in the story. Some of these the author points out, More 
serious is the fact that the reader in many places is likely to feel surfeited by 
a plethora of details presented with too little distinction being drawn between 
the important and the unimportant, One feels that the author was reluctant 
to omit any detail unearthed that had any relevance whatever. Summaries at 
the end of chapters, and sections within them, catching in a few sentences 
the qualitative aspect of consumption and bringing the major quantitative 
relationships into» proper perspective would have contributed much. 

The development of a greater understanding of the social process is an im- 
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portant contribution of economic history. For this, dynamic not static pictures 
are needed. The author believes that a history of the standard of living should 
help “to explain how and why the level of consumption changed and why it 
changed where and when (and at the rate) it did” (p. 2). In his conclusion 
he states, erroneously it would seem, that “the preceding chapters should have 
made clear the difference in content between the standard of living in 1860 
and that of today” (p. 393). It is true that for some things for some com- 
munities readers will have the necessary information for the comparison, but 
few persons have put together from current sources the information of the 
varied aspects of modern life to correspond to the pictures presented by Mr. 
Martin. Furthermore, certain distortions growing out of a failure to appraise 
the relative importance of various details make very difficult certain com- 
parisons even by those well-informed about the present “standard of living.” 

Historians can contribute to an understanding of the forces underlying. 
change, as well as to the changes which have occurred. They should through 
their investigation of various eras and communities help to make clear the 
significance of changes now taking place under our eyes. To present a con- 
glomeration of facts about what consumption is like does little to explain 
what has made it the way it is or what is making it change. A historian may 
feel that it is enough for him to present the facts describing some phase of 
life for any one period, that his work added to that of others will provide the 
records for someone else to undertake the analysis and synthesis that gives . 
meaning to the dynamic process. Such records are important. It would, how- 
ever, seem that a greater contribution would come if the investigator, out of 
his familiarity with social processes, developed hypotheses concerning the 
forces that were shaping the aspect of human life being studied—in this case 
consumption—-and' constantly tested these in examining the facts that his 
study brings to light. Such hypotheses, subject to modification as investiga- 
tion proceeds, set a framework within which questions are posed. Without 
` such a framework the examination of forces and inclusion of facts concerning 
the influences are likely to be very haphazard. 

Although Mr. Martin gives primary attention to the description of con- 
sumption, a search for forces shaping it is not entirely overlooked. The re- 
viewer’s impression is that the author paid his respects more frequently to 
production factors than to those growing out of attitudes, beliefs and aspira- 
tions as to what was a “good” life, although he leaves little doubt that people 
in general felt that it was being achieved. Here and there attention is given 
to the effects of the urge to succeed in enhancing the importance of educa- 
tion, cutting down leisure time, and bringing conspicuous consumption. The 
bearing of democratic ideals on consumption is occasionally revealed, as well 
as an individualistic philosophy that led communities to treat harshly those 
who fell behind in the struggle to succeed. Differences in the North and the 
South in this respect might well have been developed further. The effect of 
the uprooted character of the population on housing is noted; in this insuffi- 
cient attention is given to differences with length of settlement. The inclusion 
of a section on the church the author largely justifies by its influence on savings 
and on social life. 
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The book shows clearly its beginning as a doctoral dissertation. Its merits 
would have been greatly enhanced by further probing into the issues raised 
in the introductory section on “The Significance of the Standard of Living.” 

.- In some places inherent consistency could have been increased; for example, 
` the author states that “it is safe to assume that most workers prefer to take 
a part of the gain [of technological progress] in spare time”; yet he says 
nothing about the fact that people are also willing to take part of their reward 
in the form of a preferred occupation. A further search for basic influences 
should have contributed much to understanding the dynamics of consump- 
tion and might even have sent the investigator back to his source material 
to see if it would not yield additional clues to substantiate hypotheses. 

Marcaret G. RED 


Iowa State College 


A Short History of Labour Conditions in Great Britain and the Empire, 1750 
to the Present Day. By JurGEN Kuczynsxi. (London: Frederick Muller, 
Ltd. 1942. Pp. 272. 12s. 6d.) 

The author of this book, the first of a series of seven volumes projected on 
the history of labor conditions throughout the world, is a follower of Marx 
and Engels, and he makes no bones about it. His dedication is to the members 
of the Academy of Sciences of the U.S.S.R. In his Preface he states that stu- 
dents of labor conditions are divided into two groups: a reformist group, 
which believes that labor conditions can be improved materially within the 
capitalistic system; and a socialist group, which believes that the capitalistic 
system must be abolished before labor can come into its own. The author then 
proceeds to review briefly labor conditions in Great Britain and the Empire 
from 1750 to the present day and comes to the conclusion that under cap- 
_ italism the standards of living for labor as a whole have not improved. In fact, 

they have tended to deteriorate. Says he, “The preceding chapters have shown 
that only the socialist angle is justified.” 

In the first three chapters analysis is made of labor conditions in Great 
Britain during the periods 1750 to 1850, 1850 to 1900, and 1900 to the 
present day. The remaining five chapters are devoted to a treatment of labor 
conditions in the British Empire, and deal with India, Canada, Australia, 
New Zealand, and South Africa, in the order named. A perusal of the text 
bears out the statement of Mr, Kuczynski in the Preface that his treatment 
of the subject of labor conditions is statistical. After each chapter there is an 
appendix made up largely of statistical tables; and throughout the text he 
backs up his contention that, on the whole, the standard of living of labor in 
these countries during the period reviewed has not improved, with table after 
table showing money wages, cost of living, and real wages, as well as other 
basic data. The author claims that this is the first book to contain an index 
of wages for Australia since 1850. 

The reviewer’s quarrel with the author is not so much over the facts which 
he presents as over his interpretation of the facts. Unquestionably, as he 
points out, labor conditions in Great Britain during the period 1750 to 1850 
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were deplorable, but he also claims that they were no better in the periods 
1850 to 1900 and 1900 to the present time. His thesis is that the exploitation 
of the working class continued; it was just the methods which had changed. 
In the first period, he asserts, absolute surplus value was created through in- 
creasing hours, decreasing wages, and employing child labor; while in the 
second and third periods, relative surplus value was created through increas- 
ing the intensity of each hour of work and the employment of higher skilled 
adults who received decreasing wages for the amount of product they turned 
out. In these latter periods he does admit the emergence of a small group of 
“labor aristocrats” who fared very well. For the whole mass of workmen, 
however, he claims that living conditions had deteriorated. True, he says, 
in many respects there were improvements in working conditions, such as 
better lighting and ventilation, but these were cancelled out by the increasing 
intensity of work. The inference is that the only hope of the rank and file of 
the British workers is first to defeat German fascism (and the author asserts. 
they are all united on that common goal), and then under militant radical 
leadership to put up a fight for better working and living conditions. The ` 
capitalistic system has failed the workers. They must turn in the future to 
some socialistic or communistic ideology if they are to better themselves. 

Admit that the security of the British laborer during the period 1850 to 
date was none too good. Admit that his standard of living was not as high as 
one might wish. Relatively, as the author states, the British laborer was on 
the whole better off than the laborer in Continental industrial countries, and 
a case can be made to show an improvement in his status during the period 
reviewed. Indeed, there seem to be good grounds for assuming that the British 
labor movement will continue to support the capitalistic system, modified to 
meet changing conditions, as is the British custom. H. A. Marquand, a British 
labor authority, in his contribution on Great Britain in the volume Organized 
Labour in Four Continents, published in 1939, certainly takes this position 
when he says, in substance, that for the eight years previous to 1939, the 
tendency among British trade unions has been to put more and more emphasis 
on their function as institutions for the regulation of wages and working con- 
ditions and the carrying on of other orderly labor procedures within the 
capitalistic system and that they “have rarely thought of themselves, as in 
times past, as organs of class struggle.” 

Sir William Beveridge, in his report made public in 1942 upon Social In- 
surance and Allied Services, which has caused so much discussion in Great 
Britain and the United States, points out the need for greater social security 
for the British workman and proposes a plan to this effect. It is significant, 
however, that he ends his comprehensive report with this statement: 


Freedom from want cannot be forced on a democracy or given to a democracy. It must 
be won by them. Winning it needs courage and faith and a sense of national unity: courage 
to face facts and difficulties and overcome them; faith in our future and in the ideals of 
fair-play and freedom for which century after century our forefathers were prepared to 
die; a sense of national unity overriding the interests of any class or section. The Plan 
for Social Security in this Report is submitted by one who believes that in this supreme 
crisig the British people will not be found wanting, of courage and faith and national 
unity, of material and spiritual power to play their part in achieving both social security 
and the victory of justice among nations upon which security depends. 
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Space does not permit a detailed summing up of the author’s conclusions 
about labor conditions in India, Canada, Australia, New Zealand, and South 
Africa. They do, however, make interesting reading. His general conclusion is 
that conditions of labor in the British Empire have not improved under cap- 
italism; rather they have “tended to deteriorate absolutely,” and that the 
gulf between the rich and the poor has been very much widened. Then, too, 
real wages have not improved. All this, the author claims, indicates the — 
“validity of the socialist point of view.” 

In the opinion of the reviewer, Mr. Kuczynski may have described the 
symptoms as revealed in labor conditions in Great Britain and the British ` 
Empire with some degree of accuracy, but his diagnosis and his remedy are 
questionable. Mr. Kuczynski refers in his Preface to a statement made in a 
review of his book Hunger and Work, which appeared in The Economist, and 
which said: “The defects of this book are less of technique than of deliberate 
and avowed bias.” The reviewer feels that the criticism would apply to this 
book as well. 

Francis H. Brrp 

University of Cincinnati 


Economic Systems; National Economies; Post-War Planning 


The Theory of Capitalist Development—Principles of Marxian Political Econ- 
omy. By Pau. M. Sweezy. Ae York: Oxford Univ. Press. 1942. Pp. 
xiv, 398. $4.00.) 


Marxians will be grateful to the ahot for a profound exposition and per- 
sistent defense of the theories of their master. Non-Marxians will be interested 
in what a learned young economist sympathetic to Marx has to say on issues 
fought over for decades. The discerning on both sides will notice before many 
pages are turned that the author brings to his work a mind unafraid of dif- 
ficult analyses, a broad acquaintance with Marx’s teachings, a thorough train- 
ing in orthodox economics, and a frm fidelity to the materialistic interpretation 
of history. 

The accent is on those elements in the Marxian organon which relate to the 
dynamics of capitalism, This no doubt explains the omission of such a prob- 
lem as rent, to which Marx gives 200 pages in Capital, Volume III. Much less 
understandable i is the neglect of Marx’s theories of interest, profits, the func- 
tion of the entrepreneur, and above all the rôle of money. Such questions 
have growingly become an integral part of the economics of the business cycle 
and of dynamic economics generally. Their omission in this book renders the 
exposition somewhat truncated. 

The book is divided into four parts concerned in succession with value and 
surplus-value, accumulation, crises, and imperialism. In the Appendix Dr. 
Shigeto Tsuru offers a brief and able discussion and comparison of the repro- 
duction schemes of Quesnay, Marx and J. M. Keynes. 
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In the opening chapter, which outlines Marx’s method, there is a proposi- 
tion that invites comment. Dr. Sweezy indicates that Marx proceeds by the 
abstract method, that is, by what moderns call successive approximations, and 
that Capital, Volume I, moves preéminently on a high level of abstraction. 
The corollary is drawn that the results reached in that volume are provisional 
in character and the laws enunciated there are not to be taken as categorical 
predictions of capitalist development. He accordingly chides those who take 
seriously the law of increasing misery despite the additional fact of Marx’s 
comment that “Like all other laws it is modified in its working by many cir- 
cumstances.” 

The chiding is hardly well placed. (1) If Capital, Volume I, is provisional 
(a very doubtful contention), all the other principles expounded in it are to 
be taken as tentative—labor value, surplus-value, the industrial reserve army 
and the theory of crises built on it, the downfall of capitalism, etc. Yet Dr. 
Sweezy takes all these theories as much more than provisional. (2) This law 
is not only the fruit of the claimed abstractions of Capital, Volume I. It is 
propounded with great emphasis in other places, e.g., Wage Labor and Capital 
and the Communist Manifesto. (To quote from Wage Labor and Capital: “And 
thus the forest of arms outstretched by those who are entreating for work 
becomes ever denser and the arms themselves grow ever leaner.”) (3) Marx 
calls this law “the absolute general law of capitalist accumulation.” Dr. Sweezy 
asserts that Marx uses “absolute” here in the Hegelian sense of “abstract.” — 
We do not know. It is better to assume that Marx means what he says, and 
that he uses this word in the same sense in which it is used in his citation © 
from Ortes, who talks of the “absolute privation of the first necessaries of 
life” (Capital, I, 709). Besides, the tenor of the pages on which he discusses 
the law. leaves little doubt that it was to him something far from an abstrac- 
tion (ibid., pp. 707-09). (4) Nowhere does Marx modify this law more than 
any other of his laws. He regards them all as tendencies, In fact, Marx treats 
some laws as less absolute than this one, For example, he enumerates the 
counteracting factors which “thwart and annul” the law of the falling rate of 
profit. Yet this does not prevent Dr. Sweezy from considering the validity 
of this law. 

The problem of value extends over three chapters dealing with qualitative 
value, exchange value, and the relation between the labor theory of Capital, 
Volume I, and the “price of production” theory of Capital, Volume DI, this 
last question being postponed to Chapter VII in Part II. 

Qualitative value refers to a commodity as a value, as the embodiment of 
a quantum of labor that gave it being. Unknown to traditional economics, this 
conception is regarded by the author as an important product of Marx’s 
- thought since it focuses attention on the social relations symbolized by com- 
modities, goods produced for exchange. This idea is a reaction against what 
Marx terms the fetichism of commodities, the disposition to notice the surface 
phenomena of the impersonal movement of goods instead of perceiving the 
underlying class structure of a society given to production dor exchange. 

Dr. Sweezy is at pains to clarify this novel viewpoint, and he succeeds well. 
But one of the examples in his exposition presents, I believe, an egregious 
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simplification. It points to Adam Smith’s “invisible hand” and stress on 
laissez-faire as the reflex of commodity production, a truth revealed by Marx’s 
theory of fetichism, Dr. Sweezy ignores the fact that Smith’s social philosophy 
is the product of many eighteenth century currents which can hardly be sub- 
sumed under commodity production; that laissez-faire reflects a theory of 
human volition energized by self-interest under the spur of competition and 
is not to be equated simply to blind automatism; that he charges tariffs, 
monopoly, collusion, and anti-labor laws to the stratagems of tradesmen; and 
that he is aware of many maladies of laissez-faire and invokes state action 
as a remedy. 

Next comes a very able presentation of Marx’s labor theory of value, The 
author makes an attempt to rescue Marx—and Ricardo—from circular rea- 
soning involved in relying on the market to resolve skilled labor time into a 
given multiple of unskilled labor time. The author suggests that the equation 
. between the two kinds of labor time can be determined directly by observing 
how much more of unskilled work a skilled man will perform in an hour than 
an unskilled man. This.test will apply no doubt in some cases but not gen- 
erally. Professionals or skilled workers like jewelers or carpenters will not 
dig ditches, drive a bus, or do any of the simple repetitive jobs in the modern 
factory with such greater results over the unskilled worker as will match the 
ratio of exchange between the products of their accustomed occupations per 
unit of time. 

The author explains that Marx was not interested in elaborating the rôle 
of demand in the problem of value because he regarded consumer choices as 
predetermined by the class structure and the distribution of income, and prin- 
cipally because his paramount concern was economic dynamics. The author 
points to Schumpeter and the Keynesians who, similarly concemed, put no 
stress on demand. It is to be noted, however, that these writers have not 
expressly addressed themselves to the problem of value, while with Marx this 
problem is the explicit theme in the two or more places in which he scrutinizes 
it. Moreover, Marx recognizes the importance of demand in monopoly. value 
and he sees a proliferation of monopoly with the progress of capitalism, and 
yet the nature of demand remains unexplored. 

After a clear exposition of surplus-value, the rate of surplus-value (the ratio 
of surplus-value to the variable capital, or wages), the rate of profit (surplus- 
value divided by the variable capital plus the constant capital, or equipment 
and raw materials), and the organic composition of capital (the ratio of 
constant to variable capital—all these terms in labor units), and after a dis- 
cussion of the falling rate of profit, the author is ready to take up the cele- 
brated problem of reconciling the labor theory of value with the price of 
production theory. 

We are dealing here with a curious chapter in the history of economics. 
‘Marx opens the pages of Capital, Volume I, with the faulty labor theory of 
value, realizing that it carries the untenable assumption that the organic com- 
position of capitalamust be the same in all industries. To rid himself of this 
difficulty, he offers the price of production theory in Capital, Volume I, 
which plunges him into another diffculty by eae! the condition of equilib- 
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rium of simple reproduction (p. 114). In the ensuing controversy, in which 
Bohm-Bawerck took a prominent part, Marxians would not acknowledge basic 
error in their master but would pay tribute to him for perceiving his difficul- 
ties and for.a profound struggle with his dilemma. 

The author joins this group. He reproduces W. Bortkiewicz’s lengthy equa- 
tions which laboriously reconcile the two theories of value, and stresses, as 
the ultimate vindication of Marx’s adventure with the labor theory of value, 
the proposition that the theory is a necessary and “solid foundation” of the 
theory of surplus-value, of capitalist class relations and, indeed, of Marx’s 
whole theoretical system (pp. 123, 129-30). The validity of this sanguine 
thesis may well be questioned. Surplus-value, and the whole Marxian struc- 
ture, could be built without benefit of unrealistic and internally inconsistent 
theories of value. In any event, erroneous theories can hardly claim status 
on the ground that they serve extraneous purposes. 

In Part IT the first chapter takes up accumulation of capital and the next 
one the law of the falling rate of profit. Marx is supported in his disdain of 
abstinence or time preference theories, which the book interprets as econ- 
omists’ attempts to justify the status quo. No account is given of Marx’s own 
theory. With reference to accumulation the commonly neglected issue is raised 
of what keeps wages from advancing and swallowing surplus-value in face of 
the mounting demand for labor necessarily linked with capital accumulation. 
Here the book contrasts the classical approach with Marx’s. The early econ- 
omists relied on the increased population stimulated by the higher wages to 
depress wages to the “natural” level of customary subsistence. But to Marx, 
and to the author, Malthus is completely wrong. Instead, the principle of the 
industrial reserve army is introduced. Striving to economize on the wage bill, 
the capitalist introduces machinery which displaces labor. The unemployed 
compete for jobs and lower the wage level. 

Marx lays much store by this principle and so does Dr. Sweezy. However, 
this thesis hardly squares with the facts. So far from being normally asso- 
ciated with industrial reserve armies, industrialization and accumulation had 
been everywhere accompanied by the growth of population, employment, and 
real wages. With the rising productivity of labor, wages advanced without 
injury to profits. 

Marx’s law of the falling rate of profit lacks a theoretical foundation al- 
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though the book is not ready to acknowledge it. The rate of profit is EN 


or total social surplus-value divided by the total capital, constant and variable. 
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Marz’s explicit assumption is that the rate of surplus-value, or y is constant. 


Accumulation signifies that C grows in relation to V. It follows that the de- 
nominator grows faster than the numerator, and the rate of profit progres- 
sively declines. But, the book indicates, the assumption of a constant rate of 
surplus-value implies that, as the productivity of labor «sises concomitantly 
with accumulation, labor shares in the benefits. 

This result is not in harmony with Marx’s conception of the plight of 


384 THE AMERICAN ECONOMIC REVIEW [JUNE 
labor under capitalism, and on the basis of certain quotations from Marx Dr.. 
Sweezy asserts that the assumption of a rise in the rate of surplus-value, r 
is more in accord with Marx’s cast of thought. But now Marx is impaled on 


S 
the other horn. The fulfillment of the law requires that — rise at a slower rate 
y 
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C 
than 7 while in the world of actuality this condition may or may not govern. 


Thus in its theoretical framework the famous law remains. indeterminate. Un- 
dismayed, the author seeks the final explanation of the law in the fact that, as 
accumulation enhances the demand for labor, wages rise and profits fall (p. 
105). But if the rise in wages is a steady tendency, it is, once more, contrary 
to Marx’s teachings; if it is periodic (see next paragraph), it cannot explain 
the law, which is to Marx a slow trend. 

The fifty odd pages in Part III devoted to crises are among the best in the 
book. First comes the theory associated with the law of the falling rate of ` 
profit. It is pointed out that Marx is vague and inadequate here. Moreover, 
the law relates to a tendency and not to a cyclical phenomenon (p. 148). On 
the basis of some statements by Marx, the author presents the falling rate of 
profit theory of crises in terms of the industrial reserve army. As accumula- 
tion raises the demand for labor, wages advance until a point is reached at 
which the rate of profit falls below the conventional level. Investment is cur- 
tailed and a crisis sets in. But, with the consequent growth of the industrial 
reserve army, labor is ready to take work at reduced wages. The prospect of 
profits improved, activity is renewed. No consideration is given to the Keynes- ` 
ian contention that reduced wages, instead of inducing prosperity, may ag- 
gravate the crisis. 

The second theory of crises is based on disproportionalities apt to accumu- 
late in a “planless” system. Marx does not develop around this concept a full- 
blown theory. However, seemingly carried away by his polemic against Tugan- 
Baranowski who stresses this theory in Marx and by his distaste for the 
revisionist implications of Tugan’s attitude, the author puts much less em- 
phasis on this thesis than Marx does, especially in the section on crises in 
Theorien über den Mekrwert, Volume Il, Part 2, and in the later chapters in 
the second volume of Capital. 

Most prominent in Marx’s mind is perhaps the underconsumption theory. 
In many a place he is struggling to give precise expression to the concept but 
does not succeed. Dr. Sweezy sees the heart of the theory in the fact that 
under capitalism accumulation, investment, and therefore the means of pro- 
ducing consumer goods grow at a faster rate than the demand for such goods. 
Periodically the supply of consumption. goods outstrips the demand at profit- 
able prices, precipitating a crisis. Dr. Sweezy adopts this theory as his own. 

The last two chapters in Part II discuss the breakdown of capitalism. A 
lengthy account is given of the rather arid views of over half a dozen Marxists 
on this question. Then the author turns to this problem by evaluating the 
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forces which may counteract underconsumption. His judgment is that such 
forces are gradually losing their power, and a period of stagnation is inevitable 
except that the state may by fiscal policy deliberately attempt to frustrate 
the tendency to underconsumption. Hansen’s influence is in evidence, The ` 
author returns to this problem in the closing chapter of the book where he 
. voices the conviction that state expenditures to assure full employment will 
be frowned upon by the capitalists as contrary to their interests, and, the 
handmaid of the dominant class, the state is certain not to attempt such a 
venture. The inference is that stagnation is the inescapable road to com- 
munism, but the author prefers to conclude the book with a speculation on 
- the spread of communism as a sequel to this war. 

Part IV, devoted mainly to imperialism, deals in the Marxian tradition with 
a variety of questions on which Marx said little directly. Space does not per- 
mit an extended résumé. The main thesis is that the last quarter of the nine- 
teenth century saw the change from competitive capitalism to monopoly 
capitalism, which intensified alike accumulation, the decline of the rate of 
profit and underconsumption, sharpened class conflict, and expanded the re- 
pressive power of the state. The previous policy of free trade or mild protec- 
tion and of non-aggressive colonial systems gave way to high tariffs, increasing 
investment abroad, and wars of redivision of annexed territories. The limits . 
to imperialism are seen in the rise of communism. The exposition leans heavily 
on Hilferding’s Finenzkapital and Lenin’s Imperialism. Fascism, treated in 
the penultimate chapter, is pictured as preéminently a capitalist society with 
capitalist class relations, conceived in the defeat in an imperialist war of re- 
division and organized for another war of redivision. Should fascism emerge 
victorious from such a war it would not escape the Nemesis of dissolution 
through stagnation brought about by overaccumulation and underconsump- 
tion. 

These final chapters contain siferesting observations as well as propositions 
that would scarcely command ready assent. Only a few of these latter can be 
indicated. Monopolists can gain only from capitalists since laborers get the 
irreducible “minimum standard of subsistence” (p. 277). Commerce is unpro- 
ductive, adding neither value nor surplus-value; and one country cannot - 
“extract value” from another country by trade alone (pp. 278-79, 290). Ag- 
gressive colonial policy has been the unique fruit of monopoly capital since 
the last quarter of the previous century (pp. 301 f.). Trade unions encourage 
mechanization and with it unemployment and an intensified tendency to un- 
derconsumption (p. 313 n.). In the present war the struggle between Germany 
and Russia is epitomized as a struggle between capitalism and communism, 
and the struggle between Germany and her other adversaries as an imperialist 
war of redivision (p. 324). 

Marx’s roving mind came on the trail of many significant problems, often ; 
in advance of the academic interests of the day. Unfortunately, while he 
threw light on some questions, as often as not the more he dwelt on a problem 
the greater the confusion he bred. Lenient to Marx, the book does not always 
display the vagueness, the meanderings and the inconsistencies; and at times 
it substitutes a clear-cut or modern view for his gropings, confident that it 
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represents what he had in mind. As a result Marx appears in better light than 
would otherwise be the case. But it is to be emphasized in closing that the 
clear presentation of Marx’s ideas, the sharp focusing of issues, and the ex- 
tended analyses combine to make the book a work of outstanding merit. 

M. M. BOBER 


Lawrence College 


Behemoth: The Structure and Practice of National Socialism. By Franz 
NEUMANN. (New York: Oxford Univ. Press. 1942. Pp. xvii, 532. $4.00.) 
Three economies exist in the Third Reich, “a competitive economy, a 
monopolistic economy, and a command economy” (p. 291). The first is 
shriveling up before the advance of the other two, and the last serves as a 
means for the organization and coördination of the second on behalf of a 
configuration of interests that both controls the monopolies and dominates 
the state. Those interests, in turn, represent a symbiosis of the upper reaches 
of the Junkers, the old Hohenzollern civil service bureaucracy, the officer 
castes of the army, the industrial commercial and financial baronry of the 
gigantic monopoly groupings, and the upstart party demagoguery. On the 
economic front the new policies. mean a greatly accelerated and wholesale 
liquidation of little business on the one hand, and generalized “reprivitization” 
of the publicly owned or “socialized” sector on the other. The net result is . 
that Germany has emerged with a monopolistically organized economic system 
to which the political and social totalitarianism of the nazis was far more 
than a mere convenience: it was a downright necessity. 
`. A necessity, however, for many closely related reasons. “...in a monop- 
olistic system profits cannot be made and retained without totalitarian 
political power, and that is the distinctive feature of National Socialism, If 
totalitarian political power had not abolished freedom of contract, the cartel 
system would have broken down. If the labor market were not controlled 
by authoritarian means the monopolistic system would be endangered; if 
raw materials, supply price control and rationalization agencies, if credit and 
exchange-control offices were in the hands of forces hostile to’ monopolies, 
the profit system would break down” (p. 354). 
Hypersensitivity of such an economy to business cycles and the pushing 
and pulling of conflicting social forces have required steady and cumulative 
` extension of centralized power over money, credit, labor, markets, prices, 
etc., until the time arrived when the combination of internal stresses and the 
shriveling up of world markets—upon which the German economic system 
was dependent to an extraordinary degree—brought about a situation where 
the only alternative placed before the governing powers to total abdication 
was seizure of: absolute political authority. The result was a revolution from 
the right which was compelled, as a condition to success, both to wipe out 
all democratic.institutions and controls and at the same time to generate a 
mass following. The nazis were able to supply the missing parts in the total 
solution, for the modern fascist leader has found.a way to canalize “unrest 
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in a manner that leaves untouched the material foundations of society” (p. 
467). The formula which provided a mass following also developed, as it 
moved from each triumph to the next, an “opportunistic, infinitely elastic 
ideology” from the arcana dominationis which many have mistaken for theory 
but which is, on the contrary, spun ambidextrously without any felt need for 
an internally coherent doctrine nor any success in sporadic efforts to supply 
one. 

Neither the elements that make it up, nor the formula itself is new. Cola 
di Rienzo attempted in 1347 to set up a dictatorship of the wealthy and _ 
well born by exploiting to the full the frustrations of the Roman populace. 
“Huge allegoric paintings on house walls, street demonstrations, the celebra- 
tion of magic ceremonies, passionate and violent speeches full of allegorical 
and historical reflections on the glory of Rome, promises of deliverance from 
the domination of the nobles were his stock in trade” (p. 466). Many since 
Rienzo have tried their hand at it. Nearly every important feature of the 
nazi system had been advocated or actively promoted by the powerful in both 
Hohenzollern and Weimar Germany. The notion of a “greater Germany” 
(Grossdeutsche Reich, pp. 130-73) which would dominate all of Central 
Europe goes a long way back in German history. So likewise does the concept 
of a “racial people” (chap. IV) which, as an inherently superior stock, was 
destined to conquer and govern the world. 

The realization, however, that the nazi state has evolved as the logical 
outgrowth of deep-rooted trends in past German history is very apt to confuse 
the unwary observer. It must be understood at the outset that the internal and 
external programs of the “New Order” are woven of the same cloth, and that 
what appears within Germany as anti-democratic and caste-ordered totali- 
tarianism—dominated on its economic side by the vast and omniverous com- . 
bines—appears in the conquered territories with precisely the same weapons, 
methods, outlook, and objectives, and that, accordingly, “German imperialism 
is primarily the policy of its industrial leadership fully supported by the 
National Socialist party” (p. 202). The new “Economic Groups” are com- 
pletely dominated by the cartels and the combines, and by every important 
criterion the process of monopolization has been enormously accelerated, both 
at home and abroad, since the advent of the nazis (pp. 274-75). The cases 
of the famous Continental Oil Corporation (pp. 396-98) and the Hermann 
Goeringwerke (pp. 298-304) are especially interesting because they illus- 
trate the methods by which concentration of economic power is speeded up, 
and also because they show how party functionaries are drawn into business 
circles as direct personal participants while simultaneously the erstwhile prop- 
erties of small business, Jews, Czechs, French, and other domestic and foreign 
business are liquidated to the advantage of the monopolistic giants. Neither 
the party, the bureaucracy, nor the military is in any significant sense arrayed 
against this wholesale seizure of the business property of the financially weak 
and the politically helpless. On the contrary, they appear throughout as 
partners and participants. In the patois, this represents on both the domestic 
and the international scene a nazi version of the combination of “the beer 
ring and the racketeer”——but with this difference: this time the combination 
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arises not against the government as policeman and prosecutor, but with 
the government as guardian and promoter. , 

But it is equally clear that this political triumph of German Koni 
oriented capitalism- is fraught with the gravest dangers to itself. On both the 
domestic and the foreign fronts it must win or lose all. No better illustration 
can be offered of the hazards it is now taking than, the strange and fantastic 
business career of the Arbestsfront which has become one of the largest busi- 
ness corporations in Europe, and that by methods which are in no wise generi- 
cally new. Yet these same methods are so close to theft and brigandage that 
they are bound to arouse most profound distrust. Though they have partici- 
pated in the process both at home and abroad, “There is no doubt that Ger- ` 
man capitalism dislikes this development. There is no doubt that this process 
has intensified the contempt in which the.old bureaucracy and the industrial 
leadership hold National Socialist gangsterism, which in less than four years, ’ 
built up the biggest industrial empire of Europe by expropriation, outright 
theft, and ‘shake-down’” (p. 305). 

Just as the price which German big business has paid for security from 
its former domestic enemies may eventually prove to be too high, so have 
these pro-Axis business firms in the occupied territories gradually learned that 
they have fled democratic controls only to welcome a wolf in sheep’s cloth- 
ing. The conquering Nazis have proceeded on the simple assumption that “to 
the victor belongs the spoils”; and so German concerns take over French, 
Czech; Austrian, and Roumanian concerns with sublime indifference to the 
rights of the owners according to the rules of “business as usual.” The Dresd- 
ner Bank takes over the Bank of Belgium; I.G. Farbenindustrie takes over 
Kuhlmann; the Hermann Goeringwerke takes over Skoda and Reschitza. The 
new conquerors no more than the old can be appeased; combination by force 
and fraud gives way to empire building by sanction of the naked sword. 

From these considerations it follows that the nazi system, logical out- 
growth of the past as it is, is still something distinctly new. Capitalism re- 
-mains; the bureaucracy remains; class antagonisms, despite ferocious attempts 
at total extinction of popular organizations and ideology, ‘remain. Nothing 
basic to the form, structure, outlook, or practices of the great combines is 
new. Even the over-all program of the Nazis might be taken as but little 
more than an outgrowth of the old program of the Pan-German Party of 
Hohenzollern times (pp. 206-07) or as a projection—on the economic side, 
at least—of the “planned economy” of Rathenau and von Moellendorf (p. 
285). Yet the nazi system is in many respects still something which is sig- 
nificantly new. 

Wherein lies the newness? Precisely in the fact that it represents such 
a complete and total synthesis of these past elements with a structure which 
is based upon a mass following. Only in the Axis countries has a systematic 
effort been made to extirpate the germinal ideas and the prototypal institu- 
tions of the. democratic enlightenment, root and branch. Only here has law 
been transmuted into unabashed opportunism, ethics been made deliberately 
a tool for authoritative manipulation, political, social, and economic rights of 
the common man been successfully denounced as a snare and an illusion, 
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knowledge declared a tool for propaganda, and power been used without re- 
straint against any party less quick with the tommygun. A mass following 
has been organized to help destroy all vestiges of mass participation in policy 
formulation and policy control. 

It is impossible for any reviewer adequately to summarize Dr. Neumann’s 
argument as he ranges over this latter territory. Brilliant as it is, this section 
suffers from certain shortcomings which -mar many sections of the book. 
The analysis need not have been so tendentiously phrased, and such judgments 
as are contained in the conclusion that the Nazis have no state, and can have 
no theory of a state because (1) some of its leaders reject both and (2) 
many of its spokesmen specifically deny the authority of any kind of natural 
law, will not stand any too close examination. Nor, also, will the definition of 
propaganda as “violence committed against the soul” (p. 436), the assertion 
that feudalism is wholly incompatible with nazism (p. 396), that leader 
“charisma” is necessarily contradictory to bureaucracy (p. 397), that “Europe 
is not an adequate basis for raising the European standard of living” (p. 337), 
or that the uprooted middle classes are “genuinely anti-capitalistic” (p. 217). 

Yet, with minor exceptions, these flaws do not unduly mar what is by 
a large margin the most powerful and masterly exposition of the origin, func- 
tions, and outlook of the nazi system yet to appear in print. Dr. Neumann - 
covers an immense territory in this book, and the social scientist who tends » 
to be an unduly narrow specialist in one of the familiar college catalogue 
brackets will frequently have a hard time in the reading. The careful reader, 
however, will be richly paid for the time he invests in Behemoth, not only 
for the grasp it will give him of the nazi system as a whole, but also for 
the profoundly disturbing parallels it suggests to developments in other sec- 
tions of the world—not excluding many of those at home. And this is his meat 
so long as he can prevent it from becoming, also, his poison. 

Ropert A, BRADY 

University of California i 


The Roots of National Socialism. By Roman D’O. Butter. (New York: 
Dutton. 1942. Pp. 304, $3.00.) 

The myth of the Doppelgdnger—of man’s double which is dark, malignant 
and evil and which wages perpetual and well-nigh always successful war 
against the better self—is an old and recurring theme in German literature. 
Butler employs the figure to characterize the triumph of the Nazis as the vic- 
tory of the “night-side” of the “German soul.” In this analogy there are two 
Germanies, The one is kindly, humane, rich, imaginative and. creative. 
Behind it stand the history-less masses of- the German people who have 
for generations been quietly going about the business of making a peaceful 
living, but whose total abstention (sic. p. 279) from political life in so doing 
has rendered it wholly powerless to check or seriously to influence—even 
during the interlude of the Weimar Republic—the Doppelganger of bitter, 
anti-rational, egotistical, and anti-Christian Prussian reaction. Thus it has 
become a mere “shadow swallowed up in evil,” and the Doppelgänger emerges 
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triumphantly as the real or true Germany. “Under Nazi rule Germany has 
emerged resplendent in her Germanity” (p. 296), and so we see that neither 
the Third Reich itself nor the values, doctrines, and codes which have been 
spun in defense or explanation of it are in any wise new. 

On the contrary, Butler holds, it is nothing but the stale flowering of the 
sinister spirit of the lords of the Prussian Marches and their evil Epigoni. 
“ |. . when the theory of national-socialism is viewed in relation to German 
political thought of the last century and a half it is seen to be stale stuff, 
stale and unadulterated” (p. 276) as may readily be shown by reference to 
the “turgid unoriginality” of Hitler, Rosenberg, and the Nazi lesser lights: 


The exaltation of the heroic leader goes back through Moeller van den Bruck, Spengler, 
Lamprecht, Chamberlain, Nietzsche, Lassalle, Rodbertus, and Hegel, back to Fichte’s 
. Zwingherr sur Deutschheit. The racial myth is only the latest edition of Spengler, Cham- 
berlain, Lagarde, Diihring, Schemann, Wagner, Gobineau, and the adumbrations of Görres, 
Arndt, and Jahn. In their antisemitism the Nazis have merely followed Dühring in theo- 
' izing a very widespread prejudice which goes back to the Junker following of Marwitz 
and beyond. The concept of the ruling elite occurs again and again in German thought 
from the time when the romantics proclaimed their faith in aristocracy. The community 
of the folk runs from Hitler right back to Herder. The full programme of economic autarky 
was outlined by Fichte in 1800. National-socialism itself derives in theory from Moeller 
van den Bruck, Spengler, Rathenau, Naumann, Dfihring, Lassalle, Rodbertus, Fichte. There 
is hardly a thinker in the line who was not more or less a nationalist. Spengler foretold 
intensive nationalist propaganda; more than a century before Herder and Novalis were 
urging it. The tradition of militarism—Banse, Bernhardi, Treitschke, Moltke, Ranke, 
Clausewitz—is only the reflection of Prusso-German history since Frederick IL and 
before. The dynamic originality of German culture in contrast to the artificial civilization 
of the West was a theme dear to Moeller van den Bruck, Spengler, Mann, Chamberlain, 
‘Lagarde, Ranke, Fichte, and the romantic school at large. The polemic against reason 
and the intellect is Nazi, neo-romantic,. romantic. The supernational mission of German 
culture was as evident to Novalis and Fichte as it is to Hitler and his followers. Living-space 


., for Germans was the demand of Moeller van den Bruck, Bernhardi, Naumann, Ratzel, and 


List, Pan-Germanism was already a cult with Arndt and Görres and Grimm. The abasement 
of the individual before the state finds precedent with Hegel. The Nazis say that might is 
right; Spengler said it; Bernhardi said it; Nietzsche said it; Treitschke had said as much; 
so had Haller before him; so had Novalis (pp. 276-277). 


This paragraph summarizes the entire book. Casting back to Luther, 
the Great Elector, Frederick William I and his totalitarian Generaldirecto- 
rium, and Frederick the Great for the taproots of the Prussian system and its 
appropriate Weltanschauung, Butler traces in a series of absorbing chapters 
the flowering of the German Doppelgänger whose end product could be no 
other than the ferocious nazi system. Thus Butler hopes to have made it 
“easy for other people to understand how individual Germans, respected as 
decent, warmhearted men and women, lovers of family and the home, orderly, 
upright and industrious, can suddenly, to all appearances, forget themselves 
completely and eagerly merge their being in a national whole distinguished 
for its aggressive ferocity and its ruthless disregard of the accepted principles 
of conduct in civilized society” (p. 9). 

So far as he may have been successful in this effort, Butler has at the 
same time achieved an indictment of the German people as well as of the 
Prussian system. As the above quotation makes perfectly clear, the author 

holds that, although once the evil lay in the fact that a mad dog was loose, 
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now all have been bitten and the whole nation is mad. A war against the 
Nazis then can only be a war against the German people as a whole (as 
Duff Cooper and other leading: British spokesmen have since come to 
argue), and one might well wonder how “practical men” will translate any 
such belief into action once they gain the upper hand. 

Such issues aside, how sound is the analysis? As an exegetic labor it 
involves an interpretation which is inadequate—where it is not downright 
falseon four closely related points. In the first place, it is clearly and 
confessedly an analysis only of the Doppelganger literature, which is good 
enough, but it will not support the conclusions regarding the “Germanity” of 
the German people. Thus it wholly ignores another and enormously influ- 
ential tradition which is as cosmopolitan as these others are nationalistic; 
as humane as they are militaristic; as civilized and pro-enlightenment as 
they are primitivist and irrational. Goethe, for example, towers above al- 
most all the writers analyzed by Butler, and with Goethe belongs the whole | 
of Germany’s two greatest contributions to the Western world, music (ex- 
cepting even Wagner only in part) and natural science. This tradition is’ as 
much Germany as Butler’s Doppelganger, and the proof is not forthcoming 
that it hasbeen willingly given up by the German people for the gods of the 
nazi world. 

In the second place, just as partisan exegesis can make of a David or 
an Apostle Saul either saint or blackguard, so might one select from most of 
the authors cited by Butler passages which establish not the case he has made, 
but the precise contrary. To be true, the results would not provide an ade- 
quate summary of the literature in hand, but the effort would establish 
the truth that Butler’s claim—which, incidentally, is also that of the Nazis— 
that the contrary proves the Third Reich to be merely the flowering of genu- 


ine “Germanity” will not stand any too close examination. Kant believed .-. 


in Pflicht as everybody knows, and the Nazis can cite him to that effect. But 

he also both doubted the soundness of Benthamite hedonism and Millsian ' 
utilitarianism, on the one hand, and gave powerful support to the enlighten- 

ment theories, on the other. Much the same thing might be said of Fichte 

(during his earlier years, at least), Hegel, List, Ranke, Ratzel, and even 

Moeller van den Bruck (whose views gave rise to the program of the Strasser 

brothers whom the Nazis liquidated on the night of June 30, 1934). 

In the third place, the theme of the Doppelganger can be found in the 
history of any other Western power by those with a mind to do so. It could 
be traced through Machiavelli, Mazzini, Cavour, Mosca, Pareto and Gentile. 
It could be followed through Bodin, Colbert, Rousseau, le Bon, Sorel, Durk- 
heim and Bergson. It can be found in Hobbes, Filmer, Burke, Carlyle, T. H. 
Green, Wilberforce, Bagehot, Disraeli, Cecil Rhodes, Curzon, Chamberlain 
and Churchill (see e.g., McGovern, From Luther to Hitler). Professor Par- 
rington has traced its equivalent from the germinal sources of New England 
Brahminism and Cavalier South. So to trace is not necessarily bad history, 
but so to conclude either from such an effort or from any*series of doctrinal 
pronouncements of a newly arisen political power synthesized from such 
sources is neither correct or incorrect, but merely banal. 

Finally, one may question the analogy of the Doppelganger itself. It is 
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striking and forceful; but it is also well-nigh meaningless. The forces which 
brought the Third Reich into being are a product of the power politics of 
conflicting European imperialisms, and of the corresponding or resultant 
synthesis of internal pressure groups of an anti-democratic frame of mind—_ 
the Junkers, the old Hohenzollern civil service bureaucracy, the industrial, 
commercial, and financial monopoly groupings, and the military hierarchy. 
The significance of these pressure groups is almost entirely missed by Butler; 
he recognized, for example, neither the rôle played by such organizations 
as the Centralverband der deutschen Industriellen and the Bund der Land- 
wirte, nor the events of 1879, He has entirely missed the reasons why triumph 
of the Hugenburg program depended upon successful alliance with the 
- Hitlerian mass following. He has failed to note (p. 274) that the Nazis 
took over power not at the time when they were able to poll a peak .vote, 
but only after their popular following had begun to fall off and Hitler 
had been thrown into a fit of despair by a declining ballot. Now, of all the 
` times, is not the time to repeat the mistakes made in the heat of battle 
in the last World War. Of all those mistakes, the worst one we could make— 
either in the councils of state, or on the printed page—is the indictment 
‘of a whole people. That, in effect, is what Mr. Butler has done. 
The book is, unfortunately, marred by a number of technical flaws. It has 
a good many typographical errors, including an incorrect paging for two 
chapters in the Table of Contents. Worst of all, it has no index. ` 
Rosert A. BRADY 
University of California 


Democratic Ideals end Reality; a Study in the Politics of Reconstruction. By 
Sm Harrorp J. Mackinper. (New York: Holt. 1942. Pp. xxvi, 219. 
$1.90.) 

Geopolitik, Doctrine of National Selj- Sufficiency and Brapie: ‘By JOHANNES 
Marrern, Stud. in hist. and pol. sci., ser. LX, no. 2. (Baltimore: Johns 
Hopkins Press. 1942. Pp. xiv, 139. $1.50.) 

It might almost be said that these two volumes represent the beginning © 
and the end of Geopolitik. Mackinder’s book, reprinted unchanged from its 
original edition of 1919, is credited by Haushofer as the source of his studies. 
Mattern’s book surveys the literature of geopolitics, particularly German, 
points out that it is not a new but a dressed-up subject, and concludes that 
it offers no solution to our problems. 

This reviewer has read the book by Mackinder with the same mixture of 
feelings recorded by Major G. F. Eliot in his Foreword to the present edi- 
tion: with astonishment at the author’s knowledge of what is now called 

geopolitics, with admiration for his clarity and simplicity of presentation, 

. and with regret that his work has been so much overlooked by us who need 

it-and so much twisted by the devil (Haushofer) for his own purposes. Ac- 
tually, the book censtitutes one of the strongest arguments for international 

_ organization which has been written. As in other cases, the Germans have 

taken over an important matter which we neglected, and have adapted it for 
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their own purposes. The use which the Germans have made of the book is an 
abuse of its purpose, for Mackinder particularly warned us of the: strategic 
position and ambitions of Germany. He also warned the English, as Edward 
M. Earle points out in his Introduction, that their sea power could be out- 
flanked by land power, and that the rise of great industrial states in Europe 
would undermine British strategic and economic security. 

Mackinder’s interest, as the subtitle suggests, is not in aggrandizement but 
in peace. The opening question of his book is: “Can we establish such a 
world power as will suffice to keep the law between great and small states, and 
yet shall not grow into a world tyranny?” The problem of the new League 
of Nations, he prophesied, would be a “housing problem,” and he talks of 
some of the geographic and economic realities which would have to be con- 
sidered if the world were made a safe place within which the League could 
operate. 

He refers to the joint continent of Europe, Asia and Africa as the “World 
Island,” and looks forward with trepidation to the day when this area might | 
fall under German control. If this should happen—and it has not been so far 
from happening today!—German sea power would have the widest possible 
base, and English sea power would be outflanked. Within this area, improved 
communications have effected a continental revolution in unity. The greatest 
lowland on the globe, extending from Western Siberia through Turkestan and 
the Volga Basin to Persia, and on through Arabia and the Sahara, constitutes 
an area inaccessible to sea power, except through the Arabian waterways. This 
area he calls the “Heartland of the World,” and Africa south of the Sahara 
is a second Heartland. The Heartland has not had sufficient man power (mean- 
ing economic productive capacity as well), but he calls attention to its strategic 
importance to any state seeking world power. He was thinking in terms of 
Germany, which lies on the line between East and West Europe, and on the 
line which demarks the Heartland (land power) from the coast land (sea . 
power). Today, another state is increasing its man power in that area. i 

From geography, he turns to the “economic reality of man power,” which 
is not merely counting heads, but depends rather on organization for produc- 
tion, Both the political economy of Britain and the national economy of Ger- 
many derived from Adam Smith, but Germany substitutes the nation for the 
` individual as the unit of competition. With the improvement of communica- 
tions, Germany grasped the idea that it was possible to grow man power where 
needed, on imported foods and raw materials. British prosperity, he says, 
depended not upon free trade, but upon the fact that Britain was a “going 
concern”; Britain could have free trade in 1846 because she was strong. The 
theory of free trade based upon natural facilities might have been tenable in 
the days of Adam Smith, but not when the Going Concern—economic and 
financial strength—-could outweigh. natural facilities. As specialization in- 
creased, Britain concentrated upon certain industries and became as market 
hungry as Germany; but she did not have the bargaining power of a tariff, 
` and therefore had to depend upon sea power—wheretipon Germany built up 
her sea power. 

We won the war, but if Germany had not committed the blunder of fight- 
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ing on two fronts, if she had elected to stand on the-defensive in the West, 
she might have conquered the Heartland. It was a narrow escape for the 
world. That narrow escape is being repeated today, and it may be well this 
‘time to remember Mackinder’s words: “If we accept anything less than a 
complete solution of the Eastern Question in its largest sense we shall merely . 
have gained a respite, and our descendants will find themselves under the 
necessity of marshaling their power afresh for the siege of the Heartland.” 
East Europe, like West Europe, must be divided into self-contained states; 
there must be a reasonable equality of power if the League of Nations is to 
succeed. He suggests seven independent states, connected by railways, and 
with access to the Baltic, Black and Adriatic Seas. 

Both the free trade of Britain and the predatory protectionism of Germany, 
he says, lead to war. Latssez-fasre means surrender and fatalism; panic re- 
sulting from competition means war; anarchism and Bolshevism mean social 
suicide. The course which remains open to us is control, and the war proved 
that the gigantic forces of modern production are capable of control. In a 
democracy, this means self-control; we can secure equality of nations only by 
control from within as well as from without. We have worshipped the Going 
Concern as an irresistible god, but it can be bent to our service if we have a 
policy inspired by an ideal; that ideal must be complete and balanced eco- 
nomic growth in each locality. We have risen during the war to the concept 
of a single strategic command. Can we do the same for peace? 

Dr. Mattern’s book is of a different nature. It was written in 1942, and he 
has had an opportunity to survey the large literature of geopolitics, “particu- 
larly the National-Socialist brand,” which like Marxian dialectic materialism, 
is “a revolution for the redistribution of the natural resources and wealth of 
this earth.” The Nazis, however, would accomplish this through national self- 
sufficiency, where the Marxist solution would be an international one. Though 
Geopolitik may in a formal way represent a new system of thought for the 
social and political control of group life, “the basic ideas upon which it oper- 
` ates or upon which it is built are as old as the hills and the vales, the moun- 
tains and the plains, the rivers and the seas with which it deals.” Latsses-fatre 
democracy, restricting government, met a check because of the abuses result- 
ing from the Industrial Revolution, which called for. a return to state inter- 
ference, Reactions of this nature led to communism, socialism, nazism—and 
to Geopolitik. Whether the last is good or bad depends upon its objectives. 

For several chapters Dr. Mattern discusses, in an objective frame of mind, 
geopoliticians -ranging from Alexander von Humboldt and Kjellen to Spyk- 
man and even Burnham (Managerial Revolution). He rejects the theory of 
the state as a biological organism, and the necessity that “have-not” states 
must fight to obtain, and that “have” states must fight to defend. He does 
not regard war as an inevitable law of nature. There is no indication as yet 
that the have states are prepared to turn over to the have-not states territories 
containing resources which the latter need; thus no solution is to be found 
in this line of amgument. After geopolitics, what? Dr. Mattern gives us no 
explicit answer, but he points out the moral responsibility for providing living 
conditions that will make peace a blessing for peoples rather than a night- 
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mare for them; and he appears to consider organization of the community of 
nations for this purpose a necessity, 

It is worthy of notice how studies of this kind arrive by different routes at 
the necessity of providing economic security for the individual and of provid- 
ing international organization through which only can this be done. © 
CLYDE EAGLETON, 
New York AnA 


Leninism, Selected Writings. By. Josera Statin. (New York: International 
Publishers. 1942. Pp. 479. $2.75.) 


This important book comprises twenty-four selected addresses and articles 
“written by Stalin between December, 1924, and March, 1939, some of which 
have not been previously available in the United States. It was during this 
span of years that the collective farm program was promoted with success, that 
the Five Year Plans were initiated and fulfilled, and that the Stakhanovite 
movement arose to stimulate inventiveness and to encourage mastery of tech- 
nique by Soviet industrial workers. During this same period bitter struggles 
occurred within the leadership of the U.S.S.R. over internal and foreign 
policies that culminated in the unity, under Stalin’s direction, which has enabled . 
the people of the Soviet Union to repel Hitler’s assaults. These developments 
are here seen through the eyes of Stalin around whom they pivoted. There is. 
no other source that can be more rightfully called the “inside story” of Russia’s 
success as a socialist power, that more clearly depicts the economic thinking, 
the philosophy and psychology of Stalin, and more effectively explains the 
backgrounds of the Soviet victories over the nazi armies. 

The papers are arranged chronologically and in this way reveal the various 
steps in the emergence of the U.S.S.R. as a socialist economy. It opens with a 
carefully reasoned, caustic account of the fallacies of Trotsky’s “theory of 
permanent revolution,” which Stalin saw as endangering the survival of the 
U.S.S.R. For those who have interpreted Stalin’s stand on this question super- 
ficially as a conflict of personalities, or as a manifestation of Russian national- 
ism, this selection is required reading. Here, as throughout the volume, Stalin 
makes constant reference to the writings of Lenin as a guide to theory and 
practice, and as a means of refuting the validity of the arguments of his oppo- 
nents, This accounts for the title of the book, although no paper is so named. 
A more descriptive ute might have been Problems and Progress in Soviet 
Economic Life. 

One of the major Senen of the U.S.S.R., before the collective farm pro- 
gram was achieved, centered around the state policy toward the peasants, and 
around the degree to which their collaboration with the industrial workers 
toward the attainment of the socialist regime could be affected. It was this 
problem that formed the primary content of Stalin’s polemics both against 
Trotsky and the group which is characterized as the “Right Deviation.” 

Stalin, in these papers, indicts the Trotsky group as seekipg prematurely to 
force the development of collective farming by means of decrees without the 
preliminary requisite education of the masses as to the significance of the step. 
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At the same time he attacks the “right” for regarding the collectivization pro- 
gram with crucial reservations. Stalin’s speeches reveal the intensity of the 
struggle to overcome both oppositions, and to win the peasants to the support 
_ of the Soviet regime and the collectivization program, so that a sufficient food 
supply for the growing industrial population of the cities could be assured. He. 
argued that Soviet economy could not survive so long as agricultural produc- 
tion was based on scattered and small. peasant farming, and so long as there ~ 
was conflict between country and city over the food supply. In these speeches, 
` one can follow the tempestuous steps which led to the success of the collectivi- 
zation program, and observe how carefully Stalin directed every stage of its 
victory over prodigious difficulties, 

As is well known, resistance to Stalin’s policies in this period was not con- 
fined to differences in agrarian policies. The opposition forces not only denied 
the need for a drive against the capitalist elements or “kulaks” in the Soviet 
rural districts, and contended that subsidies to the collective farms and state 
farms was throwing money to the winds. They also demanded a contraction in 
Soviet heavy industry on the ground that the speed of development was fatal 
for the country because it created shortages in consumers’ goods; agitated 
against criticism of bureaucracy as undermining the state apparatus; and in- 
sisted that the government monopoly of foreign trade be relaxed. The papers 
here published contain the arguments and present the programs by which 
Stalin met the objections of his opponents as he stood his ground firmly against 
them. Any economist with this material before him can now, from the vantage 
point of history, judge for himself whether Stalin’s much-criticized policies 
were correct.in terms of the welfare of the Soviet people and of the world. 

When the problem of collectivization of agricultural production was on the 
way to being solved, Stalin turned his attention to the question of having the 
factories, mines, and mills efficiently run. The opening gun in this campaign was 
his address at the First All Union Conference of Managers of Socialist Indus- 
try in February, 1931, and this was followed by his notable address on “New 
Conditions, New Tasks in Economic Construction” delivered in June of that 
year at a conference of business executives. Economists who are interested in 
management problems and in questions of incentives will find these articles 
illuminating. The problems were to recruit labor in an organized manner; to 
prevent heavy turnover of labor; to establish a sense of personal responsibility 
of workers in industry for the machinery and the quality of the work; to 
develop a new corps of industrial and technical experts from among the work- 
ing class to supplement the insufficient force of old engineers and technicians ` 
left over from pre-Soviet days; to put an end to inefficiency, introduce business 
accounting, reduce production costs, and increase capital accumulation within 
industry itself. There were many who declared that such objectives could not 
be realized within a socialist economy; that their fulfillment would sound the 
death knell of socialist ideals. Stalin’s reports on the results of the first Five 
Year Plan in January, 1933, and his speeches before the Seventeenth Party 
Congress in Janugry, 1934, before the First All-Union Conference of Sta- 
khanovites in November, 1935, and to the Eighteenth Party Congress in March, 
1939, contain answers to these doubts. 
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The address to the Eighteenth Party Congress can be read also with advan- 
tage by those economists who have glibly bracketed nazi Germany and the 
Soviet Union together. The evidence is here unmistakable that Stalin at all 
times regarded fascism as the major danger, and sought, though vainly, for 
collective security agreements with the democratic nations for their mutual 
protection, while at the same time girding his country against the anticipated 
aggression. Through this and other speeches of Stalin, the reader will become 
cognizant of the suspicions with which the people of the Soviet Union have 
regarded capitalist countries, suspicions crystalized by the events of Munich, 
and which will have to be eradicated by a permanent revision of state policy 
of the democratic nations if world peace is to be preserved. 

The volume contains significant formulations on the theory of social classes, 
on the rôle of the state, on the nature of capitalist crises, on the place of the 
individual in a socialist society, on the rôle of the Communist Party, all of 
which will help economists to understand the structure and functioning of a 
socialist country. From it they can get the feel and discern the dynamic 
realities of Soviet planning, which is usually discussed abstractly as if planning 
were merely blueprinting. It will become clear that the term “totalitarianism” 
as applied to the Soviet Union is a mischievous political symbol, that it has 
been used to embrace a political entity distinctly diverse from fascism. The 
reading of the theoretical selection on “Dialectical and Historical Material- 
ism” will make further inexcusable the still too common identification of 
Marxism with economic determinism. 

A fundamental reorientation of attitudes toward the Soviet Union and 
toward Stalin is taking place in the United States because of the valiant record 
of the Soviet Union in the war. There is considerable evidence that academic 
circles are lagging behind the people in revising their judgments, which have 
heretofore been derived largely from hostile sources with little effort at a 
scientific appraisal of Soviet developments. Publication of original documents 
such as these provide authentic material on which better understandings can 
be based. 

BERNHARD J. STERN 

Columbia University 


Statistics; Economic Mathematics; Accounting 


The Fundamental Principles of Mathematical Statistics. By Hucu H. Wor- 
FENDEN. (Toronto: Macmillan. 1942. Pp. xv, 379. $5.00.) 

This book constitutes one of the greatest single contributions yet made in 
the field of statistics. Tha contribution lies not so much in the way of new 
theorems developed or new proofs of old theorems, though there are many 
such, but in the fact that the author has brought together into one ordered 
whole the known results in practically every field of statistics. Heretofore when 
one wished to find out what had been written on any special topic he had to 
search the length and breadth of countless books and special articles in the 
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various journals: Mr. Wolfenden has performed an inestimable service for 
students of statistics in compiling a most complete reference list on each topic. 

The complete title of the book—The Fundamental Principles of Mathe- 
matical Statistics, with Special Reference to the Requirements of Actuaries and 
Vital Statisticians, and an Outline of a Course in Graduation—suggests some- 
thing of its scope. It indicates, moreover, that this is not “just another book 
on statistics,” like many which have appeared in the past fifteen years, where 
the author had little new to contribute either in subject matter or method of 
presentation, Many authors have attempted to present what is essentially a 
mathematical subject in non-mathematical language and, when stuck, simply 
gave the mathematical formula required, without attempting to give its deriva- 
tion. Mr. Wolfenden has given us a logical development of the fundamental 
formulae, and frequently an alternative development, or has given a refer- 
ence to where a proof of the formula may be found, or both. 

While all students of statistics will find much in this book to interest 
them, if they have the necessary background to build on, it is of special inter- 
est to actuaries and those engaged in statistical investigations. It is not 
simply a textbook which the statistician will want to read through once and 
then put away with his other books on the subject—and many of us have 
quite a shelfful—but it is a book that he will want to keep at hand as a ready 
reference, for if he cannot find here just what he wants he knows that it will 
tell him where to find exactly what he wants. This is strictly true in the case 
of the special fields to which I have referred. The author has not included 
a few topics generally treated in books on statistics, such as index numbers, 
time series and correlation, and he barely mentions the finding of regression 
lines and the analysis of variance. 

The outline of the book is rather unusual, In order that the reader may 
be able to get a good grasp of the whole field, without becoming lost in the 
derivation of some of the more abstruse mathematical formulae which he 
-wishes to use, the author ‘defers to a later part of the book the proofs of such 
formulae. The main part of the subject matter is presented in the first 118 
pages, while the following 30 pages give the “outline of a course on gradua- 
tion.” In these 148 pages consideration is given to almost every worthwhile 
topic discussed in modern statistical journals, accompanied by references to 
the various papers where full discussions of the topics may be found. 

The classical approach to the subject of statistics is uSed. Starting with 
the theory of probability, the point-binomial and the normal curve follow 
` naturally. Then comes an extensive treatment of the theory of sampling, cov- 
ering simple sampling, the theory of Lexis, the theory of small samples— 
noting the contributions made by “Student” and Fisher. After a brief ex- 
planation of the multinomial theorem, which is required for the Pearson’s 
y?-test of goodness of fit, there is an extended discussion of the various 
kinds of curves that may be used to represent statistical distributions, The 
methods that may be used in fitting such curves to observed data, and the 
tests used to determine the “goodness of_fit” of the curves so fitted are ex- 
plained. Among the methods of fitting curves presented are the method of 
least squares, the method of moments, the minimum y? and graphical methods, 
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Of special interest to the actuary are the attempts that have’ been made by 
Hardy, Gompertz, Makeham, and others to find the equations of curves 
which would properly represent certain life functions—l,, qx, px, €x, etc. 

The outline of the course on graduation is certainly a boon to the actuarial 
student. The author discusses briefly the well-known methods of graduation 
—the graphic method, the method of fitting a mathematical formula, gradua- 
tion by finite difference: interpolations, by linear compounding, and by the use ` 
of difference equations. 

The second half of the book comprises several appendices, the first three 
being called Sections A, B, and C. Section A gives a brief history of the 
theory of statistics. Tn Section B we find the mathematical proofs and inter- 
pretations of many -of the theorems used in the first part of the book, to- 
gether with references to other writers where the given proofs or other 
proofs may be found. These sections show a most exhaustive knowledge of the 
literature on the subject. Section C gives applications of the theory. Many 
of the illustrations are naturally taken from the field of life contingencies. 
Those illustrating the Lexis theory are simple and interesting, as is: alse the 

application of the Poisson exponential. 

At the end there is a bibliography in two parts. The first gives in chrono- 
logical order, with dates, a list of publications on the subject which are chiefly 
of historical interest; the second gives a shorter selected list of texts and 
papers which the author considers useful in a study of the subject: 

L. A. H. WARREN 

University of Manitoba 


The Analysis of Economic Time Series. By Harotp T. Davis. Cowles Com- 
mission for res. in econ. monog. no. 6. (Bloomington: Principia Press. 
1941. Pp. xiv, 620. $5.00.) 

Recent progress in economics has been largely due to the recognition of the 
importance of two factors hitherto ignored or underrated, First, ¢ime did not 
become a variable in the economic model until rather recently when the “dy- 
namic” approach gained popularity and influence. Second, the rôle played by 
uncertainty and random factors which gave rise to what is often called 
“stochastic” economics is recognized; earlier, the existence of those factors, 
while not denied, was not regarded as affecting theory or empirical work to 
any important extent. 

By now it is commonly realized that economics will not achieve its objec- 
tives until most of it has been put on a stochastic and dynamic basis. For 
among these objectives are to be found: the explanation of business cycles and 
dynamic phenomena in which the random disturbances (innovations, discov- 
eries) are said to play a crucial part; prediction of the cyclical fluctuations; 
extrapolation of trends; estimation of future (or hypothetical) tax yields, etc. 
Unfortunately, the methods of empirical investigation of these problems have 
scarcely been developed. The ordinary statistical techniques which were cre- 
ated primarily for use of scientists ‘in other applied fields’ usually require a 
theoretical model which is ‘totally unacceptable to the modern economist. 
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Therefore, a paradoxical situation arises: after the majority of economists 
have been convinced that they must analyze and interpret reality on a dynamic 
and stochastic basis, they are told that the customary statistical techniques 
are not applicable to time series and that there are no good substitutes 
available. 

Of course, economic time series have been analyzed repeatedly. The perio- - 
dogram methods, as applied by Crum and others, have often served as a 
basis for “proving” and “refuting” the existence of various cycles. Other more 
modest attempts were made merely to try out certain techniques (e.g., cor- 
rellogram), as in Wold’s Study in the Analysis of Stationary Time Series, 
but there have always been doubts with regard to the validity of these proce- 
dures. While scattered papers and discussions of specific problems were not 
lacking, there was no source from which the proper perspective in economic 
time series problems could be gained. Not only beginners but even experienced 
scientists were unaware of progress made in various fields. Professor Davis’s 
book would have been a great contribution to our knowledge if it had merely 
_ given a systematic treatment of the available literature and techniques. How- 
ever, The Analysis of Economic Time Series does more than that. It puts 
emphasis on the most essential aspects of the theory of time series; it opens 
new perspectives in the field of significance tests (chap. 5, “Degrees of Free- 
dom in Economic Time Series”); it also contains a wealth of applications, 
especially in the chapter on periodogram analysis. 

In line with the requirements of modern theory of economics and statistics, 
it does not rigidly separate the problem of theoretical analysis from that of 
statistical investigation. For instance, the chapter on “The Evidence and Ex- 
planation of Cycles” could hardly be classified as either pure economics or pure 
statistics. Similarly, the problem of distribution of “Wealth and Income” and 
the “Dynamics of the Equation of Exchange” are treated both from the view- 
point of the economic theorist and the statistician. 

Undoubtedly many of Professor Davis’s views would be contested by a 
number of economists; in particular, the réle attributed to Pareto’s law of 
income distribution may be regarded as somewhat exaggerated. Of importance, 
however, is the logical structure of the author’s argument. He sets up a certain 
hypothesis (that Pareto’s law holds) on the-basis of explicitly stated the- 
oretical assumptions (see p. 412, “Theoretical Derivation of the Distribution 
Function”). The section on “Statistical Verification” is then directly based 
on that hypothesis. Whether one will actually agree with the conclusion that 
the empirical data verify the hypothesis is of secondary importance, but it is 
to be regarded as a great step forward that the statistical work should be 
directly related to the stochastic model on which it is based, as is the case 
here. The ideal situation, of course, would be if the hypothesis could be tested 
by means of one of the modern techniques initiated by Neyman and Pearson. 
This, however, might present considerable difficulties. 

The section on business cycles is perhaps of greatest interest. It comes at 
á time when a decade of discussion has yielded a fairly satisfactory theoretical 
approach to the ptoblem of explaining the “why” of the business cycle. Even 
though there is a tremendous amount of statistical data concerning the cyclical 
fluctuations, no systematic attempt has ever been made to examine these data 
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in the light of recent developments in the statistical techniques and theory, 
so as to corroborate or refute alternative explanations of the business cycle 
phenomena. Thus, only theories which can be shown to be internally incon- 
sistent can be seriously rejected at the present moment. Davis’s work is one 
of the major steps forward in the direction of relating empirical evidence to 
existing theories. 

His restraint in stating the conclusions concerning theoretical evidence for 
the existence of various cycles (p. 384) is very praiseworthy, Later on, how- 
ever, in analyzing the empirical data (chap. 12, “Interpretation and Critique’’) 
Professor Davis resorts to methods which the reviewer feels deserves a certain 
amount of skepticism. For instance, the evidence for the 40-month cycle is 
mostly derived from the periodogram analysis, though the distribution of the 
length of the cycle is also considered. The periodogram method is not likely 
to give correct results in series which are subject to irregular phase shifts as 
is the case in business cycles. The correllogram method and the method of 
“harmonic dial” (developed by Bartels) would seem to be more appropriate. 

A word of comment might not be out of place on Professor Davis’s discus- 
sion of the 50-year war cycle. It would appear rather risky to state that “the 
intensity of a war may be measured by this increase in prices” (p. 553). One 
wonders whether it is not premature to attempt a statistical analysis of a 
phenomenon where the “random disturbances” are so powerful as to over- 
shadow the “systematic component.” 

The Analysis of Economic Time Series is not merely a textbook and there- 
fore contains a number of controversial statements and theories, but in the 
reviewer’s opinion, it can be used as a textbook and a very stimulating one 
at that, provided a certain level of scientific maturity can be assumed onthe 
part of the students. 

LeEonm Hurwicz 

The University of Chicago 


A Significance Test for Time Series and Other Ordered Observations. By W. 
ALLEN WALLIS and GrorFREY H., Moore. Tech. pap. 1. (New York: 
Nat. Bur. of Econ. Res. 1941. Pp. 59.) 

The interest in the significance tests for statistics derived from time series 
has been on the increase in recent years, This is true of economics,. mete- 
orology, and even ballistics. The. usual techniques of least squares estimation 
are not directly applicable in case of time series since the postulate of inde- 
pendence of observations is not satisfied. The basic properties of estimates 
derived by the least squares method have not been systematically investigated, 
but it is known that these estimates are not always unbiased. If we try to fit 
a set of regression coefficients to, say, national income series we have the 
choice of either using the least squares method with its unknown bias or 
resorting to some alternative criteria, for instance, that of maximum likeli- 
hood. 

This’ was essentially the method of approach of Dr. Tjalling Koopmans in his article 
on “Serial Correlation-and Quadratic Forms in Normal Variables,” Annals of Mathematical 
Statistics, March, 1942. - 
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On the other hand, there still remains the question of randomness of any 
given time series. This topic is not new and the authors of The Significance 
Test for Time Series sketch its history in Section IX of their paper. While 
the authors’ approach is essentially based on the number and sequence of 
reversals of trends of time series or “phase duration,” an alternative method 
was recently adopted by Professor von Neumann (Annals of Mathematical 
Statistics, 1941). The latter has investigated the distribution of the ratio of 
the mean square successive difference to the variance. Given the sample value 
of that statistic and the significance level, we can determine whether the 
hypothesis of randomness is to be accepted or rejected. Wallis and Moore 
_ received a similar result by considering the distribution of the phase duration 
and checking the goodness of fit by means of a statistic which they denote by 
Xp which has properties similar to those of the ordinary y?. They state 
(p. 19) that they have not been able to determine mathematically the sam- 
pling distribution of °p but have found what seems a satisfactory working 
solution. In Section VIII they show how the tests can be applied to economic 
data: the sweet potato production, yield per acre, and acreage harvested in 
the United States, 1868-1937. It is noted that the technique applied lacks 
sensitivity to primary trend, but this is not regarded as a serious drawback. `. 
It must be realized, however, that the use of data in the y?, test is rather 
incomplete since only the signs of first differences are considered, but not 
their numerical magnitude. 

In spite of its shortcomings the new test has very interesting possibilities 
of application, especially since it can be applied to series of residuals, It can 
be used in estimation of the regression coefficients by postulating that the 
residual series should have a minimum value consistent with the maximum 
of randomness as measured by the probability of the sample value of y*). 
This, in a sense, would be a generalization of the ordinary least squares 
‘methods. 

Lzonm Hurwicz 
The University of Chicago . 


Business Cycles and Fiuctiations 


Business Behavior, 1919-1922; An Account of Post-War Inflation and De- 
pression. By Witson F. Payne. (Chicago: Univ. of Chicago Press. 1942, 
Pp. xi, 215. $1.50.) 
Dr. Payne’s clinical report on business fluctuations during the years imme- 
a diately following the World War comes at an opportune time for those giving 
attention to post-war economic problems. It is a forthright account of what 
happened to the leading cyclically sensitive industries during that short but 
spectacular inventory boom and collapse, written with a firm grasp of the 
extensive factual material and not made unreadable by excessive use of statis- 
tics in the text. 
In an introductory chapter discussing purpose and method, Dr. Payne sets 
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his objective as a presentation of facts without attempting to square them 
with business cycle theories or to fit them into a broad analytic framework. 
While this self-denial limits the study largely to description and immediate 
causal relations, it has compensating advantages in imparting a degree of 
directness to the discussion and in bringing one close to the considerations 
which influence business men. 

After a chapter devoted to the financial situation, covering the money 
market, foreign trade and the foreign balance, and the exchange rate confu- 
sion, there is a chapter on the course of events in each of the following indus- 
tries: leather and shoes, textiles, iron and steel and their principal products, 
automobiles, and building and allied industries, Every major segment in the - 
vertical structure of the industries from raw materials to consumer is taken 
up in turn, in so far as there are distinct markets along the line. 

_ Dr. Payne leads one, so to speak, to the center of each market and shows 
what influences were at work and how business men reacted to those influ- 
ences. He is concerned mostly with the materials of interest to the business | 
„analyst: new. and unfilled orders, production, shipments, stocks, and prices. — 
. Features peculiar to each market are emphasized and surprising timing dif- 

` ferences in the various peaks and troughs are brought out. In establishing the 
precise turning points for the various markets the author draws upon trade 
journal comments, news reports, and other qualitative material as well as the 

usual statistical series. Emphasis on the particular is one of the merits of the 
study, but it is at times carried to the extreme of seeking special causes at 
the height of inflation for the collapse of this or that market. 

A final summary chapter reviews the main course of the post-war cycle and 
brings together the major determinants of the business movements cited 
throughout the study. In explaining the 1919-20 boom, the author mentions 
the expansion of consumer purchasing and its shift into luxury lines, the 
extraordinary foreign-demand financed not only by huge government credits 
but also by gold and private credits and aided by exchange-price relationships 
favorable to American producers, and the continuance of large-scale deficit 
financing throughout the first half of 1919. The considerable expansion of 
plant capacity in the year after May, 1919, is discussed earlier but not re- 
- peated in the summary. With these factors active and price controls relaxed, 
the subsequent speculative inventory boom was inevitable—despite the fact ` 
that the conversion problem was considerably smaller than that which may 
be anticipated after the present conflict. One need not add to’ Dr, Payne’s 
list of causal factors, though I have the feeling that he overstresses the pri- 
macy of the expansion in consumer demand at the expense of the government 
deficit and its repercussions. 

For the collapse which followed, as well as for the recovery in 1921, the 
author is inclined to view the consumer as the prime mover. As prices moved 
up and up, agitation against the high cost of living grew until, finally, the 
consumer took matters in his own hand and stopped buying. Other factors 
which contributed to the debacle are cited: shutting off of government credit 
to Europe, drop of European exchange rates, credit restriction, by the Reserve 
banks, and transportation difficulties. These, however, are accorded a lesser 
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rôle than the “buyers’ strike.” Here again, the emphasis on the dominant rôle 
of consumer buying seems somewhat unnecessary. Once it is established that 
the inflation was being augmented by heavy inventory purchasing, that orders 
were being duplicated several times to assure delivery, and that prices got 
pretty much out of hand, the bursting of the bubble would have come re- 
gardless of the behavior of the consumer. 

This is a minor matter, however, in a study which is useful primarily for . 
its detailed industry chapters. It should prove valuable as a review of the 
last post-war adjustment and stimulating in regard to the adjustment that 
must soon be faced. One cannot leave the study without being impressed by 
two things: first, in so far as the return to “normalcy” takes the form of 
immediate withdrawal of price controls, it is apt to result in a chaotic transi- 
tion period; second, most business men fail to recognize an inventory boom 
and the few who do are powerless to check it. 

A MILTON GILBERT 


-~ Washington, D.C. 


Public Finance; Fiscal Policy; Taxation 


A Treatise on War Inflation. By Wrtttam FELLNER. (Berkeley and Los An- 
geles: Univ. of California Press. 1942. Pp. x, 180. $2.00.) 

First in a series of research studies conducted under the auspices of the 
newly organized Bureau of Business and Economic Research of the Univer- 
sity of California, A Treatise on War Inflation offers further evidence of the 
widening area of agreement among economists regarding the proper financial 
policies to be followed by this country during the present war. Those who 
have read with profit Paying for Defense by A. J. Hart and E. D. Allen, 
and Fiscal Planning for Total War by W. L. Crum, J. F. Fennelly and L. H. 
Seltzer will find in Professor Fellner’s book another carefully reasoned analysis 
of the fiscal problem. f 

Writing with the facts of another wartime fiscal year (1942) at hand, 
and with the Revenue act of 1942 under consideration, the author presents 
with force and clarity the strong case for a non-inflationary fiscal program. 
It is a national misfortune that such arguments could not have carried con- 
viction to the halls of Congress. 

The author’s principal thesis is that war finance has been in the past and 
is now irrational. The real cost of the war cannot in any large measure be 
transferred from the shoulders of the present generation. Were it not for 
political limitations, a powerful government recognizing this fact would decide 
at the outset how these real costs were to be distributed and would devise 
a financial program designed to accomplish that distribution. The usual 
wartime inflationary finance which depends heavily upon borrowing from 
banks allows this*decision as to the distribution of costs to be settled by in- 
flation. Thus irrationally and without plan, some groups are permitted to gain 


1943] BOOK REVIEWS | ; 405 


advantages at the expense of other groups, either during the war ot in the 
post-war period. 

Rational finance would allow monetary expansion only to the degree indi- 
cated by the increased flow of real output. Such a policy would aim to 
prevent by taxation all. redundant disposable income of individuals, that. is, 
redundant relative to the flow of real consumers’ output. Redundant i incomes - 
constitute the inflation potential. A pressure upon prices is exerted thereby 
which no system of direct controls, rationing and price fixing, can successfully 
resist if the magnitude of the redundancy is large. Other controls may be 
aimed at inducing purchases of government bonds, or at encouraging hoarding, 
spending only for uncontrolled commodities, or paying debts. 

Government security purchases from individual savings merely give some 
persons claims against the incomes of other persons at a later date. For 
the community as a whole, such purchases cannot increase the post-war 
flow of real income, and hence they serve merely to change, perhaps un- 
favorably, certainly unpredictably, the distribution of income. Moreover, 
they represent temporarily frozen purchasing power, which may be used 
unwisely at a time when the real income flow is small. They may thereby 
create a post-war menace. If expansion needs to be induced after the war, 
direct methods are preferable to dependence upon the haphazard spending 
of previously frozen war incomes. 

The ability to sell a large volume of government securities to savers implies 
inflationary finance. Only if the government creates redundant income by 
borrowing from banks will the volume of voluntary saving by individuals be 
large. Contrariwise, if the government depends on non-inflationary methods, 
mainly progressive income taxation, the flow of savings will be small. 

If redundant incomes are large enough to provide sufficient savings for 
a large volume of bond purchases, it must be recognized that they may be 
used as readily, in spite of direct controls, to divert resources to the civilian 
sector at the expense of war output. If direct controls effectively limit the 
amount of income which can be spent, hoards will be accumulated “which 
are apt to ‘explode’ at the wrong moment after the war.” In short, govern- 
ment borrowing from individual savings is a policy which, though theoreti- 
cally capable of absorbing all redundant income, is unlikely to eliminate a 
serious inflationary menace. , 

The same is not true of borrowing the current savings of corporations, 
for corporations do not ordinarily spend their incomes on consumption. Un- 
distributed profits, enlarged as a result of heavy individual income taxes, 
and possibly by limitations placed upon the payment of dividends, may be 
borrowed along with such private funds as are released by inventory liquida- 
tion, the deferment of replacements, or capital consumption. ‘ 

In 1942-43, Professor Fellner estimates, this might justify about 10 bil- 
lions of borrowing from gross corporate savings. In addition an ultimate 
further expansion of 20 per cent in national real output would permit mon- 
etary expansion at the rate of perhaps 5-6 billions in the fiscal year. Thus gov- 
ernment borrowing should be limited to 15-16 billions. 

The reader may object that a fiscal program designed to raise the differ- 
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ence between 70 billions (estimated federal expenditures for 1942-43 when 
this book was written) and the 15 billions to be obtained by borrowing 
would seriously impair incentives and economic efficiency, even though fear 
and patriotism partially supplant income as an inducement to effort during 
war. The author’s answer is that this is true only if marginal tax rates are 
confiscatory. The danger, Professor Fellner believes, is greater in the case 
of corporation taxes than in that of individual income taxes. 

This is true because, “unless increased efficiency means somewhat higher 
profits after taxes, the corporation will not typically be the better off on its 
post-war market the more efficiently it produces war materials during the 
emergency.” On the other hand, the larger individual incomes accrue mainly 
- to professional persons whose future incomes depend upon the quality of 
service rendered now. The author, therefore, prefers moderate rates of ex- 
cess profits tax in order to ensure a sufficient stimulus to efficiency. Marginal 
rates should be kept considerably below 100 per cent. He estimates that cor- 
poration taxes at rates approximating those of the proposals submitted by the 
Treasury in 1942 would yield upwards of 10 billion dollars in 1942-43. Taking 
into account the 15 billions of legitimate government borrowing and the 10 
billions of taxes from corporations, some 45 billions more would be needed to 
balance federal expenditures of 70 billions. 

Possibly 6-7 billions could be raised without undesirable results by the levy 
of excises on luxuries, harmful commodities, or consumption items competing 
with war production. Scarcities would reduce the yield, but on the other 
hand high taxes would help to restrain the demand for scarce articles and 
would turn part of the high price over to the Treasury rather than to producers 
as windfall profits. 

The mainstay of revenue in a non-inflationary financial program for 
1942-43 should be the progressive individual income tax. A yield of 40 billions 
would represent between 30 and 35 per cent of aggregate income payments in 
the fiscal year. To collect this amount would require the lowering of the 
exemption for families with two dependents to $1,000 and the raising of 
effective rates (rates on total income) to 10 per cent for the $1,000-$1,200 
bracket, 50 per cent for the incomes of $5,000-$10,000, and 85 per cent — 
for $20,000 and over. Marginal rates would reach nearly 90 per cent at 
$15,000. To be effective such a program requires that collection at source be 
instituted, but it may be “limited to amounts corresponding to the increase 
of tax revenue from one year to another.” 

Taxing income is the fairest way to distribute the cost of war and this 
method should be pushed as far as it is politically possible. Compulsory 
saving may be used if tax rates are thought to be so high that incentives 

- are endangered. However, though compulsory saving makes “the long-term 
distribution of burdens more advantageous to the low income groups,” it must 
be remembered that it leaves “a bill to be settled in the post-war period.” 

Regressive taxes should be used only if a sufficiently high rate of 
progression cannot be imposed with minimum exemptions, or if the political 
limits of direct taxation are such that an inflationary gap will remain. Since 
both of these conditions probably exist, it should be recognized that “regres- 
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sive taxes are antisocial as compared with income taxes, but they are much 
less antisocial than inflation.” If the choice is between “controlled infla- 
tion” and regressive taxation, the latter is to be preferred. 

In a carefully prepared review of federal finances and price level changes 
since 1939, and of the actual and potential expansion of total output, Profes- 
sor Fellner shows that a decision on fiscal policy cannot be long postponed. 
Redundant incomes arising from inflationary finance have already produced 
a price rise which threatens to continue in spite of direct control. The cau- 
tion is added that even a carefully devised non-inflationary financial pro- 
gram cannot entirely avoid inflation in a war requiring half of total output. 
Dishoarding and the use of consumer credit would be difficult if not 
impossible to prevent entirely. 

With the basic thesis of Professor Fellner’s book, the writer cannot take 
issue. “Insufficient attention has been given in the recent literature to the 
dangerous implications of a fiscal policy directed in part toward absorbing 
excess purchasing power by borrowing large amount of savings out of cur- 
rent income. 

Yet, while most economists would, I think, agree with the author that a 
more courageous income tax has been much too long delayed, greater de- 
pendence may be placed upon borrowing from savers than Professor Fellner 
has recognized in his proposed non-inflationary program. All individual sav- 
ings are not a product of inflationary finance. Many individuals would be 
disastrously affected by the income tax rates suggested unless allowance is 
made in the fiscal program for normal annual savings in the form of insurance 
and annuity premiums, and mortgage payments. Such savings amount to fixed 
charges on the incomes of the so-called white collar classes whose annual . 
receipts have not been increased much during the war, and to a large degree 
these savings find their way to the federal Treasury through government 
security purchases. 

To tax as heavily as has been urged without allowarice for these commit- 
ments would force many persons to choose one of the equally unattractive 
alternatives of an inequitablé reduction of consumption, or a sacrifice of 
homes and insurance programs, The government’s fiscal gain, if real at all, 
would impose an unnecessary and excessive burden ‘upon the taxpayer. It 
should not be administratively difficult to permit deductions for the average 
individual savings of recent years. To this extent government borrowing as 
a part of the author’s program would be increased by at least some fraction 
of normal annual individual savings. 

Professor Fellner has rendered an important service by directing attention 
to the irrationality and the dangers of our present lock-the-door-after-the- 
horse-is-stolen policy of war finance. He has made his contribution with _ 
clarity of thought and precision of argument. This book is highly recom- 
mended to all those who are willing to face the facts of war finance with 
courage. 

Donato W. GILBERT 

The University of Rochester 


408 THE AMERICAN ECONOMIC REVIEW -> [JUNE - 


The Burden of British Taxation. By G. Frnptay Smmeas and L. Rostas. 
(New York: Macmillan. 1943. Pp. xiv, 240. $3.00.) 

The importance of dependable measures of the distribution of the total 
tax burden among the different income classes increases with the size of the 
burden. If taxes are to take a quarter or more of the national income, it is 
of the utmost importance that they be equitably distributed; and only “ig we 
know the incidence of these taxes can we hope to allocate them satisfactorily. 

This task involves two problems: determining the shifting and incidence 
of the different taxes; and measuring the magnitude of the final burden on 
different income groups. The authors of this book do not pretend to add to 
our knowledge of shifting, It is stated on page 2 that “. .. the Gordian knot 
of these complications has been cut. Jt is assumed that the burden of taxation 
. ds borne as it is intended to be,’ i.e., that all direct taxes are borne by the 
taxpayers and all indirect taxes are borne by the final consumer, The problem 
of the incidence of the business profits taxes has been regarded as insoluble 
for 1941-42, because of the nature of the new taxes: A separate estimate of 
the burden of this tax is made for 1937-38 (p. 100) on the assumption that 
it falls on the shareholders: 

No alternative assumptions as to shifting and incidence have been enter- 
tained for any of the- taxes. The study makes a clear contribution, however, 
to the technique of measuring the final burden, as well as producing estimates 
of the current British tax burden that are in themselves of great interest. 

Considering the results of the estimates first, the tax burden has been 
measured for two different years—1937-38 and 1941-42. These estimates 
cover fourteen different income classes for “fully earned” and “fully invest- 
ment” incomes, respectively, and for families of. from one to five persons. 

‘The taxes included are both direct and indirect, and the social security 
contributions are classified as taxes. The taxes excluded from the estimates 
amount, in 1941-42, to about 20 per cent of the national tax revenues and 
about 30 per cent of combined national and local revenues. The largest of ` 
the taxes excluded are the national taxes on business profits and the local rates. 

In general, the results show the familiar tax-burden curve—regressive for 
` the low-income classes and sharply progressive for the high-income classes. 
To illustrate, the 1937-38 tax burden on earned incomes (family of four) 
drops from 17.9 per cent at £100 to 11.3 per cent at £350, rising to 14.5 
per cent at £500 and 57.7 per cent at £50,000. In 1941-42 the burden is not 
only heavier for all income classes, but the income range subject to a regressive 
tax burden has been narrowed. Thus the tax burden on earned incomes (family 
. of four) drops from 27.6 per cent at £100 to 19.6 per cent at £250, and then 
increases to 21.2 per cent at £300 and 91.3 percent at £50,000. The rates for 
investment incomes are lower for small incomes and higher for large incomes 
than the rates for earned incomes. For single persons, in 1941-42, the income ` 
range subject to a regressixe tax burden is limited to that below £100. 

The heaviest of the regressive levies on the low-income groups are taxes 
on alcohol and tebacco, social security contributions, and taxes on sugar 
and teas in the order named. The purchase tax, while heavier than the taxes 
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on sugar and tea, is not clearly regressive on incomes under £1,000. The 
personal income tax is the outstanding progressive levy. 

Taking the estimates as a whole, it is apparent that the burden is heavier 
for every income class than in the First World War, and also that it is sub- 
stantially heavier than our own 1941 tax burden, as estimated by Tarasov 
(“Who Does Pay the Taxes?” Social Research, Sup. IV, 1942). This is true 
even though 30 per ‘cent of the taxes have been excluded from the British 
estimate and none from the United States estimates, These figures should 
dispel any lingering illusions in this country that, if all taxes are counted, 
the British tax burden is lighter than ours. 

The technique of measuring the burden of taxation is still in the pioneering 
stage. The studies of Lord Samuel (1919)* and the Colwyn Committee 
(1927)? were the first extensive estimates. Comprehensive American studies 
appeared considerably later, with the Twentieth Century Fund study (1937)? 
and the T.N.E.C. study (1941). The latter used a new approach, allocating 
the total of tax revenues. among the different income groups. The earlier 
studies estimated burdens for sample families of different income classes and 
with “typical” expenditures for their class. 

This ‘study follows the “typical family” technique. The objections to this 
technique are that it can at best make estimates for only a few income levels 
and a few sizes of family, and that sources of income and nature of ex- 
penditures will vary widely for families of the same size and income. Also, 
the burden of local taxes varies geographically and this may make a sub- 
stantial difference in the typical family’s burden when other circumstances are 
the same. These difficulties have been minimized in this study by increasing 
the number of typical families for which estimates have been made (14 
income classes instead of 11 for the earlier British studies and 10 for the 


Twentieth Century Fund study, and families of from one to five instead of | 


a single size of family). Also, separate estimates have been made for fully 
earned and fully investment incomes, For consumption taxes, such as liquor 
and tobacco, separate estimates have been made for light, moderate, and 
heavy use, Finally, the local rates have been omitted so that the problem of 
geographical variations does not arise. 

The “typical family” technique is more readily adapted to popular use 
than the “total distribution” technique, because of its apparent definiteness. 
For the same reason it is more subject to misinterpretation. 

The pattern of consumption for different income classes has been carefully 
analyzed in the light of various budget studies; and for commodities that 

_carry heavy taxes and for which consumption habits vary widely within the 


1H. Samuel, “The Taxation of the Various Classes of the People,” Jour. Royal Stat. Soc., 
Vol. LXXXT (Mar., 1919), pp. 144-82, 

3 Report of the Committee on National Debt and Taxation, Cmd. 2800, 1927. 
- *M. Newcomer, “Estimate of the Tax Burden on Different Income Classes,” in Studies 
in Current Tax Problems (New York, Twentieth Century Fund, 1937). 

‘G. Colm and H. Tarasov, Who Pays the Taxes? T.N.E.C, monog. no. 3 (Washington, 
Supt. Docs., 1940). 
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same income class (notably liquor and tobacco), estimates have been made, 
as noted earlier, for light, moderate, and heavy consumption. 

A notable departure from earlier tax-burden studies has been made in the 
thorny problem of apportioning the burden of the estate tax. It is pointed 
out that the insurance-premium method tends to overestimate the burden 
of this tax for the larger property holders. Since the insurance taken out to 
meet the estate tax is in itself subject to the tax, this results, for the wealthier 
groups, in such a heavy tax that the necessary annual insurance payments 
would exceed the income from the property. It is impossible to keep such 
estates intact at death, since to meet the premium payments that would be 
required to keep the estate unimpaired, the owner would have to dip into 
capital, thus impairing before death the estate that he intended to keep 
intact at death. 

Earlier studies, e.g., the Twentieth Century Fund study, have pointed out 
the impossibility of maintaining large estates intact through such insurance, 
but this study goes farther and estimates the burden of that amount of saving 
that will maintain the estate at the optimum level, i.e., the amount of saving 
that might pay (pp. 87 ff.). The result of this is to make the burden of death 
duties a fixed sum—and thus a regressive tax—on estates above the optimum. 

It can still be debated, of course, whether the owners of estates typically 
save more than they would save in the absence of any such taxes. If not, the 
burden cannot be said to fall on them. The present value of the estate is in 
no way reduced by these taxes, since neither the current income nor the market 
value of the property (assuming that the estate can be sold in segments to 
small property owners not subject to heavy death duties) is affected. This, 
together with the fact that owners of large estates cannot possibly save 
enough, raises the question whether some attempt should not be made to 
measure the burden on the heirs. Certainly the tax is not burdenless because 
the original owner cannot possibly provide for it. 

Much remains to be done. It is to be hoped that eventually some English 
study will include the local rates in the estimated burden. It is to be hoped, 
also, that as our knowledge of shifting and incidence increases, the assumptions 
concerning incidence will become less arbitrary. This is not stated as a 
criticism of the book under discussion, however. Within the limitations that 
the authors set for their study they have worked carefully and constructively. 
In consequence, the technique of measuring the tax burden has been advanced 
a good step forward. 

MABEL NEWCOMER 

Vassar College . 


The Impact of Federal Taxes. By Roswett MacL. (New York: Columbia 
Univ. Press. 1943. Pp. 218. $3.00.) 

Professor Magill’s book is both satisfying and PE E it satisfies our 
curiosity about the way in which a scholar with Professor Magill’s wealth of 
experience would revise the federal tax system; it is aggravating in its failure 
to reveal more of the author’s thought processes and to blend the substance 
of the book into an integrated whole. 
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Professor Magill was an acknowledged tax authority long before he was 
called to serve as Under Secretary of the Treasury in charge of tax matters. 
Two years in that post during the late thirties supplied him with first-hand 
knowledge of the Treasury viewpoint on tax matters. His experience in the 
service of both taxpayers and the government, coupled with his academic 
interests, provide him with an excellent vantage point on tax problems. 

In this connection, Chapter I is the most significant part of the book. 
Here Professor Magill reveals how the government should finance a 20- 
billion-dollar annual budget after the war: 8 billions from the personal 
income tax, 4.4 billions from the corporation income tax; one billion from 
estate and gift taxes; 4 billions from liquor, tobacco, and other excises, and 
2.6 billions from a general sales tax, The excess profits tax would be eliminated 
and the rates of the corporation income tax retained at present levels. To 
avoid double taxation of corporate earnings, stockholders would be allowed 
a credit against their personal income tax. The estate and gift tax revenue 
would be increased by the integration of the two taxes. 

The sales tax revenue would be ‘obtained from a 5 per cent retail levy. In 
discussing this item, Professor Magill writes: “A sales tax by itself is not 
the best measure of taxpaying capacity, for purchases of goods do not increase 
proportionately with income.” Although in the opening pages of the book, 
he recognizes ability to pay as one of the criteria of equitable taxation, Pro- 
fessor Magill is able to conclude that “the case for a general retail sales tax 
today rests on solid grounds.” It would not conflict with ability to pay - 
because the system as a whole is “sufficiently geared to capacity to pay.” 
Many, including the reviewer, would disagree. Phrases like “in times like 
these,” and his use of the argument that a general sales tax would be a real 
help in combatting inflation tend to suggest that Professor Magill would 
sponsor the sales tax only as a war measure. This, however, does not appear 
to be his purpose since the sales tax is included in his post-war tax program, 
when it is scheduled to raise 2.6 times as much revenue as the estate and gift 
taxes combined. 

For the current fiscal year Professor Magill would increase the yield of 
the federal revenue system by approximately 10 billion dollars; 5 billions 
from a 10 per cent general retail sales tax, one billion from the excess profits 
tax and 4 billions from the personal income tax. The additional income tax 
revenue would be obtained mainly by a further lowerns of a and 
severely increasing the normal tax rate. 

Professor Magill is at his best in Chapters II, IO, and IV, where he discusses 
the effects of the income tax on the family, the effect of the estate and gift taxes 
on family settlements, and the effects of business taxes on corporate policies. 
These chapters explain the title of the book. Economists not conversant with 
legislative and judicial trends in these three fields will find here a lucid and 
authoritative synthesis. The concluding chapter contains a concise description 
and appraisal of the Bureau of Internal Revenue’s procedure in collecting 
taxes, and makes some suggestions for its betterment, i 
L. LAszLo Ecxer-R. 
Arlington, Virginia 
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State Income Taxes. By Roy G. BLAKEY and VIOLET JOHNSON. (Chicago: 
Commerce Clearing House. 1942. Pp. ix, 152. $3.00.) 


Since the publication of Alzada Comstock’s State Taxation of Personal 
` Income in 1921 and the National Industrial Conference Board’s 2-volume 
study, State Income Taxes, in 1930, no single comprehensive study of state 
income taxation in the United States has appeared. Hence, despite the many 
special studies of different areas, aspects, and problems of the subject pub- 
lished during the last decade, economists, tax administrators, and the general 
public will welcome this volume by Professor Blakey and Miss Johnson. 

The authors center their attention on a careful description of the salient 
features of the varied state income tax systems now in operation. They present 
an acute and compact analysis of the diverse statė legislative and judicial 
definitions of taxable income; of the different state rates and exemptions for 
individual and corporate incomes; of such special problems as the allocation 
of taxable income among the states; of state administrative machinery and 
techniques. In their introduction, Drs, Blakey and Johnson point out how 
the number of states with income taxes has increased from fifteen in 1928.to 
thirty-six by 1940, owing in large part to the impact of the 1929 depression. 
But they state in a chapter on “Yields and Trends” that income tax collections 
‘have fallen off in amount and importance from the high point of 1930-32. 
The Census Bureau figures on all state tax receipts in 1941, which they cite, 
show (pp. 2, 111-13) that state net income taxes produced 9.4 per cent of 
this amount while sales taxes of all kinds accounted for 40.5 per cent; unem- 
ployment compensation taxes, 20 per cent; taxes on specific businesses, 9.9 
per cent; motor vehicle licenses, 9.3 per cent; state property taxes, 5.7 per 
cent; and other taxes, 5.2 per cent. The conspicuous upward trends since 
1930 have been in taxes on consumers’ goods and in social security taxes. As 
Professors G. W. J. Bruins, R. M. Haig, and others have said elsewhere, this 
revival of sales taxes represents a progressive deterioration in the quality of 
the state tax systems from the viewpoint of equity and justice. 

The yields from state income taxes have not yet fulfilled the hopes of their 
early champions for various reasons. The authors stress the following:' (1) 
Several very important industrial states have not yet adopted income taxes 
or have adopted very inadequate ones. (2) The national government’s heavy 
income tax rates lessen the range open to state income taxes, (3) Recent great 
increases in the numbers, types, and rates of taxes imposed by all govern- 
` mental units have- affected the people’s ability to pay taxes. (4) The political 
pressure of sales-tax advocates has been more influential than that exerted 
by the proponents of state income taxes. (5) Relatively inefficient administra- 
_tion has accounted for inadequate results in many states, ` 

Owing to limitations of space, the authors have not been able to give any 
extended discussion of the controversial issues in basic economic theory raised 
throughout the book. They seem to favor most, if not all, of the positions 
expounded in Duncan Black’s Incidence of Income Taxes, and Henry C. 
Simons’s Personat Income Taxation, and to oppose the arguments for sales 
and expenditure taxes circulated so widely in recent years. But they do present 
a few brief remarks on key principles, such as this (p. 117n.): “The present 
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authors are of the opinion that, over the long run, there is, or may be, some- 
what more shifting of net income taxes than the writings of most classical 
and orthodox economists might lead one to believe. At the crux of the matter - 
are some unsettled questions of general equilibrium and interest theory. For 
-example, does a lower interest rate induce more or less savings, or what are the’ 
direct and indirect effects of reduced savings, or potential savings, because of 
taxes as advocated by those who favor spending to save [saving?], deficit 
financing, etc.?” f 

Economists will have to wait for another volume exploring these and related 
questions. Similarly, the public will have to turn to such studies as the report 
by the Treasury Committee of Harold Groves, Luther Gulick, and Mabel 
Newcomer on Intergovernmental Fiscal Relations (March, 1943, release) for 
a detailed elaboration of the brief discussion (pp. 118-21) on how national, 
state, and local tax programs may be coördinated and the existing conflicts 
eliminated. Political scientists and economic historians will want more light 
on the year-by-year changes in state legislation and law during the last twelve 
years, especially as related to the different phases of the business cycle and to 
the operations of the numerous special tax-pressure groups throughout the 
country. 

These suggestions for further research and analysis should not be taken as ` 
criticisms of defects in this book, but as indications of the self-imposed limi- 
tations under which the authors have worked. Their volume is a scholarly 
contribution to a complex field and will be found exceedingly useful by all 
those interested in the subject of state taxation. 

SIDNEY RATNER 

Washington, D.C. 


Money and Banking; Short-Term Credit 
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The ABC of Inflation. By Enwrn WALTER Kemmerer. (New York: McGraw- 
Hil. 1942. Pp. xii, 174. $1.75.) 

At the time The ABC of Inflation was written, in August, 1942, Dr. Kem- 
merer was convinced that inflation was already well under way in this coun- 
try. His purpose in writing this book was to acquaint the public with the 
economic principles of inflation and to arouse them to demand prompt and 
vigorous action on the part of the government. Dr. Kemmerer presents in a 
clear and interesting manner what he believes to be the causes of inflation, 
and then proceeds to analyze the effects of inflation on various categories of 
economic activity, e.g., debtor-creditor relationships, foreign trade, interest 
rates, and wages. His final chapters deal with the methods of controlling in- 
flation, including both general and so-called direct controls. 

After criticizing definitions of inflation in terms of price advances, Dr. Kem- 
merer defines inflation as “too much money and deposit ¢urrency—that is, 
too much currency in relation to the physical volume of business being done.” 
Whether or not we have too much money depends in part upon the velocity » 
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of circulation since it is recognized that a change in velocity of circulation is 
equivalent to a.change in quantity of money in its influence on prices. The | 
causes of inflation can, according to Dr. Kemmerer, be viewed from two 
angles: the monetary angle and the commodity angle. From the monetary 
angle, the principal forces making for inflation in this country are: (1) the 
expansionist currency policies of the present administration; (2) the mon- 
etization of government debts; (3) the increased supply of gold; and (4) 
the probable increase in the velocity of circulation of money. On the com- 
modity side, the causes of inflation relate to the scarcities of raw materials, 
plant and equipment, Jabor, and consumers’ goods, in relation to the demand 
for them. 
` Throughout this book, the author analyzes the generation of inflationary 
- pressures, first from the purely monetary side, and then from the commodity 
„ide; but nowhere does he succeed in integrating these two approaches in a 
convincing manner. This must inevitably be true of any attempt to analyze 
. the dynamics of inflation in terms of a money-goods equation. The dynamic 
forces making for inflation are not to be found in either the kind of money 
in circulation or its quantity. 

Dr. Kemmerer devotes a short chapter to the effects of inflation on the rate 
of interest. He points out that, in a period of rapidly rising prices, interest 
rates tend to be high because lenders expect to be repaid in dollars which are 
less valuable than those which they are lending. Also, borrowers are willing 
to pay high rates of. interest because they can repay their debts in dollars of 
less value than those which they borrow. Dr. Kemmerer refuses to predict, 
however, with respect to the future of interest rates in this country during 
the present war, although he admits that “both the experiences of history and 

the teaching of orthodox economic theory would forecast rising interest rates 
in the United States in times like these.” He is rather vague on this point, 
but it is clear that the orthodox theory of the determination of interest rates 
simply does not square with modern conditions. What the author fails to 
explain is that, with shortages and widespread rationing of consumers’ goods, 
the supply of savings is likely to be plentiful, while the demand for savings 
is largely centered in the hands of the government which is able to play the 
rôle of a monopsonist in the capital market. In addition, the government con- 
trols the supply of capital funds through its control over the excess reserves of 
the banking system, ` -< ` 

On the subject of controlling inflation, Dr. Kemmerer believes that the first 
and most important’ thing to do is to repeal what he calls “dangerously in- 
flationary legislation now on our statute books.” These include (1) the power 
to devalue the dollar, .(2) the existing silver legislation, (3) the authority to 
increase the circulation of greenbacks up to three billion dollars, (4) the legis- 
lation nationalizing ‘gold, (5) the authority to issue Federal Reserve bank 
notes, and (6) the legislation of March 27, 1942, making it possible for Fed- 
eral Reserve banks to buy directly from the United States government its 
direct or fully guaranteed obligations. 

In view of the fact that powers (1) and (3) above have not been utilized. 
in recent years and that powers (5) and -(6) have been employed only to a 
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limited dace and then only as a ‘substitute for readily available means of 
expanding currency and bank reserves,, respectively, it is difficult to see why 
Dr. Kemmerer gives these powers such a prominent place among the factors 
making for inflation in this country. 

Dr. Kemmerer’s emphasis on monetary controls is a logical outgrowth of 
his analysis of the causes of inflation in terms of the quantity theory of money. 
But as was pointed out earlier, analysis in terms of the kind and quantity of 
exchange media fails to reveal the fundamental forces making for price rises. 
The monetary institutions are only the instruments by means of which funda- 
mental policies are put into operation. If the total volume of money were 
stabilized at its present level or even at a somewhat smaller volume, this fact 
alone would not be a guarantee against inflation. If the government continued . 
to finance the bulk of its expenditures by means of borrowing, interest rates ` 
would have to be raised substantially and the velocity of circulation would 
undoubtedly increase. The rise in interest rates would increase the cost of 
financing the war, but there would be little or no effect on consumer spending, 
which is fundamental to the reduction of inflation pressures. Moreover, a rise 
in the open-market rates of interest would lead people to cash their War Sav- 
ings Bonds in exchange for securities bearing higher rates of interest. 

If we intend to maintain interest rates at or near their present levels, we 
must be prepared to increase bank reserves and to meet the demands for hand- 
to-hand currency. So far as the control of inflation is concerned, it makes little 
difference how the additional reserves and currency. are supplied so long as 
the monetary authorities have adequate means of controlling their volume in 
both directions. 

Dr. Kemmerer’s discussion of taxation, compulsory savings and the control 
of consumers’ credit completes his analysis of general controls, The last three 
chapters contain an excellent review of the history of price regulations in this - 
country both prior to and after the passage of the Emergency Price Control 
act of 1942. 

Dr. Kemmerer has undoubtedly made a significant contribution in provid- 
ing the general public with a thoroughly understandable account of the causes 
and consequences of inflation. It is, however, unfortunate that he has given. 
so much prominence to the purely monetary aspects of this problem, thereby 
diverting the reader’s attention from the really fundamental issues involved. 

© Raymond F. MIKESELL 

Washington, D.C. 


The Federal Reserve Bank of Cleveland. By ARTHUR FREDERICK BLASER, JR. 
(New York: Columbia Univ. Press. 1942. Pp. xxviii, 306. $3.50.) 

The regional Federal Reserve banks have been unable to develop into truly 
central banks for their districts because the underlying economic organization 
of the country has not followed the artificial federal reserve district boundaries, 
and has tended, in fact, to become more and more national.in character. 

This principal conclusion of Mr, Blaser’s book, though nominally reached 
with respect to the Federal Reserve Bank of Cleveland primarily, is made 
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generally applicable to all the regional Reserve banks. A narrow concept of 
their functions and responsibilities, a tendency to conduct themselves like 
superior private institutions intent upon avoiding losses to themselves at all 
cost, and an inadequate comprehension of the general monetary effects of 
their policies no doubt contributed to this result in many instances. Mr. Blaser 
makes no criticisms along these lines, but mentions a few facts which would 
support such inferences. 

At any rate, the regional Reserve banks early relinquished individual con- 
trol over their open market operations as an instrument of credit policy, and 
in recent years, amendments to the Federal Reserve act have deprived the 
district banks of nearly all authority for policy determination. They continue 
to exercise some power in this respect in connection with their direct lending 
operations and their bank examination procedures, but even in these fields 
the rules of the Washington authorities are becoming increasingly specific. 
For the most part, therefore, the district banks have become merely clearing | 
and collection organizations, and performers of other sundry services for com- 
mercial banks, the ‘Treasury, and governmental credit corporations and agen- 
cies. 

Although tbis is a full-size book and is clearly written, I cannot say that 
the reader learns very much about the Cleveland F ederal Reserve district or 
the Cleveland Federal Reserve Bank that cannot be found in Census and 
other government publications: Nor can I say that the reader learns much 
about the Federal Reserve System as a whole by looking at it through Mr, 
Blaser’s Cleveland window. The reason appears to be that the treatment is 
largely confined to describing the formal structure of banking and other 
credit institutions in the Cleveland district and rarely gets behind the organ- 

“izational façade. 

The Federal Reserve System has been variously regarded as a kind of 
government-sponsored coöperative for privately-owned commercial banks, as 
an agency designed to promote a fuller and more continuous availability of 
credit for business and agriculture, and as the governmental body immediately 
responsible for the monetary policy of the United States. Something of each 
of these purposes can be found in the Federal Reserve System, and it would 
seem that a detailed study of a specific Federal Reserve bank should be able 
to illumine some of the clashes between them. Have there not been occasions 
when the Cleveland Federal Reserve Bank’s obligation to limit its loans to 
sound borrowers with eligible paper clashed with its responsibility of promot- 
ing monetary stability? What kinds of credit needs go conspicuously un- 

satisfied in the Cleveland district, and what important gaps exist in thé 
machinery for marshalling and channelizing savings? Should the research 
activities of the regional Reserve banks continue to be narrowly limited to 
the collection of figures on retail trade, construction, and a few other conven- ` 
tional series? Does the nominally private ownership of the Reserve banks now 
play a sufficiently useful réle to outweight its political disadvantages? These 
a aa questions might well have occupied a large part of Mr. Blaser’s . 

o 

. LAWRENCE H. SELTZER 
Wayne University 
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International Trade, Finance and Economic Policy 


A Study of War. By Quincy WricHt. 2 vols. (Chicago: Univ. of Chicago 
Press, 1942. Pp. xxiii, 1552. $15.00, the set.) 


I 


These two volumes by Professor Wright are a superb performance and con- 
stitute an encyclopedia on the subject of war. The author has studied the 
anthropological, zodlogical, psychological, sociological, political, historic, eco- 
nomic, statistical, and technological aspects of war. My task is to write a 
review of the economics in these volumes, Although I have not confined my 
reading to the parts dealing with economics, this review will deal only with 
those parts. ; 

The range of the questions raised and answered by the author is broad. 
Does human nature make war inevitable? Can war be prevented? How many 
wars have there been since the Renaissance? Is capitalism responsible for war? 
Does socialism make for peace or for war? How has international law dealt 
with war? Is it possible to predict future wars? These questions are some in- 
dication of the ground covered. 

Professor Wright tells us that this study, proposed to stimulate research, _ 
was initiated at the University of Chicago in 1926. “It has involved consulta- 
tions with numerous members of the University of Chicago faculty and others 
and the preparation of over fifty studies by research assistants and members 
of the faculty.” It was anticipated that the results would be summarized and 
coördinated with one another and with other literature in this field. In the 
volumes under review, Professor Wright has fulfilled the hopes of the spon- 
sors of this project. It has been a pleasure to read two volumes which are 
the ultimate in profound scholarship and maturity of judgment. 


u 


Many economic problems are raised, first among them the economic causa- 
tion of war. Dr. Wright does not minimize the economic causes of war, al- 
though he understates the emphasis given to economic causes by economists. 
Would most economists subscribe, for example, to the following statement: 
“Economists, with the exception of the Marxists, have generally considered 
the causation of war as outside their field. Believing that wars arise mainly 
from noneconomic factors, they have been stimulated to investigate the con- 
trary opinions of historians, publicists, and Marxists. Among the ‘economic 
forces’ often said by these writers to cause war are ‘capitalism,’ ‘imperialism,’ 
the ‘international arms trade,’ and ‘international finance.’ Most economists 
have found that economic theory and historical evidence give little support to 
these assertions” (p. 710; italics mine. Cf. pp. 284-85). 

In his view, war has politico-technological, juro-ideological, socio-religious, 
and psycho-economic causes (p.' 739). It is not clear that Dr. Wright has 
agreed with the conclusions of the economists he quotes. He finds that in a 
desire to escape economic depression, economic protectionism and political 
control of markets and sources of raw material provide forces contributing to 
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wars. Yet he shrinks from a full acceptance of the Marxian theory. “The pres- 
sure of capitalistic interests, investors, arms-traders and concessionaires has 
been a factor in some instances of colonial and international war, but not in 
most” (p. 285), 


wW 


A liberal society that confines the functions of its government to the preser- 
vation of law and order is much less likely to invoke wars than is a totalitarian 
state. The former is not prepared for war; it is slow in mobilizing resources; 
and is likely to be inefficient in the early stages of war (p. 832). Yet the 
emergence of strong classes which put their interests above those of the state 
tends to bring a disintegration of capitalism: protective tariffs are introduced 
on behalf of one class, wage and collective bargaining on behalf of another, 
agricultural subsidies on behalf of another (pp. 1007-08). Capitalists may not 
be, as Professor Wright insists, interested in government or war. They prefer 
peace in order to protect their position. Yet in the struggle with other classes 
in Germany and Italy, the capitalist group has sided with those who would 
crush labor; and in siding with the fascists, they have indirectly contributed 
to war. I am not convinced, as the author seems to be, that the socialist states 
are responsible for wars, and the capitalist states are not. 

Professor Wright finds in agrarianism or socialism, not capitalism, vigorous 
forces making for war. Many will disagree that “socialistic states have tended 
to be at war’ and that the socialist states are crisis states which break down 

„into feudalism or evolve into capitalism. According to Dr. Wright, capitalist 
states are not interested in war. Profits, processes of production, and prices 
are put above the state. Only when capitalism allies itself with the state and 
seeks special favors (e.g., monopolies, protection of markets), will its position 
be jeopardized. If it is to survive, “it must abandon its alliance with national- 
ism and associate itself with ethical values of universal scope. The natural 
_ ethic of capitalism is liberalism and humanism, as was realized by the classical 
economists who elaborated this ethic in their creed of utilitarianism” (pp. 
1184-85). 
Autocracy brings war (pp. 851- 53, 989, 1010, 1051-53). Contacts may at 
_ frst inspire conflict, but once nations trade, the ‘attempt on the part of some 
nations to become self-sufficient injures the position of others. He does not 


~ ` find in history any evidence that self-sufficient or agricultural countries are 


“less bellicose than others. Once a country which is dependent on foreign mar- 
kets or foreign raw materials finds itself shut out of accustomed markets or 


> unable to obtain necessary raw materials, it will resent these losses imposed 


by others. Professor Wright suggests that, whenever a nation proposes to 
introduce restrictive measures, it should take into account the effects on other 
nations and once opposition "becomes serious, it should reconsider; and if 
necessary, a world veto should be invoked. 

These are major issues raised by the author. They raise even larger prob- 
lems than those discussed in these volumes. In these days of modern air war- 
fare, can any nation arrogate to itself a standard of living vastly superior to 
that of other nations and not be the subject of resentment and attack? Our 
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standard of living may be twice as high as the European standard and five to 
‘ten times as high as that of the average Latin American. We can maintain 
those higher standards only if we continue to restrict immigration, The differ- 
ence may be reduced through freedom of capital movements, but not greatly. 
We are confronted with the alternative of maintaining present barriers and 
our high standard of living or facing a united Europe with a population of 
500 million, or a Latin American population of 200 million or perhaps a 
billion Asiatics jealous of our high standard, all possibly ready to pounce 
upon us at the appropriate moment. The least we can do is to remove trade 
barriers and to increase capital investments; and we should seriously consider 
lifting our immigration barriers at least to some extent. Equalization of stand- 
ards would of course not be practical or acceptable; but a reduction of dif- 
ference is worth considering. We may gain in the long run. It is a price to be 
paid for peace and freedom from costly wars and military expenditures. 

Our tariff policies in the last generation are nothing to be proud of. Yet 
one may exaggerate the damage done. “It would have been difficult to devise 
an economic policy more certain to produce economic collapse and interna- 
tional ill will than that by which the United States built: up a façade of pros- 
perity from 1923 to 1929” (p. 1052). American tariffs were undoubtedly too 
high. Yet what economist would say, as is implied here, that American pros- 
perity was built up through restrictive tariff policies in these years? The pol- _ 
icies of that period allowed American investors to pay for needed supplies by 
Germany and other countries; and our tariff policies reduced the chances of 
repayment. We thus subsidized foreign consumers. It was a stupid policy 
from the viewpoint of American interests, and, in-the short run at least, 
helped our debtors since it contributed to repudiation. Repudiation of debts - 
induced ill feeling toward debtors abroad and to that extent our tariff policy 
made for a debacle. 

IV 

Population differentials may lead to exchange of goods; but they may cause 
tensions and wars of conquest. Countries losing ground may attempt to sup- . 
plement their native population with colonials, as France has done in the last 
few generations. Countries gaining ground rapidly will, on the other hand, 
become more aggressive, especially if their access to raw materials is.con-: ` 
sidered inadequate. i 

Professor Wright discusses the Japanese aggressions in terms of vital statis- ` 
tics. “Japan in 1933, with a population under twenty years of age of 
10,000,000 greater than the population between twenty and forty years, was 
confronted by the very real problem of finding 10,000,000 additional jobs in 
twenty years” (p. 1141). Emigration, conquest, industrialization, and trade 
expansion were possible ways out. According to the author, discriminatory 
immigration laws and increased tariffs imposed by the United States and other 
nations precluded recourse to industrialization, increased trade and migration. 
Conquest was the only alternative left so long as the Japanese proposed to 
increase their population and maintain their standards of living (pp. 1140- 
43). 
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Economic fluctuations play an important part in Dr. Wright’s diagnosis of 
the causes of war. Rapid economic decline induces revolution and war even 
if on absolute terms the situation is not intolerable. It was the rate of decline 
rather than the absolute position which accounted for the rise of the French’ 
workers and peasants in the eighteenth century and the Russian peasants in 
the twentieth century. Drastic changes in the relative position of particular 
classes may also bring wars and revolutionary movements: the peasants and 
landowners after the Renaissance and the middle class who suffered severely 
from inflation in the 1920’s reacted vigorously (p. 1112). Losses in wartimes 
resulting from destruction of usual trade channels inspire protectionism and 
prevent the normal recovery expected in wartime (pp. 1113, 1320). Perhaps 
Dr. Wright here underestimates the recovery both in domestic output and in 
trade which occurred in the 1920’s and, for several countries, in the 1930's. 

“Prolonged depression, following in many countries upon military defeat, 
developed a widespread sense of social disintegration. Governments make vig- 
orous efforts to meet the situation by organizing national economies to provide 
instruments of defense, to assure invulnerability to blockade, to relieve’ un- 
employment, to protect all organized national interests, and to revive the sense 
of social solidarity throughout the population” (p. 1008). Other countries fol- 
lowed along the lines of national economic planning. Democratic nationalism 
had been unable to prevent the disintegrating influence of imperialism and 
prolonged depressions. Totalitarian states relying on a single party system ` 
began to displace the bi- or multi-party system. 

At this point, Professor Wright seems to put great weight on the economic 
causes of war. On other occasions, he minimizes them. He does not accept the 
socialist theory which associates the alleged expansive tendency of capitalism 
to the greed of entrepreneurs. They then exploit rich resources and helpless 
labor abroad. This denial of the socialist theory of recourse to foreign 
investments as domestic sources dry up is not convincing. “This theory gen- 
eralizes from too few facts. A general historical survey indicates that most 
capitalists and entrepreneurs have preferred domestic to foreign or colonial 
investment” (p. 1179). Of course they have so long as domestic investments 
seemed more profitable to them. It may be that they have underestimated 
the risks of foreign investments and therefore the correct view may well be 
_ the opposite from the author’s. They may prefer not domestic but (because 
their anticipations prove to be erroneous) foreign investments. 

In his appraisal of the theory that wars, through their effects on prices and 
the burden of debts, bring about depression, the author again disavows 
economic causation, Here his emphasis is on international relations rather 
than the deficiencies of capitalism, He dismisses the- over-saving and under- 
investment theories of the inherent instability of capitalism, “Over-propensity 
to save and reluctance to invest might be remedied by appropriate govern- 
ment policies respecting money, taxes, and discount rates.” They well might, 
and many economists would take a similar position. So far however, this is 
but a pious hope. 

Unfortunately, Dr. Wright devoted little space to the theory of economic 
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stagnation. His discussion of economic fluctuations in relation to war centers 
on the cyclical theory of the pre-1929 days, not on theories of economic 

stagnation. I say this despite his occasional references to eee and Hansen 
(cf. especially pp. 1128, 1180), 


VI 


In the space that remains I can merely catalogue a few of the many inter- ` 
esting discussions in these two intriguing and valuable volumes. ; 

1. The probability of war. We are informed that careful surveys of official 
statements, diplomatic exchanges, armament budgets, etc., can be studied to 
indicate the probability of war. Actually, 82 experts in 1937 replied to a 
questionnaire in which they were asked to consider the probability of war 
between 88 pairs of states. Their guesses have been well borne out by history. 
Although periodicity of political crisis is not revealed, Dr, Wright is optimistic 
concerning research along the lines suggested above (pp. 1264-76). 

2. The costs of war. In 1937 the world as a whole had about 8 million men 
in standing armies, or 4 per 1,000 of population. Immediately mobilizable 

reserves would add 2 million more and trained reserves. 30 million additional 
(p. 234). “Taking all factors into consideration the proportion of deaths 
attributable to military service and to hostilities has probably increased 
among European countries from about 2 per cent in the seventeenth century 
to about 3 per cent in the twentieth century” (p. 245). For France, in the nine- 
teenth century, the average annual death rate was 2.5 per cent of the popula- 
tion, and deaths from war casualties about 3 per cent of total deaths (p. 570). 
The trend has been toward greater cost both absolutely and relatively to popu- 
lation. In 1937 each effective in the armed services cost about $2,500 per year 
compared with a little over $200 in 1870; average cost per capita for defense 
was $25, while in 1870 the cost had been $1.70. Nevertheless, military budgets 
had not grown much faster than total budgets. But military appropriations of 
the great powers rose from 3 per cent of total income before World War I 
to nearly 10 per cent in 1937. (pp. 666-67). Mechanization tends to shorten 
war according to many military experts; but in the years of greatest technical 
advance, war costs have risen rapidly (p. 675). Dr. Wright also quotes— 
rather uncritically—some figures giving the costs of killing a soldier: Caesar’s 
day, 75 cents; Napoleon, $3,000; World War, $21,000; by the end of the 
present conflict, $50,000 (p. 675). Perhaps the author also accepts uncritically 
estimates of the cost of war in terms of casualties, number of battles-per year, 
etc., from the seventh to the twentieth century (pp. 236-37). Such indices ' 
should be accepted with grave misgivings. 

3. Economic and technical trends. Here again the author may be too dis- 
posed to rely on long-term statistical indices of inventions, prices and produc- 
tion. I suspect an index of inventions since 1475. What is an invention? Have 
recordings been uniformly good? And Dr. Wright innocently seems to have 
accepted the Warren-Pearson theory of the relation of gold and prices 
(pp. 205-08). š 

_ SEYMOUR E. Harris 
Washington, D.C. 
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The International Economy. By Joun Parke Younc. (New York: Ronald 
" Press. 1942. Pp. xvi, 714. $4.50.) 

International trade and finance will be of great importance after the war, 
as emphasized in the Atlantic Charter and in the master Lend-Lease agree- 
ments. The economic future both of ravaged Europe and Asia and of the 
free nations of the world depends largely on the orderly relaxation of war- 
time economic controls, and on the policies which the United States, Great 
Britain, and the Soviet Union adopt to encourage trade, assure financial 
stability, stimulate the rehabilitation of war-torn areas, and increase produc- 
tion in all countries. Political arrangements for an orderly international 
_ society will be stillborn if these fundamental economic and financial problems 
are not solved. . 

In view of the importance of a sound appreciation of the international 
economic problems which face the world, The International Economy makes 
a timely appearance. Primarily a textbook for college study of international 
trade and finance, it is at the same time recommended reading for any reader 
who wants a convenient, up-to-date book on this difficult but important 
subject, and it may in this connection help break down the spirit of isola- 
tionism which grows out of ignorance or lack of interest in international 
economics. 

The book is essentially a modification and enlargement of Professor Young’s 
earlier textbook, International Trade and Finance (1938), but such extensive 
changes have been made that it “has become largely a new volume.” Accord- 
ing to the Preface, “This book endeavors to set forth as clearly and simply 
as possible the essential features and theoretical bases of the international 
economy, with some comment and analysis. It aims to achieve a balance be- 
tween history, principles, procedures, and policies.” 

The principal changes in the new volume are the rearrangement of chap- 
ters (a few of which are rewritten) and the addition of eight or nine new 
chapters. The book is now divided into five main parts, the longest being 
Part II, “Theoretical Foundations” (240 pages). Part I, “Nature of the 
International Economy,” Part ITI, “Institutions and Procedure,” and Part V, 
“Course of International Finance,” contain no new chapters and few changes 
in the old chapters. Part IV, “International Economic Policies,” includes 
new chapters on exchange control, on quotas and clearing agreements, 
and on the United States and reconstruction. 

New chapters in Part II include chapter 9, “Prices and Trade Theory in 
` the Real World,” which presents the general equilibrium approach to in- 
‘ternational trade theory, and chapters 15-18, which give the history of in- 
ternational trade and monetary theory and some discussion of the con- 
-troversy between modern classical trade theorists and the advocates of the 
general equilibrium ‘approach. This material fills an important gap in the 
coverage of the earlier book. Other changes in Part IO include rewriting 
of chapters on “The Principle of Comparative Advantage” and “The Equili- 
brating Process,” a$ well as modifications in several other chapters. Professor 
Young apparently gave his best and most loving care to the section on the- 
oretical foundations. i 

The emphasis on theory and on the general aspects of world economic prob- 
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lems is highly commendable, and the treatment of these matters is note- 
worthy for simple exposition and good coverage. Tariff problems, bilateral 
and multilateral commercial relations, U. S. maritime policy, and the history 
and future tasks of American foreign economic policy are expounded clearly 
and without the minute and cumbersome detail found in some texts. Professor 
Young giyes especially good treatment to three of the basic post-war inter- 
national economic problems: exchange stabilization, foreign trade, and inter- 
national investment. 

The chief shortcoming of this volume is its length and a tendency to be 
repetitious. The text has increased from 496 to 684 pages, a size forbidding 
to some prospective readers. Yet the length is not entirely necessary. | 
There are numerous cases of repetition which could be eliminated. Sometimes 
these confuse the reader, who wonders whether or not he has encountered 
that particular analysis previously, and what differences, if any, are in- 
corporated in the restatement. Furthermore, much of the exposition could 
be condensed without loss of clarity or interest. 

The new chapters on exchange control, clearing agreements, and quotas are 
perhaps the weakest in the book. A confusing attempt is made to define ex- 
change control so as to cover even the gold standard of the late 1920’s. The 
origins of exchange control as the term is ordinarily used (p. 508) are over- 
simplified, with the explanation that England’s departure from gold precipi- 
tated exchange control, whereas actually Iran, Turkey, Brazil, Spain, Ger- 
many, Hungary, Chile and Uruguay had adopted exchange control prior to the 
British suspension of gold payments. The description of German procedures 
‘relates entirely to the system after September, 1934, with scarcely a hint that 
exchange control had been in effect there since July, 1931. 

Insufficient emphasis is given to discriminatory practices under exchange 
control, and there is virtually no analysis of the difficulties involved in aban- 
donment of control. No attempt is made to differentiate Latin American ex- 
change controls from those of Germany or central Europe, although typically 
the former were less stringent, involved less discrimination between supplying 
countries, were used as defensive weapons without aggressive political pur- 
poses, were accompanied by less reluctance to depreciate currencies, and per- ~ 
mitted a more or less open curb market. 

There is almost no consideration of possible circumstances under which ex- 
change control may be desirable. Aside from its use to meet purely emergency 
shortages of foreign exchange, it might also be used to promote the growth of 
productive capacity in underdeveloped areas, Wealthy individuals in many. 
South American republics have long been accustomed to invest either in land ` 
or in foreign securities, and to refrain from risking their capital in local indus-. 
try. These investment habits do not change quickly. Exchange control, when 
operated with reasonable intelligence, might possibly diminish the outflow of 
domestic capital in these cases and might stimulate local economic progress 
through the use of this capital, aided by preferential allocation of exchange for 
productive purposes. 

In the treatment of post-war reconstruction there are some inadequacies, 
such as the following: (1) only a casual mention of the problem of liquidation 
of blocked sterling balances and blocked exchange balances in central Europe; 
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(2) a similar all too brief reference to the difficulties of liquidating the sizeable 
`- assets of occupied and belligerent countries now frozen in the United States; 
(3) no consideration of the unconventional commercial policies of the U.S.S.R. 
(see p. 499), notwithstanding its growing international importance; and (4) 
inadequate attention to the consequences and difficulties of liquidating after 
the war the large British and American international purchase contracts. ` 

There are a number of factual and analytical errors, such as: 

1. An overstatement of the case against tariffs (p. 464): “... it cannot be 
said that unemployment is prevented or relieved by a tariff. In fact, the levying 
of a tariff necessitates readjustments in industry which tend to cause unemploy- 
ment in the export industries.” This overlooks the points raised by J. M. 
Keynes in 1930-31 regarding the levying of a protective tariff when there are 
unemployed resources: employment may be increased in protected industries, 
investment may be stimulated in those industries, and a favorable monetary 
effect may arise from the short-run favorable trade balance and the tendency 
toward a gold inflow. 

2. The statement (p. 475) that the 1932 import excise taxes cannot be 
changed under the Trade Agreements act should read that they cannot be 
changed under section 336 of the Tariff act of 1930; several have, in fact, been 
reduced in trade agreements. 

3. A quotation on anti-dumping duties, purportedly from the Tariff act of 
1922 (pp. 487-88), is actually from the Anti-dumping act, 1921. 

4, “The reciprocity program of the United States is based on the principle 
of equal treatment, the only exceptions being: (1) with Cuba... and (2) with 
Germany and Australia” (p. 492). Trade agreement rates of duty were ex- 
tended to Australia on February 1, 1938, and the withholding of the reduced 
rates from Germany was terminated in accordance with a letter of President 
Roosevelt dated May 30, 1942. 

5. Regarding sterling payments agreements (p. 514), it} is stated that “An 
agreement was concluded with twelve Central American, northern South 
American countries, and Mexico which differed from the above in that sterling 
balances could be freely transferred within this group.” This system was actu- 
ally introduced, not under an agreement, but unilaterally by the United King- ` 
dom—which puts quite a different light on it. 

The International Economy does not pretend to make any significant 
original contribution to the study of economics. As a textbook, and also as an 
introduction to international economics for any intelligent lay reader, it can be 
_ given a high recommendation. 

JoHN S. DEBEERS 
Washington, D.C, 


The Reciprocal Trade Agreements Program: The Policy of the United States 
and Its Effectiveness. By James C, Pearson. (Washington: Murray and 
Heister. 1942. Pp. xiii, 328, $2.00.) 

In the Preface to this study of the Trade Aemet Program, the PT 
points out that the best method of approach to the problem of evaluating the 
effectiveness of the program is to view it “within the framework of a proper 
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perspective and- adequate theoretical background.” In support of this thesis, 
the first half of the book is devoted to a historical and analytical survey of 
the development of international commercial policy from medieval times to 
the present, with special emphasis on the period between the World War and 
the outbreak of the present conflict. Even in the second half of the book, 
which is more directly concerned with Mr. Hull’s program, much space is 
given to a discussion of American foreign trade and commercial policy in the 
nineteen twenties and early thirties. Scarcely a third of the book, therefore, 
is devoted to a description and analysis of the Trade Agreements Program 
itself. 

An almost inevitable consequence of this broad approach to the subject. is 
a rather sketchy treatment of some of the more difficult problems encountered 
in the administration of the Trade Agreements Program. This weakness is 
particularly apparent in the author’s analysis of the methods employed in 
the trade agreements for dealing with quantitative trade restrictions employed 
by foreign countries. At no point does he discuss the inherent difficulties 
involved in the application of the “representative period” formula or the 
gradual adoption of more and more specific and elaborate clauses for dealing 
with quantitative trade controls, as those in charge of the administration of 
the Program gained experiencé from the working of the earlier agreements. 

Again, very little attention is paid to the narrowing of tariff classifications, 
a device which was employed frequently by the American negotiators, partly 
to facilitate the process of tariff bargaining and partly to minimize the un- 
favorable effects of tariff concessions on American producers. Nor does he' 
discuss the rather important instances in which the benefits of American con- 
cessions were limited through the adoption of tariff quotas. The result-of 
these and stmilar omissions is a failure to face squarely the challenging ques- 
tion as to whether the most-favored-nation clause can, without losing most 
of ‘its value, be adapted to conditions such as those which prevailed in the 
late nineteen thirties and may very well prevail after the war. : 

In his handling of the background material to which he devotes so large 
a share of his attention, the author shows a wide knowledge of the literature 
of international trade and commercial policy. He succeeds, moreover, in cover- 
ing a very broad field with proper balance and emphasis. In spite of these 
merits, the discussion is somewhat cumbersome and makes rather dull reading, 
partly because the style is excessively formal and partly because of the author’s 
penchant for elaborately cataloging such phenomena as the causes of the 
world depression or the repercussions of the Smoot-Hawley Tariff act. 

The treatment of the developments of the late nineteen thirties, too, is dis- 
appointing. The author contents himself with a very general description and 
denunciation of such devices as quotas, exchange control and clearing agree- 
ments. The discriminatory methods employed in the administration of these 
devices are scarcely mentioned; nor is there any attempt to discuss the way 
in which Germany and Italy sought to achieve political domination of weaker 
states through the manipulation of foreign trade controls. Some mention of 
these developments is vital to a thorough understanding of the problems en- 
countered under the Trade Agreements Program. 

One of the most satisfactory portions of the book is the chapter devoted to 
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the Trade Agreements Organization, in which the strengths and weaknesses 
of the interdepartmental committees which have been set up to administer 
the program are discussed. The author is to be.commended, also, for his 
handling of the statistical material available on the effectiveness of the trade 
agreements. Here, in spite of his general enthusiasm for the program, he is 
careful not to overstate the extent of the progress made in bringing ‘about a 
modification of trade barriers here and abroad. 

Again, in the concluding chapter, commendable restraint is shown in weigh- 
ing the accomplishments of the program. The difficulties which this country 
is likely to encounter if it seeks to.continue its campaign for lower trade 
barriers after the war are discussed at some length. At no point, however, does 
the author give evidence of a recognition of the fact that the Trade Agree- 
ments Program by itself cannot be expected to bring about a material lowering 
of trade barriers, in the absence of other measures and policies directed toward 
the same end. Nor does he suggest that the most serious weakness of the pro- 
gram in the late nineteen thirties arose out of the fact that this country was 
seeking to bring about a return to more stable conditions of international 
trade while, at the same time, displaying an unwillingness to enter into inter- 
national political commitments which alone would insure the maintenance of 
conditions conducive to trade stability. An isolationist attitude toward inter- 
national political problems is not compatible with a program for expansion of 
world trade. This fact is being widely recognized in current discussions of 
post-war problems, and the Trade Agreements Program is being regarded 
as merely one plank, albeit an importent one, in a post-war platform of policies 
for this country. 

MARGARET S. GORDON 
Washington, D.C, É 


Commercial Policy in the Interwar Period: International Proposals and Na- 
tional Policies. League of Nations document II. Economic and Financial, 
1942. II. A. 6. (New York: Columbia Univ. Press. Pp. 164. $1.75.) 

The title and sponsor of this book are of sufficient importance to create con- 
siderable interest. The objective, as stated in the Preface, of providing a study 
which is “likely to prove important in connection with the formulation... 
of policies for the post-war world” also attracts attention. In fulfillment of 

this interest, the book really is a significant contribution to the history of . 

international commercial policy during a period of great stress and change. 

The work is composed .of a chronological survey in outline form of the history 

of commercial policy from 1918 to 1939 and an analysis of the reasons for the 

success or failure of the various international proposals for a liberalization of 
commercial policies, Frequent repetitions and an overformalized treatment 

unfortunately make the book rather difficult reading. l 

The historical part of the book, though brief, covers all of the international 
proposals for freer trade but touches national policies only in so far as they 
were related to intetnational proposals. In this brief review it will be impossible 
satisfactorily to discuss this first part of the book, but summary attention 
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should’ be directed to the more significant details of the analytical portion. 

Substantial success was achieved by international action in the following 
four fields: (1) the development of an international code of commercial law, 
particularly the assimilation of laws regarding’ bills of lading and bills of 
exchange; (2) the extension of international commercial arbitration promoted 
by agencies like the International Chamber of Commerce; (3) the simplifica- 
tion of customs formalities and the unification and simplification of customs 
nomenclature; and (4) the removal of certain legal, fiscal and administrative 
obstructions to international trade such as double taxation and veterinary 
police measures. Success was registered here either because traders wanted 
the work done and there was no important business group opposing them, or 
because of the desire of the governments to restore some reason and order 
into international affairs, or because of the utilization of the machinery of 
the League of Nations for joint discussion, study and negotiation. 

In the field of the reduction of tariff barriers and the promotion of the 
principle of equality - -of treatment through the operation of the unconditional 
` most favored nation clause very little was accomplished, particularly after __ 
` 1930, Three main reasons for this failure are postulated. (1) Commercial 

policy in the immediate post-war period was colored by the difficulties inherent 
in an orderly transition from war to peace economy, in particular because 
of the fear of a widespread resort to exchange dumping. (2) Political insecurity 
in the international field, caused in large part by war-bred political passions, 
led governments. “to shun the world and seek a wholly insecure security in 
isolation” (p. 157)..Continental countries, especially, with vivid memories - 
of the effect of the blockade, were particularly assiduous in promoting policies © 
of autarky. (3) The economic depression of the 1930’s led many countries to. 

endeavor to secure freedom of action for themselves by rendering their econ- 

omies as immune as possible from external economic influences, The tendency 

toward increasing rigidities in national economies promoted this desire. 

‘In. spite of the difficulties involved and in spite of the apparent lack of 

success of all of the major proposals, numerous international conferences were 
-held and general recommendations agreed upon. Why did governments re- 
~peatedly send delegates to conferences armed to make recommendations and 
then repeatedly. refuse to adopt the recommendations themselves? The answer 
lies primarily in the fact that these conferences were based upon. the invalid 
assumption that, since a general reduction in tariffs was in the economic 
interest of all countries, governments, when brought to realize this fact, would 
act accordingly. The recommendations did not bind the governments to specific 
acts of policy, and, though general in character, were frequently accepted by 
delegates with mental reservations as to their practical applicability, 
` CARL KREIDER 
Goshen College 


Banking and Finance in China. By Franx M. Tamacna, J.P.R. inquiry ser. 
(New York: Inst. of Paciñc Relàtions. 1942. Pp. xxi, 400. $4.00.) 


Chinese banking and financial structure, ancient and modern, is, to say the 
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least, a most complicated subject. The old “native banks” have developed a 
technique for making small loans and handling domestic exchange through 
centuries of operation; yet the precise procedure and nature of their technique, 
and tradition are only partially known, owing to the lack of reliable records 
and statistics. This paucity of information is traceable to three reasons: the 
traditional attitude of indifference held by Chinese scholars of the old schools 
toward the usurers and money-makers;! the previous nonexistence of govern- 
mental regulation of the banking business; and the age-old practice of strict. 
business secrecy. In 1848 there began the “invasion” by foreign banks into the 
fertile field of Chinese banking. Since each conducted its business under the pro- 
tection and regulations of the laws of its mother country, the pattern of the 
_ policy and practice of these foreign banks has not been uniform. The institu- 
tion of “modern banks,” owned by Chinese conducting business along western 
banking lines, entered the picture at about the end of the last century. 

This general field is highly perplexing even to Chinese economists of the 
. modern generation, not to say to foreign scholars. Except a few studies made 
by foreign officials and local business men, this field had not been tackled by 
foreign independent and trained economists in any systematic manner. Dr. 
Tamagna and the Institute of Pacific Relations, therefore, are to be congratu- 
lated for making available in English a comprehensive treatise on the history 
and present status of banking and finance in China. 

The book is divided into three parts according to the three stages in the 
chronological developments of Chinese banking from ancient to the modern 
times, with the unification of the whole country by the national government in 
Nanking in 1927 and the outburst of the present Sino-Japanese war in 1937 as 
landmarks. In each period the discussion is centered around four topics: 

(1) the native money market consisting of institutions and individuals con- 

‘ ducting financial and banking business in the traditional Chinese way; (2) the 
foreign money market with organizations handling business under foreign 
control; (3) the modern money market composed of official and private in- 
stitutions doing business under the laws and regulations of the Chinese Na- 
tional Government and following western business practice; and (4) the 
_ relations of the three markets to the agricultural, commercial, industrial and 
other sectors of the Chinese economy. 

The study is well documented and contains a large amount of statistical 
materials in orderly arrangement, supported by a selected bibliography and a 
glossary of terms. The appendix on the Chinese balance of payments for the 
period 1931-1940 is of special interest. The value of this appendix could be 
further enhanced if the author would give a fuller account of how the various 
modifications and adjustments were made. 

In the last ten pages the author discusses briefly dis financial problems of 
. the post-war reconstruction of China. The complicated nature of the problems 
is clearly indicated. Some suggestions are also made as to the general direction 
of the possible and desirable solutions. Naturally it would be unfair to demand 


* The social strata of China in the old days are arranged according to respectability as 
follows: classical scholars, farmers, handicraftsmen and business men. 
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of the author a full analysis of this subject in a general treatise on Chinese 
banking and finance. It is a matter of regret, nevertheless, that the author did 
not see fit to discuss more fully certain points on which he seems to have 
reached a definite opinion. - 

For instance, the author believes that China’s immediate post-war financial 
need will be a monetary reform involving an adjustment of the external value 
of the national currency (maintained ‘during the war at an artificially high 
exchange rate as compared to its internal value) to its internal purchasing . 
power (pp. 347-48). This conclusion is reached without any discussion as to 
its merits and drawbacks in comparison with alternative policies. It is gener- 
ally accepted that, for a period immediately after the war, it is advisable for 
some of the United Nations to retain certain governmental controls instituted | 
during the war, to be relaxed later only gradually, in order to facilitate mili- 
tary and economic demobilization. China’s needs for retention of control over 
foreign trade and exchange for a reasonable period after the war are as great 
as that of any other country, since no country has suffered greater internal 
and external economic dislocations. Chaotic conditions may result if China 
should relax the control .of international trade and exchange all at once when 
peace comes. 

Under the assumption of an effective control and full international (largely 
Anglo-American) coöperation and assistance, it does not seem necessary to 
maintain the external value of the Chinese currency on the same level as its 
internal value immediately after the war. The appropriate level of the external 
value may be determined primarily on the basis of the following factors: 
(1) the foreign exchange needed to execute China’s program of industrializa- 
tion and to fulfill certain necessary civilian needs in that period; (2) the 
amount of foreign loans which may be forthcoming; (3) China’s ability to 
develop export trade; and (4) the barter terms of exchange. The internal value 
of the money would have only an indirect bearing on these considerations 
under the aforementioned circumstances. It does not necessarily mean that the 
present reviewer considers this line of approach the best one. The argument is 
put forth merely to indicate that it is not to be dogmatically held that the 
external value of the Chinese currency must be adjusted to its internal value 
for a period immediately after the war, a policy which, as Dr. Tamagna clearly 
recognizes, “will necessarily have far-reaching economic and social conse- 
quences” (p. 348). 

The concluding remark of the author deserves careful consideration: “It 
may be concluded, therefore, that after the war China will need foreign assis- 
tance in order to cover ler requirements for reconstruction and development. 
If political conditions or economic difficulties should hamper the flow of ade- 
quate quantities of goods, equipment and skilled labor from the industrial 
countries, then China will have to depend upon her own resources, and endure 
the economic and social strain resulting from forced restriction of consumption 
and inflationary techniques of domestic financing” (p. 356). 

e Ta-Caune Lio 

Chinese Embassy 


N 
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Business Finance; Insurance; Investments; Securities Markets 


Financing Small Corporations in Five Manufacturing Industries, 1926-36. 
By CmarLES L. Merwin. (New York: Nat. Bur. of Econ. Res, 1942. 
Pp. xvii, 172. $1.50.) 

This volume is one of the Studies in Business Finance now being prosecuted 
by the Bureau as a part of its Financial Research Program. The basic data 
for the study were originally compiled for the Department of Commerce by the 
Income Tax Study, a Work Projects Administration study sponsored by the 
Treasury Department, from which later T.N.E.C. monograph no. 15 (by the 
same author) was issued. Supplementary data were also used in the study. 
Altogether the data present the “first comprehensive factual information” 
relating to fmancial affairs of small manufacturing corporations for a complete 
decade. While companies with assets up to $250,000 are included in the 
samples, embracing about 1,000 corporations, most of them showed assets of 
around $50,000 each. 

This study is broadly conceived, including a survey of the economic char- 
acteristics of small manufacturing corporations. Main emphasis, however, is 
placed upon the matter of how these corporations obtain and utilize funds, 
their profitability, and symptoms of discontinuance. The industries -included 
are baking, men’s clothing, household furniture, stone and clay products, and 
machine tools, Taken together these enterprises represent a cross section of , 
industry exhibiting the leading characteristics of most industries. 

The work falls into two divisions, the one dealing with solvent corporations 
based upon a post hoc analysis as of the end of the period, and the other 
dealing with “portents of discontinuance” for corporations becoming insolvent 
in the period 1932-36, each corporation having an available record of six 
years prior to insolvency. The reason for this latter provision is that the 
author desired to discover those symptoms which appear prior to the year of 
insolvency and which have forecasting value. 

As to the experience of the solvent corporations, it is first pointed out that 
these small-manufacturing concerns provide little more than a living for their 
owner-operators, After paying expenses, including salaries of the owner- 
operators, only a minor fraction of their earnings remains as conventional 
profits. Salaries of the owner-operators in foto remained remarkably constant 
during the depression years while “profits” showed a marked decrease, the 
owner-operators apparently making no distinction between these categories as 
to their compensation. The point of most general economic interest is that these 
owners employed their capital in such a way as to provide themselves with jobs; 
and from the record of failures among the original corporations drawn as 
samples in 1926 it appears that the majority paid dearly for their employ- 
ments. : 

The second conclusion of the study is that these corporations obtained a 
relatively large percentage of their funds from short-time borrowings. In fact 
the great majority of the companies examined reported no long-term debts 
whatever. For the group of five industries as a whole the long-time debts 
ranged from 1.2 per cent in men’s clothing and furniture industries in 1926 
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to 10.7 per cent for baking companies in 1936. The smallness of these debts 
is attributed to the instability and short-lived nature of small corporations. 

The short-term debts are divided between bills payable (presumably bank 
loans) and accounts payable. Altogether these two classes of liabilities amount- 
ed to 19 per cent of total assets in 1926 and 20 per cent in 1936. There was 
a pronounced trend in all of the five industries, except stone and clay, products, 
away from bank loans toward accounts payable or merchandise credits. This 
is attributed first to the decline in inventory holdings which was occasioned 
by lower commodity prices, competition among the suppliers of raw materials, 
even though the terms of credit showed no tendency to ease, and finally is 
mentioned the tightening of bank credit during the depression, 

This portion of the analysis concludes that, owing to the general instability 
of earnings and the high rate of failures, long-term credits are ill-adapted to 
the needs of these small corporations which in reality demand greater equity 
capital and more extensive short-term and medium-term loans. But equity 
capital can be obtained only from earnings without violating the sense of 
proprietorship of the owners by admitting additional partners with a voice 
in control. Equity capital can thus be supplied only by the conservation of 
earnings and adoption of a longer-range view by the proprietors of their own 
businesses. Practical and immediate help can come only from short-term 
or medium-term credits. 

. The second division of the study dealing with insolvent eprparations con- 
stitutes an attempt at verification of the value of certain accounting ratios in 
credit analysis. The need for dependable analysis is shown by the fact that 
of 939 corporations drawn as samples for the year 1926 about three-fifths 
or 558 discontinued making reports for income tax at some time before the 
end of 1936, this being interpreted as strong indication of insolvency. 

The three financial ratios found to be especially symptomatic of impending 
“discontinuance,” i.e., insolvencies, were current assets to current liabilities, 
net worth to total debt, and net working capital to total assets. These three 
ratios of corporations assumed to have become insolvent in the years 1932-36 
showed a decidedly unfavorable trend for all five industries when measured 
by the empirical standards of the remaining solvent corporations. The third- 
of the above mentioned ratios proved to be the most sensitive indicator of 
ultimate discontinuance. Three-fifths to three-fourths of the individual com- 
panies showed decline as indicated by the aggregates. 

The use of these indicators, in the absence of more intensive study of 
individual companies, is not entirely conclusive for credit analysis. Neverthe- 
less, the conclusion is reached that ‘‘deviation of certain credit ratios from an 
empirically-determined level has definite diagnostic value.” It still remains 
true, however, as Director Oswald W. Knauth points out, that “All that can 
properly be deduced from the data presented is that credit ratios are an im- 
portant element in forecasting the continuance or discontinuance of individual 
enterprises.” 

It is no more than proper to observe that the conclusiong reached are based 
upon narrow evidence. This limitation is deduced from information given 
early in the study that, of the 558 corporations discontinuing at some time 
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during the entire period, 237 or more than two-fifths discontinued in the 
three years 1927-29 and another third during the years 1930-32. To what 
extent the symptoms indicated were operative in these cases remains unknown. 
Neither do we know how many of the surviving corporations at the end of the 
period showed characteristics similar to those discontinuing. It should also 
be added that any deductions based upon aggregates must necessarily be 
viewed with caution in attempting to establish standards of operation for 
individual companies. Such standards can be properly established only from 
data which refer to the individual companies. It is to be regretted that the . 
investigation failed to throw light upon insolvencies occurring during the late 
1920's. 
Notwithstanding these shortcomings, the volume stands as the most com- 
plete study of the financial affairs of small corporations available at the 
present time. It is to be hoped that this will serve as a stimulus to continued 
study of this class of most deserving business enterprises. It would be most 
enlightening to know whence comes the constant stream of new enterprisers 
with sufficient capital to establish independent business concerns. It would 
be equally interesting to know something of the losses of the insolvent cor- 
- porations. Meanwhile, the conclusions point to weaknesses which should be 
the object of continuous solicitude. 
j J. E. KIRSEMAN 
University of Nebraska : 


Public Control of Business; Public Administration; ~ 
National Defense and War 


Business as a System of Power. By Ropert A, Brapy. (New York: Columbia 

Univ. Press. 1943. Pp. xviii, 340. $3.00.) 

This book constitutes a somewhat oblique but heavily documented warning 
that if we don’t watch out most of us Americans will end up as the slaves of 
a political, social and economic regime not unlike that of the Axis powers 
against which, for the sake of the democratic way of life, we are now arrayed 
in mortal combat. The warning takes the form of an exposition and analysis 
designed to show that up to a point, well advanced on the road to totalitarian- 
ism, the development of the business system has followed the same general 
pattern both in countries which have violently remodeled their national set-ups 
along totalitarian lines—Germany, Italy, Japan, and Vichy France—and 
countries—the United States and Great Britain—which remain committed 
to a “liberal-capitalistic” basis of operation. 

The pattern, as Dr. Brady sees it, is one in which business as a system of 
making money or profits develops into a system of power used by a small. 
minority, scions of the “best families,” to keep themselves on the top of the 
heap economically, socially and politically. Steps in the unfolding of the 
pattern, as he blocks it out, are the growth of monopolistically bent big busi- 
ness, and the development under its leadership of comprehensive federations 
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of trade associations which, while acting as political pressure agencies, make it 
their business to see that there is persuasive popular education on such matters 
as “self-government in industry,” keeping organized labor in its (subordinate) 
place, and maintaining a comfortably stratified social system. In the totali- 
tarian countries the pattern includes a culminating step—the taking over of 
the governmental regime by the business regime, and with it a liquidation of 
any final traces of political, social and economic democracy. From his com- 
parative study of the development of the business regimes in the countries 
indicated, Dr. Brady concludes that it can happen here. 

` In dealing with the development of business as a system of power Dr. Brady 
concentrates his attention on trade associations in the field of manufacturing, 
and particularly those “peak associations” (Spitzenverbande to the Germans) 
such as our National Association of Manufacturers, the German Reichsgruppe 
Industrie, the Federation of British Industries and the French Confédération 
‘Générale du Patronat Français which “serve as centralized, codrdinating, 


business-policy boards for vast segments of the several national economies.” | 


Largely a development since the First World War and a development which, to 
his astonishment, he finds largely neglected by social scientists, Dr. Brady 
sees these associations as the political spearheads in a drive by the business 
system for political, economic and social power which will stop at nothing, 
including taking over the state, to get it. “Directed by corporate giants which 
supply the Spitzenverbiinde with effective leadership,” he ominously remarks, 
“within Germany, Italy, Japan, and France these bodies made the critical 
decisions without which the final destruction of democracy could not have 
taken place.” 

Within brief compass it is a forbiddingly formidable task to apply to Dr. 
Brady’s factual chronicle close criticism of the type appropriate to the 
Review. In geographic terms his account of the development of “peak associa- 
tions” is truly global in scope, and the unfolding of it runs pretty much the 
whole gamut of the social sciences in dealing with the social, economic and 
political policies of these associations, At the same time it is a completely im- 


possible job to determine whether he is right or wrong in the broader thesis, 
clearly implied if not explicitly stated, that we run great risks of going the 


way of the Axis countries and thus, in fact, losing the war if we do not see 
that business as a system of power is brought to heel politically in a way it 
was not in those countries. Only time can check the validity of that thesis, and 
even then it seems a safe assumption that similarities in the ways of “peak 
associations” will be only one of the factors involved. How much people are 
getting to wear and eat and how much fun they are having seem likely to play 
key parts in what happens. i i 

If, however, it turns out that Dr. Brady’s theory about the imminent danger 
of our going the way of the Axis countries from internal pressures proves cor- 
rect, it may well develop that in the year 1943 we Americans have established 
an all-time high as self-propelling dupes. Certainly this year most of us are 
doing or sharing tranquilly in a remarkably efficient job of. undercutting and 
discrediting those groups and forces, including conspicuously the “bureau- 
crats” in Washington, who have the most promising potentialities for acting 
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as a brake upon business as a system of power, And we are doing this at a 
time when the war program is otherwise throwing the balance of economic 
and political power heavily on the side of business leadership. To the greater 
glory of business? Not if the story of the conquest of the Axis powers by 
business which Dr. Brady tells has any general moral. For what, with some- 
thing close to the ultimate in irony, all this conquest meant to these countries, 
and their business systems, was merely a prelude to their ruination by war. 

Also, if Dr. Brady’s conception of business as a system of power is valid, 
it goes without saying that a very large volume of teaching of economics in 
the United States, in which business is presented primarily as a system of 
doing good by indirection under the invisibly guiding hand of competition, is 
debilitating hokum. While I am not equipped to underwrite in detail Dr. 
Brady’s conception of what business and its “peak associations” are up to, I 
think that on this point he makes a clear enough case. Whether or not, as he 
indicates without fully converting me, business is an internationally practiced 
technique for making Zombies out of us common people in the interest of 
stabilizing a monopolistically controlled status capitalism, I am confident 
that the general pattern of business performance he portrays makes contact 
with realities which are not touched by the treatment of it as a sure-fire 
medium for service, under beneficent restraints of competition. 

In drawing this portrait as starkly as he does, Dr. Brady seems to me to 
exaggerate the monopolistic, political power grabbing and wielding character 
of the business system. In the limited precincts of the vast business domain, 
with which I have acquired a certain amount of familiarity, it has seemed 
to me that one could almost always find present so many degrees of business 
control, ranging from complete monopoly to cut-throat competition, that 
any general characterization would necessarily miss most of the mark. How- 
ever, even if he overdraws his picture a bit, it seems to me that there has 
been enough overemphasis on the Pollyanna side to make a study of his book _ 
a useful exercise in balancing for scholars and teachers in the field of the social 
sciences. Also in its treatment of the seeds of fascism or some similar type of 
authoritarianism as a home-grown product, the book constitutes a useful and 
courageously executed offset for that plausible crop of writings which sees 
the real dangers of this sort as coming from abroad. For example, it is not 
Germany’s Master Plan, as currently presented by Joseph Borkin and Charles 
Welsh which we need to fear will plow under our democratic way of life, but 
the development of business as a system of power on which no nation, be it 
Germany, Japan, Great Britain, or the United States, has a copyright. Whether 
or not that is surely the fact, it presents a possibility that is easy to overlook in 
wartime. 

It would be less easy to overlook if Dr, Brady had written his book in a 
less forbidding prose and organized it in a more engaging manner than that of 
separating most of the discussion of issues of policy from the descriptive 
material—tI feel to their mutual disadvantage. In view, however, of what seems 
to me the vast improvement in the writing style as compared to that of his 
earlier works it seems almost ungracious to mention this shortcoming. Also, 
it is overcome in substantial measure by a pointing up of the story by Robert 
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S. Lynd in a readable and pungent introduction. However, since Dr. Brady 
__ has a lot to say to American social scientists that is worth their thinking about, 
it is aggravating to be forced to dig through sentences such as the following 
which was not selected as the book’s most prolix, but as typical of many saying 
something consequential the tortuous way: “The net product of this four-way 
fusion has been referred to by people interested in the economic-angle as 
‘status capitalism,’ meaning a monopolistically organized, militaristically 
minded, hierarchically graduated and ‘feudalistically’ directed autocracy in 
which the upper social reaches, after having made the necessary compromises 
with the nouveax puissant demagogery of platform and political tract, band 
together to constitute a governing class within a state expanded on a footing 
highly reminiscent of Plato’s microcosmic model, the Sparta of Lycurgus.” 
DEXTER M. KEEZER 
Washington, D.C. 


Preparazione e condotta economica della guerra. (The Preparation and Eco- 
nomic Conduct of the War). By L. Fontana Russo. (Rome: Cremonesi. 
1942. Pp. 305. L.30.) 


Professor L. Fontana Russo, who is the author of some rather indifferent 
works on international trade and trade policy, now gives us a volume in 
which he attempts to deal with the problems of war economics. Ordinarily, a 
book as biased and superficial as this would not merit the attention given it 
here. However, since it is one of the few works in this field to come from 
the pen of an Italian economist and, among them, perhaps the only one 
with any kind of systematic exposition of totalitarian war economics, it may 
be of interest to analyze it in some detail. 

The reader who goes to this volume for any scientific or theoretical justif- 
cation of totalitarian economics will surely be disappointed. Fontana Russo’s 
approach is descriptive, factual, and always political, that is, fascistic. He 
faithfully raises the political issues dear to all nazi and fascist mouthpieces. 
His Foreword, to cite just one example, is couched in the usual terms and 
contrasts the “blind materialism” of Great Britain and the United States 
with the “idealism” of poor countries “compelled” to struggle for their 
independence by fighting against the barbaric menace. The main body of the 
book continues in this vein. 

Chapter 1 is devoted to the economic bases of war and expounds the 
well-known nazi theory of “living space.” It presents a weak plea for 
economic self-sufficiency, justified mainly for political and military reasons. 
Next, Professor Fontana Russo deals with the diminishing importance of 
gold in modern warfare and in international trade. European countries, he 
points out, are able to counteract the pressure of economic blocs and they 
may usefully resort to economic penetration in important but weak countries, 
particularly the Balkans. 

In the chapter examining relations between Europe and the United States, 
the author repeats the usual commonplaces of nazi propdganda and under- 
scores the adverse effect this war will have on international trade. Chapters 
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following this one contain some general description of the monetary agree- 


‘ments in force between England and France (until France collapsed) and 


within the Axis, and of the monetary and banking organization of occupied 
European countries, , 

Finally, in the last section of the work, there is an exposition of the nazi 
theory of economic space—Grossraum—which is supported as a more, com- 
plete and advanced formulation than that of Lebensraum, or living space. 
In the author’s view, Italy in a nazi New Order not only would dominate 
the Balkans and most of the Near East but would also have recognized 

“economic interests” in former Czechoslovakia and Hungary. 

As for post-war reconstruction, the author is forced to admit that even a 
nazified Europe would need the ‘help of foreign capital (p. 299) but he is, 
of course, quite prejudiced against many of its possible sources. 

This brief résumé should serve to indicate that Fontana Russo’s book 
makes no effort to present a theoretical analysis of war economics; nor does 
it even make a contribution in the direction of a satisfactory factual description 
of Italian economic experience in this war. Outside of the plea for self- 
sufficiency, for instance, nothing is said about Italy’s economic war potential 
or the economic mobilization of the country. While the title of the book 
would lead one to expect a survey of the financial means of warfare used, 
as well as of the economic controls put into action (allocations, price control, 
rationing, and so forth), all this is largely ignored. The few references to 
these vital problems are both false and misleading. l 

For instance, Fontana Russo boasts that, despite the absence of a gold 
reserve, the value of Italian money has remained stable (p. 74), that is to say, 
that Italian prices have not changed. (pp. 256-57). Yet neutral observers 
were pointing out, even before Italy entered the European war, that inflation 
was well under way there, and that every attempt of the Italian govérmment 
to close the inflationary gap had failed. Throughout the war, moreover, the 
fascist government has continually resorted to inflationary means of war 
finance—increasing both the money circulated and the amount of credit avail- 
able to war industries. With the black market prospering beyond any control, 
and the cost of living continuously rising, Italian readers will no doubt, feel 
the mockery of this as well as other points in the book. 

There are some striking omissions. For instance, in one of his discussions of 
the Axis struggle against inflation, Fontana Russo first describes in very 
flattering terms the German price policy and gives some comparative figures 
on the relative changes in the cost of living from 1935 to 1941 in the United 
States, England, and Germany, emphasizing (p. 43) the effectiveness of nazi 
price control. Evidence of the success of the corresponding Italian system 
is, however, not forthcoming. In fact, data for Italy, on this as well as other 
important subjects, are conspicuous by their absence. 

The American reader will be amused to learn from Professor Fontana 
Russo that a great part of British wealth, “maybe most of it,” has definitely 
been lost through submarine warfare (pp. 118-19); that Russia “collapsed” , 
in 1942 under nazi pressure in little more than three months (p. 192); that 
nazi-fascist economic penetration in the Balkans has taken place “without 
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any concealed aim, to work peacefully, with a fair distribution of benefits . 
always negotiating as between equals, without any overweening superior air, 
nor transparent aims of subjection” (p. 152). 

In all fairness to the really responsible Italian economists still in their native 
land, it should be pointed out that the picture of fascist Italy at war as pre- 
sented by Dr. Fontana Russo is at variance with their contributions on this 
subject. A recent symposium by leading Italian economists expresses clear 
criticism of totalitarian economic policies and theories. This criticism may 
explain why the fascist government suppressed only a few months ago the 
oldest and most authoritative Italian economic magazine, 7} Giornale degli 
Economisti, which thus shared the fate of another once glorious Italian journal, 
La Ri forma Sociale, It strikingly demonstrates that leading Italian economists, 
unlike Fontana Russo, are still devoted to the cause of objective research and 
scientific freedom. l 

GEORGE A. TESORO 

American University 


Germany's Master Plan: The Story of Industrial Offensive. By Josers 
Borxin and CmarLEs A. WeEtsx. Introduction by THURMAN ARNOLD. 
(New York: Duell, Sloan and Pearce. 1943. Pp. xviii, 339. $2.50.) 


_ A writing event of uncommon importance has taken place. A work dealing 

with a problem of economic policy has become a best seller and the rights 
for its movie production have been sold. This is the doubly rare distinction 
which has come to Germany’s Master Plan, the work of Joseph Borkin and 
Charles A. Welsh. These results have not been accomplished, however, with- 
out the generous exercise of dramatic license. 

The public has become familiar with the conventional operations of cartels 
through the activities of the Department of Justice in recent years. The story 
of these cartels has been one primarily of commercial motivation. Messrs. 
Borkin and Welsh have not been content, however, with discovering these 
minor machinations. In Germany’s Master Plan, they have uncovered a plot 
of vastly greater proportions, a design. under German governmental direc- 
tion to suppress the critical war industries of potential enemy countries and, 
at the same time, to prepare Germany for war. 

The strategy, as they see it, was to restrict manufacturing capacity and out- 
put through cartel agreements. The tactics were an appeal to the opportunity 
for personal profits and the threat of paralyzing German competition. By 
these means, leading American concerns were persuaded to enter into agree- 
ments with the German cartels that, in most instances, restricted American 
manufacture to our own markets, or set even smaller limits for our output, 
and left the remaining world markets for Germany. As a result, German 
war industries were strengthened and other nations became dependent 
upon Germany for their supplies of important war materials. The Germans 
were able to do this, the authors of Germanys Master Flan hold, because 
their industrial concerns were more active than our own in developing new 
manufacturing processes and techniques, and because their business leaders 
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had a greater concern for national interests and a better understanding of 
the implications of the restrictive agreements. 

Germany's Master Plan draws a sharp portrait of apay between the 
German government and German industry as a prelude to military conquest. 
The outstanding industrial cartels of the world are described as products 
of German organization, and as subservient to the military objectives of the 
German government. The industrial leaders of other nations, primarily the 
Americans, who entered into agreements with the German cartels are pictured 
as unwitting conspirators. The shortages in matériel which we experienced in 
the early years of the war are attributed in many instances to cartel restric- 


tions, and the criticism of cartels is confined largely to these military terms. 


There is some recognition of the important rôle which shortages of basic 
raw materials and remoteness from natural sources of supply played in stimu- 
lating Germany to develop synthetic and substitute products. But the 
purpose of these developments and the high degree of national self-sufficiency . 
which resulted are said to be essentially a plot for German military and po-_ 


. litical domination. 


The individual chapters portray the growth of a number of Germany’s 
major industries and their relations with competitors in the outside world. 
While the materials which these industries produce are as useful for peacetime 
purposes as for war, the entire development is presented as a military 
maneuver. The conclusions, however, are found as often in the tone of ex- 
pression and in the uninterpreted sequences of events which are cited as in a 
clear showing of causation. 

The result is the cumulation of an astonishing case of guilt against the 
cartels. We find (p. 13) that “Wherever there was a cartel before, in 1942 
there was a military shortage”’.in the United States, although there is no 
showing that by any means all of our shortages were in the cartelized indus- 
tries. The desperate plight of MacArthur’s men on Bataan is attributed 
partially to the lack of quinine, with the implication that this specific 
shortage was the fault of some cartel (p. 13). The effects of Axis victories 
on the control of strategic war materials are described (p. 15), apparently 
to create the impression that these victories were all the result of cartel con- 


` spiracies. The loss of Pearl Harbor, of Singapore and of the Dutch East 


Indies is linked somehow with the “pettifogging behavior of the cartel” (p. 


202). 


Since ‘cartel-making has not been exclusively a German occupation, nor’ 
all cartels German-dominated, a long step must be taken to demonstrate 
that cartel restrictions have always worked in favor not only of German 
commercial interests but also of German national interests. The pattern of the 
indictment is found early in the book (p. 14): “Not all cartels were con- 
trolled by German concerns, Yet, because restriction in other countries served 
the interests of Germany, every Dutch, English, or American monopolist 
-who signed a contract or instituted a policy limiting his output added to 
‘German power.” ° 

The thesis that the German cartels were subservient to the war aims of the 
government is propounded in many different forms, There are general state- 
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ments such as the fact that “German-controlled cartels were at all times 
the servants of German interest” (p. 17), without any clear indication 
of exactly what the German interest was. At one point, it is indicated that 
“German patents in the hands of German industry have been a branch 
of German arms” (p. 22), as though this has not always been true in some 
degree of the respective patents of all countries, The mere fact of the 
development of German industries which later proved useful for war pur- 
poses is presented as evidence of a comprehensive plan for war. For example, 
following a long discussion of the development of I. G., it is stated that 
‘. . . its drive for world-rationalization of the industries in which it was 
interested fitted neatly into the new schemes of world-domination nursed by 
German militarism” (p. 35). A neat fit is not, however, always evidence of de- 
sign. Nor is the “, . . utility of I. G. to the rebirth of German military prow- 
ess” (p. 43) an indication that the development of this cartel was guided 
primarily by military objectives. “Whatever Germany needed, and modern 
‘science could make, I. G. obtained for Germany, and tried to keep from 
others,” it is stated (p. 46), the implication being that German needs were 
always considered by the cartel to be the governmentally-determined re- 
quirements for military purposes. l 
Following an analysis of the limitations of Germany’s metal reserves 
and the impetus which this shortage gave to the development of plastics, 
the conclusion is drawn that “The needs of the Luftwaffe therefore governed 
the experiments with plastics in German industry” (p. 121). The develop- 
ment of vitamins, of sulpha drugs, and. of atabrine (synthetic quinine) is 
linked with the desire to mitigate the effects of possible Allied blockade 
and to enable Germany to regain her lost colonies (p. 45); Germany’s ex- 
periments with the development of synthetic nitrogen, synthetic rubber, and 
the light metals are similarly related to war objectives rather than to the 
relief of limitations in the natural sources of supply for peacetime needs. 
The thesis that the non-German members of cartels were dupes instead 
of co-conspirators is illustrated in the statement that “The softest impeach- 
ment that can be made of those American, British, and French industrialists 
who consorted with German interests is that they knew not what they did” (p. 
17). The authors contend that under other circumstances our war industries, 
even in the synthetic fields in which we have adequate natural sources of 
supply, would have been fully developed when the war began. For example, - 
it is stated (pp. 35-36) that “The web of contracts in the dyestuffs industry, 
the pharmaceutical industry, the oil industry, the synthetic rubber industry, 
the magnesium industry, and others, all promoted by I. G. with leading Amer- 
_ ican concerns, affected the military preparedness and economic independence 
of the United States. Even today, they force us to do without materials, 
processes, and industries which in the normal course of competition would 
have been fully established at the outbreak of the war.” After demonstrating 
that the wood chemical industry of Germany was developed largely because 
of a shortage of alternative basic resources, American enterprise is criticized 
because of its failure to develop a similar industry, without showing that we 
suffered from a Similar lack of basic resources (p. 45). 
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American concerns are called to task for carrying on the kinds of activities 
which are found praiseworthy in the case of the Germans, and there is at times 
a nice distortion of commonly used terms. DuPont is accused of believing 
“, . far too much in normalcy as the principle of good business” (p. 80), 
and normalcy apparently consists of output restriction, price fixing, and cartel 
agreements, On the other hand, German participation in cartels is lauded as 
an effort to “divide and rule” world markets (p. 311). It is true that 
markets are divided under cartel agreements but not at all in the same sense 
as this term is used in describing political conspiracies, and it is certainly not 
true that all the markets which were divided were ruled by the Germans. 

The least convincing demonstration of German control is in the chapter 
on magnesium. The primary agreements which were involved were between 
I. G. and the Aluminum Corporation of America, whereas the Dow Chemical 
- Company has been the primary American producer of magnesium. The only 
two direct references to restrictions over American magnesium production are 
at page 228, where it is stated that Dow did not produce more than was 
permitted under I. G.’s agreement with Alcoa, and at page 232, where it is 
said that I. G. was permitted to veto any expansion by Alcoa. There is no 
clear showing, however, that Dow was directly restricted in its production of 
magnesium. Reference to the heavy purchases of Dow’s output by I. G. is 
presented as evidence of Dow’s inability to accept non-German business, — 
whereas in other cases the authors interpret purchases from German cartel 
members as strengthening German industries, 

In ‘building their case against I. G., the authors play on the common 
opposition to enterprises of large size to develop a sentiment against all of 
its doings. The exaggeration to which they resort is shown in the indictment 
that I. G.’s “. . . functions are as unlimited as the scientific application 
of physics and chemistry to raw materials” (p. 39). The initiative which is 
commonly accepted as a worthy characteristic of business enterprises is in the 
case of I, G. condemned: “. . . its success in opening up new markets 
throughout the world and in penetrating the markets of others is in part at- 
tributable to its consistent policy of trying to lead the field. Knowledge, 
to I. G., means power” (p. 41). 

' A final thesis of importance which the authors present is the unpatriotic 
conduct of the American members of cartels. While they do not always 
make it clear whether this conduct was willful or not, they show that the 
German participants in cartel agreements were often given veto powers 
over the development of American manufacture and commerce, and in one in- 
stance the authority to approve the personnel employed in the manufacture ' 
of certain important military supplies (the Bausch and Lomb case, p. 282). 
DuPont is praised for exhibiting “. .. far greater respect for the national 
interests of the United States than many of its monopolistic brethren in other 
industries. To the extent that they were aware of I. G.’s desire to obtain 
veto powers over various branches of American industry, duPont reacted in 
what could be called a patriotic manner” (p. 108). The patriotic motivation 
ascribed to duPont, however, consists perhaps of a desire to improve its 
industrial and commercial position by securing greater freedom to determine 
the size and character of its production. 


x k ` 
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The major weakness of Germany’s Master Plan lies in the fact that it at 
once ascribes too much and too little to the operations of cartels, with the 
result that the remedies which it suggests or implies fall far short of meeting 
the problems which it raises. The implication that the degree of German in- 
dustrial domination would have been greatly different if the German govern- 
ment had not actively sponsored the cartel movement may lead one to con- 
clude that a change in this phase of governmental policy would remedy the 
situation. Second, the emphasis on the German activities in organizing cartels 
may lull one into confidence that, through curbing the Germans, the dangers 
of cartel organization can be removed. Third, the notion that American manu- 
facturers could and would have acted differently merely on the basis of their 
intelligence and patriotic responsibilities if they had understood the full im- 


plications of the German plan, or if there had been competition among them, ~~ 


greatly oversimplifies the problem of war preparedness. Finally, the emphasis 
on the relation of cartels to war may divert attention from the equally im- 
portant dangers of peacetime restrictions. 

Too little attention is given to the legality of conspiracies in restraint of. 
trade as an explanation of the predominance of the cartel form of organization 
in German industry. Competition will not always survive naturally; its preser- 
vation, as we have learned, often requires active measures of enforcement by 
the governmnt. Wherever individuals have been left free to unite for the pur- 
poses of controlling industry and commerce—as has been true, for example, in 
Germany and in Great Britain—centralized control has become a tradition in 
many industries. These developments have not required governmental sponsor- 
ship, though they have often led to governmental controls for the protection of 
the public interest. The relationships which have thus grown up between 
governments and cartels have not, however, involved the active participation 
of the government in ordinary business operations. 

It is easy to be misled by the fact that, when the plans for war became clear, 
the German government undertook a heavy program of procurement for mili- 
tary purposes. These activities involved the government naturally in close 
relationships with the cartels which were its primary source of supply, and the 
consequences were, of course, a spur to the development of war industries. But’ 
if the pattern of demands had been different, if there had been only peacetime 
needs to be served, the factors which gave rise to the German cartels would. 
have been equally as strong. 

A great many of the developments which are described in Germany’s Master 
Plan can be explained on the basis of private motivation. The production of 
synthetic and substitute materials in which Germany achieved such a position 
of dominance was a more profitable form of enterprise in Germany than in the 
United States, because of their less abundant supplies of the natural products. 

The various agreements for the control of manufacturing capacity, output and 
` sales, which were arranged by German cartels with the industrial leaders of 
other countries, represented at least in some degree a commercial maneuver to 
extend and protect their markets against competition. 4 

Moreover, there is evidence that, in the period preceding the war and even 
after hostilities began, the German cartel leaders in many instances resisted 
and for a time openly violated governmental requests in order to protect their 
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business interests. And while, because of governmental restrictions, the Ger- 
man parties to cartel agreements often withheld the disclosure of information 
which had been provided for, after the outbreak of war they released American 
manufacturers from certain of the restrictions to which they had been bound 
as a means of preserving their own.market channels for post-war development. 
Although these arrangements were designed in some instances to provide a 
source of income for the German government, they were not always approved 
by the government; nor did the cartels confine their arrangements to those 
which were governmentally sanctioned. 

Not all cartels have been organized by Germans, nor have the non-German 
. members of cartels always been ignorant and submissive participants. There 
. are many international restrictions over manufacture and commerce which 


- -were initiated and dominated by American concerns. Moreover, the American 


parties to cartel agreements commonly insisted upon complete freedom to 
supply the demands of their government, with the privilege of holding secret 
the character and size of those demands. The most plausible evidence of con- 
formance with enemy objectives is found in those cases in which American 
producers conspired with German concerns to break the British blockade, and 
agreed to supply the customers of those concerns and to restore the exclusive 
territories of the Germans at the close of the war. While there are undoubtedly 
many instances in which these activities were carried on by American concerns 
which were clearly disloyal to our national interests, these same policies are 
often evidence merely of a desire on the part of the American enterprises to 
exploit temporarily the markets which had previously been blocked under 
restrictive agreements with their German competitors. The German requests 
that their former customers be supplied were not always met, nor were sales 
always confined to the agents designated by the Germans. The willingness of 
the American concerns to withdraw from these markets at the close of the war 
indicates in many instances merely their judgment either that it would be 
unprofitable to compete with the Germans, or that it would be profitable to 
resume the pre-war exchange of information and patent rights and the division 
of markets which existed at that time. There has been a high degree of ob- 
servance of our own Proclaimed List, which is designed to prevent sales to con- 
cerns which might transfer supplies to the enemy or employ their income to 
` assist him, 

_ There can be no doubt that the total supply of certain products and the 
facilities for their production were restricted under cartel agreements. It is not 
equally clear, however, that the volume of American production would have 
been greater in every instance under free competition. The great demands for 
these products in Germany, and the technical precedence and priority which 
the Germans enjoyed in many cases, gave them a large home market and an 
advaritage in exploiting foreign markets. The tradition of joint action, which 
is common among cartel members, may have led the Germans to accept mutual 
restrictions over sales in markets they could have won on a competitive basis. 
Moreover, through cartel agreements American concerns did acquire certain of 
the benefits of German technical knowledge which they might have been 
unable to secure otherwise. 
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Tt is difficult to-know how the conduct of American concerns could in many 
instances have been greatly modified by a sense of patriotic responsibility. 
These responsibilities cannot be translated readily into specific industrial and 
commercial programs without governmental direction in some form. So long as 
production is in private hands, reliance must be placed on private motivation 
and on direct control of the channels through which private motives express 
themselves. Even a full understanding that the German cartels were sponsored 
by the German government would not have altered commercial incentives. It 
cannot be expected that private entrepreneurs will provide supplies against 
demands which do not exist or are not in clear prospect. Those who might have 
had scruples against selling to a potential enemy could easily enough have | 
been deceived through indirect purchases. The superiority of the Germans lay, 


primarily in their preparedness for war. In carrying out these plans they ~ - 


created the necessary business incentives for their own and other industries. 
The industrial leaders of foreign nations could have had.no basis for rejecting 
these demands in the absence of specific instructions from their governments or 
alternative demands for these supplies. This is the inevitable disability of a. 
defensively-minded nation. The country which chooses the time and place of 
war can always adapt its industries more effectively for war purposes, and 
preémpt the necessary supplies from other sources. Any compromise with the 
objectives of peace is certain to weaken a nation’s war potential. 

The primary case against the cartels lies in their efforts to suppress enter- 
prise and initiative generally in the interest of enhancing private profits and 
irrespective of the nature of production. The disadvantages which the public 
suffers under restrictions of this character far outweigh the incidental benefits 
which may result from the exchange of technical information and from the 
protection of war industries against foreign competition. With this major _ 
problem, Germany’s Master Plan deals only incidentally. 

Victor ABRAMSON 
Washington, D.C. 


Corporate Concentration and Public Policy. By n. L. Purdy, M. L. LINDAHL 
and W. A. Carter. (New York: Prentice-Hall, 1942. Pp. xiii, 650. $4.25.). 
The materials offered by the traditional texts under the title “Trusts and 
Corporations” are here presented in modern garb. This book goes far toward 


satisfying the need for the rewriting of the collegiate textbooks in this field to. | 


present the issues as viewed by a new generation of economists, to outline the 
recent departures of public policy, and to include the results of an extensive ` 
monographic literature which has appeared in the last decade. 

The emphasis throughout the book is upon the processes of “economic 
individualism” or “capitalism” in America and upon the public policies with 
respect to monopoly and monopolistic competition which have been designed 
to implement it: No consideration is given to the experience of other countries. 
The book is written lucidly and with judicious balance. As indicated in the 
Preface, “No original or Pi doctrines with respect to economic theory 
or public policy are advocated. ... No ready answers have been found to the 
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„problem of fashioning implements that will assure the maintenance of the ` 
system of competitive individualism.” However, it is the conviction of the 
authors “that the system has merits that are much to be desired and that our 
efforts should be directed to its preservation and betterment.” 

The Introduction outlines the planning mechanism of capitalism and the 
achievements and shortcomings of economic individualism in America, Em- 
phasis is given to the functions of competition in allocating economic resources 
and stimulating efficient production. 

Part I is devoted to the corporation and its control. It includes a brief - 
history of the development-of the corporation in America, a summary of the 
character of ownership and control in the 200 largest non-financial corpora- 
tions, a discussion of the nature and significance of minority and management 
control and of the holding company, and finally two chapters devoted to the 
S.E.C. The authors point out that the problem of protecting the minority 
against the arbitrary action of the majority has been superseded by the prob- - 
lem of protecting the widely scattered majority agairist minority or manage- 

- ment groups. They recognize that, as things are today, the stockholders, em- 
ployees and other groups must depend in large part upon the acceptance by 
management of a trusteeship of the many interests involved. 

What effect does such a concept have upon the working of the profit motive 
and upon the allocation of economic resources? What are the political implica- 

“tions of an increasing professionalization of management which is becoming 
progressively separated from the owners and increasingly subjected to the 
pressures of other groups, including labor and the government? These are 
questions which a survey of the modern corporation bring to the fore, but 
which the authors do not discuss. They conclude, however, that whatever the 
type of corporate control, the reconciliation of these varied interests is at best 
a delicate task concerning the equitableness of which there will be widely 
divergent opinions. Consequently, they urge that legal protections are neces- 
sary in addition to those offered by privately initiated suits. Review of the 
activities of the S.E.C., however, leads to the conclusion that, except in the 
area of public utility holding companies, these controls do not attempt to 
solve “the basic social problems created by business concentration.” The 
authors make the significant remark that “The principle contained in the 

`: legislation is still that of ownership control” (p. 174). The significant fact of 
the modern large corporation, however, is that the owners do not, will not, and 
can not exercise significant control. The legislation of the thirties is only a 
response to the problem as it was visualized in the first decade of the century. 

Part JI—Industrial Monopoly—consists of a series of case studies of 
monopoly in American industry and a chapter summarizing the available 
empirical materials on the relative efficiencies and profitabilities of large and 
small scale operations. The case studies include tobacco, aluminum, shoes and 
shoe machinery, oil, ethyl gasoline, farm machinery, and cash registers. Un- 
fortunately, no adequate presentation is given of the determinants of the 
optimum size of the firm, such, for example, as might be suggested by the 
writings of E. A. G. Robinson and P. S. Florence. However, the authors con- 
clude that monopoly offers no production gains to offset the injury resulting 
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from malallocation of resources, accentuation of an already excessively un- 
equal distribution of income, and intensification of depression and prosperity. 
They apparently believe that, because of the burden of the cost of excessive 
capital, a monopoly formed by the combination of former competitors will 
restrict output less than if the monopoly position were achieved by driving 
competitors out of the field. As a matter of fact, the rate of output is a func- 
tion of the variable costs. If it can be assumed that these capital charges are 
fixed, i.e., that their aggregate remains constant despite variations in the rate 
-of output, the method by which monopoly position is acquired will not affect 
the output. 

Part IH—Public Regulation of Monopoly and Competitive Practices—is 
devoted to a review of the Sherman act and its predecessors, the trade practice 
legislation of 1914, and the activities of the Federal Trade Commission. It is 
evident that the authors believe that the courts have taken a narrow and un- 
realistic view and have failed to develop any consistent and logical criteria of 
monopoly and restraint of trade. Although the standards applied by the courts 
are indeed inadequate, the reviewer believes that the decisions since 1911 show 
reasonably consistent and logical criteria of monopoly and restraint of trade 

_ as applied to large firms in terms of the exclusion of competitors either by con- 
trol of limited resources, as in the railroad cases, Or by exclusive and preda- 
tory practices as in the industrial cases. 

Part IV-—Oligopoly and Industrial Codperation—consists of a series of case 
studies of oligopolistic markets, a discussion of industrial coöperation in such 
markets, and a summary of public policy with reference to the codperative 
practices which have characterized these markets. The case studies include 
iron and steel, meat, glass containers, sugar, milk, anthracite coal, and sulphur. 
The authors make it clear that collusion and coöperation are rampant today 
in a majority of large industries and many small. To generalize about its effects 
is dangerous. “The strength of association, the motives of sellers, and the 
position of individual firms vary so much in the specific instances that any 
theory of industrial coöperation would be inapplicable or only partially ap-. 
plicable to some of the cases it attempted to describe” (p. 571). In the indus- 
tries surveyed, profits of the large firms approached those of monopoly and 
profits of the small firms were markedly above the competitive level. 

The Conclusion consists of two chapters concerning possible public policies 
to deal with the problem of corporate concentration. The authors contend 
rightly that “the present system, which has become largely a lack of system, 
is not going to remain unchanged” (p. 609). The broad alternatives are (1) ` 
the reconstruction of competitive individualism, (2) the replacement of private 
planning with social planning, and (3) allowing unchecked power to remain 
in the hands of whatever interests can seize it. The latter two alternatives are 
rejected without much analysis. The authors’ preference is to restore com- 
petitive controls wherever this is possible and to resort to a public utility type 
of control or government operation in those areas where the restoration of 
competition is not feasible. 

The proposed agenda for the restoration of the competitive system is long. 
` The authors urge a continuing study of the leading industries, preferably by 
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the Economic Division of the Federal Trade Commission, expanded and re- 
vitalized; federal incorporation of all interstate corporations to insure simpler 
and more rigidly supervised charter provisions; flexible limitation of the size 
of corporations under the administrative supervision of the Federal Trade 
Commission, the limit being the volume of business for the individual firm 
which is compatible with thoroughgoing competition; repeal of the Miller- 
Tydings act and the Webb-Pomerene act as tending substantially to lessen 
competition. The Sherman act must be clarified by legislation to remove “both 
intent and abuse of power from the criteria used to establish illegality” -and to 
direct the act “against combinations when their development makes the op- 
- eration of effective competition impossible.” Section 7 of the Clayton act 
should be amended to prevent the acquisition of the assets of competing cor- 
porations except under narrowly specified circumstances. There should be an 
outright prohibition of the basing-point and zone price systems. Interstate 
trade associations should be required to register and give regular and full 
account of their activities to the Federal Trade Commission. The. activities of 
the Federal Trade Commission and the Antitrust Division of the Department 
of Justice should be merged and sole responsibility assigned preferably to the 
Federal Trade Commission. The patent law should be revised to make all 
future patents available for use by any person or organization who wishes to 
use them upon payment of a fair price for the privilege. Protection under the 
patent laws should under no circumstances extend for more than twenty years 
after the date of initial filing. In order to prevent the abuse of threats of suits 
for infringement of patent rights, the holder of the patent should be forbidden 
to direct an infringement suit against a licensee under a conflicting patent 
right until he has secured a judgment against the holder of the conflicting 
right. Tariffs and state trade barriers which foster and protect monopolies 
should be removed. 

Unfortunately the authors make the case for competitive individualism 
somewhat simpler on both theoretical and practical grounds than appears 
warranted. It is generally recognized today that we cannot catalogue industries 
in two or three simple types. There are a wide range of industries extending 
from those with strong monopoly powers to those operating under something 
close to pure competition. The authors plead for a workable or effective com- 
petition, But how perfect and how pure must competition be to be acceptable? 
What standards are we to use? Should we consider the elasticity of demand 
for the individual firm or the optimum scale of the firm? These are not readily 
ascertainable. Shall we use economic results as a test? Then the door is closed 
when the horse is gone. Shall we use some arbitrary rule of thumb or rely upon 
a high degree of deduction from the available facts? These are not likely to be 
sufficiently convincing methods to attract the support of the business com- 
munity, Congress, the public, or the courts. These are only some of the prob- 
lems which we face in restoring the competitive system. 

Moreover, how beneficent is competition? There have been serious charges 
leveled against competition in industry and in agriculture alike. We cannot 
dodge the fact that some of our most competitive industries are among those 
of which we can be least, proud. It is unfortunate that the authors did not 
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include a section on competitive industries, complete with case studies. While 
the title of their book would appear to preclude this, the logic of their argu- 
ment demands it. 

Perhaps the greatest merit of the book is the emphasis placed upon the 
significance of monopoly and competition in influencing the efficiency of pro- 
duction and the allocation of economic resources. The significance of allocation 
was never a dominant note in the traditional American texts on the monopoly 
problem. The emphasis of most of the American literature has been upon the 
predatory practices, the milking of the investors, the flamboyant machinations 
of the investment bankers and speculators, and the exorbitant monopoly ` 
profits. Until recently the repercussions of monopoly in one area upon other 
parts of the economy and upon the allocation of resources were. mysteries con- 
fined to the theoretical treatises. The change of emphasis in the present volume 
is welcome. The problem is presented in the simplest terms without any pro- 
liferation of the refinements of the theory of economic welfare. 

It is interesting to speculate upon what the effect will be of training a gen- 
eration of students upon such an analysis of the monopoly problem. Previous 
generations schooled in a more superficial but highly entertaining analysis ` 
were not moved to much action. Will a more penetrating, though less spectacu- 
lar, presentation carry more conviction? Or shall we continue, as in the past, to 
ignore the economics of monopoly and concentrate on its morals? 

J. P. Miter 

Yale University 


Marketing; Domestic Trade 


The Economic Effects of Advertising. By Ne H. Boune (Chicago: Richard 
D. Irwin. 1942. Pp. xl, 988. $5.00.) 


“Advertising is under fire.” Professor Borden valiantly assumes the rôle of 
fireman. With an avalanche of cold facts he would quench the flame of emo- 
tionally generated criticism. He has succeeded admirably in assembling perti- 
nent factual data and in collecting new information bearing on the controver- 
sial subject of advertising’s place in the economic sun, He has prepared a 

monumental work which will stand for many years as the authoritative work . 
on advertising. Nevertheless he has probably not put out the fire. 

With the aid of a grant of $30,000 from Mrs. Alfred W. Erickson and with 
the assistance of an able advisory committee of the faculty of the Harvard 
Business School, Professor Borden has directed his researches toward the col- 
lection and analysis of “evidence that will furnish at least tentative or partial 
answers to the issues raised by the opponents and proponents of advertising” 
(p. 4). His plan is, as he says, simple. He starts out by defining advertising 
and sketching in the historical background, the economic importance, the use 
of advertising in the business world, and the economic effeets as indicated by 
value theory in Part I (6 chapters). He devotes ten chapters ‘to the relation 
between advertising and demand, three chapters to cost, two chapters each to 
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prices, consumption, the effect of advertising on national income, and ethical 
considerations. The book uniquely offers two comprehensive summaries, one 
by.the advisory committee in the front of the book and one, the final chapter, 
by the author. 

The method followed by Professor Borden is to state the theory, the criti- 
cism, or the problem to be explored in each chapter, to marshal the evidence, 
and to summarize the significance of the data. Despite a wealth of intriguing 
` case and statistical material, the presentation makes tedious reading, largely 
because of excessive repetition. Thus data from the same studies are discussed 
under the demand chapter, and again in the cost and price chapters. Such a 
minor criticism should not deter the reader who is interested in advertising, for 
this book is the outstanding contribution to advertising literature made in 
recent years. 

The emphasis throughout the work is found in the underlying assumptions 
set forth in the first chapter, that advertising is looked at as part of “the frame- 
work of a free, capitalistic society,” and that “in a free society the primary 
objective of economic activity ... is assumed to be the happiness and welfare 
of the individual” (pp. 6, 7). 
` In Part I the chapters on the utilization of advertising by business are 
particularly enlightening. Based upon his intimate knowledge of advertising 
practice, Professor Borden, rightly to my mind, emphasizes the practical limi- 
tations under which advertising operates. Business and the use of advertising 
in business are not “exact sciences.” Moreover, many business men fail “fully 
to use the techniques [of scientific management] which are available” (p. 
120). The author adds, however, that “The waste in advertising due to human 
incompetence is probably no greater than in other phases of business adminis- 
tration” (p. 121). 

_ The concluding chapter in Part I deals with the economic effects of 
advertising as indicated by value theory. I agree with the author that this 
chapter “is not meant for economists whose interests lie in refinements of 
economic theory.” The period might be placed after “economists.” Rather 
Professor Borden attempts “to provide an interpretation for the layman 
in order that he may understand the assumptions underlying the theories of 
pure competition and of pure monopoly and appreciate how the introduction 
of facts regarding aggressive selling has clarified the economic questions 
‘regarding advertising and aggressive selling.” Despite a noble effort he has 
in my opinion failed to provide a translation understandable to the layman. 
It is very doubtful that anyone could do that job in a single chapter. I there- 
fore feel that the chapter adds but little to the study, although the conclud- 
ing section contains a concise summary of Keynesian ory and its implica- 
tions for advertising which is admirable. 

Chapter VII, “Problems Involved in Demand Measurement,” is an ex- 
cellent introduction to Part II. Stressing the complexities of measuring de- 
mand trends, Professor Borden emphasizes and illustrates the fact that ad- 
vertising is only ‘one of many forces at work and that social changes in 
consumer attitudes and living habits are more significant causes of demand 
shifts than advertising. This chapter is followed by factual studies of the 


1943] BOOK REVIEWS 449 


effect of advertising on the demand for cigarettes and other tobacco products, 
sugar, dentrifices, domestic sheeting, oranges, walnuts, lettuce, shoes, and _ 
mechanical refrigerators. A final chapter in Part IZ summarizes the evidence 
under the headings of the effect of advertising on general demand, on selective 
demand (the demand for the product of particular companies), on elasticity 
of demand in general, and for individual producers, He concludes in his sum- 
mary that “basic trends of demand for products are determined primarily 
by underlying social and environmental conditions” which may be speeded 
up or retarded somewhat by advertising. For specific producers “advertising 
.can and does increase the demand . . . but the extent to which it does so 
varies widely” (p. 844). 

On the question of elasticity of demand his conclusions appear to be 
that advertising may change the elasticity for some classes of products, citing 
as an example the increase of sales of mechanical refrigerators over a period 
of years during which prices dropped (p. 437). Again he believes that adver- 
tising may contribute to temporary inelasticity for individual brands although 
sooner or later price competition comes into play. I have some doubts about 
the theoretical validity of his first point. Is it possible to measure changes in 
elasticity of demand by the method of comparing sales and average price 
over a period of years? The concept of elasticity assumes that varying quan- 
tities would be taken by buyers at a given time and in a given market 
at various assumed prices, At another time or in another market the elasticity 
might be different. I doubt if statistics showing substantial increases in sales 
over a period of time during which average prices successively fell can be 
taken as evidence of increased elasticity. 

There appears to be more validity to Professor Borden’s assumption that 
advertising may contribute to inelasticity of demand for particular brands 
since he produces evidence to show that buyers frequently are willing to pay 
a higher price at a given time in the same market for advertised brands than 
for unidentified brands of the same products. 

Part ITI includes two chapters dealing with advertising and marketing 
costs and a third treating manufactures’ production costs. Because of the 
wide variation in distribution practices, scale of operations, and degree of 
integration, to say nothing of the inadequacy of factual data, he found it 
impossible to determine whether or not advertising has increased total mar- 
keting costs. Similarly, in his chapter on production costs, he found it impossible 
to make definite conclusions. The very fact that business records are not kept 
in such a way as to permit an easy segregation of cost data highlights the 
limitations on the statistical approach to these problems. 

Economists will find the chapters on prices and pricing practice (Part IV) 
filled with a wealth of data, much of it new, on the relation of advertising 
to prices. Two basic considerations were taken as guides to social judgments 
on prices: (1) “the consumer should have freedom of choice among a wide 
range of merchandise”; and (2) “there should be adequate checks in the 
economic system to prevent these advertising and aggressive selling costs 
from becoming unduly large” (p. 529). 

After examining the evidence on a dozen or more commodities, and com- 
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- paring price policies of advertisers and private brand distributors, Professor 
Borden finds a high degree of competition even though the pattern varies 
widely and “has been far from that idealized under the theory of pure compe- 
. tition.” He adds that “even in those industries in which competition has been 

` directed in a large degree to non-price forms, a tendency toward price com- 
petition has been strong” (p. 602). By no means should this be taken as a 
white-washing of business pricing policy. The author points out that “a tre- 
mendous increase in volume can be realized sometimes through price de- 
creases,” and chides business men for failure to take full advantage of such 
: possibilities, 

Part V deals with the frequent criticism that aeti has been re- 
sponsible for many minor valueless differentiations in products. The author 
raises the question of valueless or minor ih whose opinion. His answer is 
that the determination of whether or not a product or changes in a product 
“ig worth while rests upon consumer decisions” in a free economy. The fact 
that advertising has contributed to “the remarkable range of products now 
‘available to consumers” (p. 639) as well as. to much differentiation is 
held by the author as evidence that advertising has contributed to consumer 
well-being. “New wants have been filled; old wants have been better met.” 

He meets the criticism that advertising is a poor guide to consumption 
by admitting and explaining its shortcomings and by stressing the need for 
additional sources of consumer information. Indeed, he urges business men 
to meet this need. However, advertising does provide guidance even though 
biased. Consumers moreover are shown by the author’s survey to appreciate 
advertising as a buying guide. 

The relation of advertising to national income and to the business cycle 
(Part VI) are ably presented. Advertising has “been a significant force in 
increasing the investment in productive facilities and in advancing the 
technology of production” .and “from a long-range point of view .. .” 
has “played a considerable but undeterminable part in the formation of men- 
tal attitudes necessary for a high level of consumption” (pp. 868-69). Adver- 
tising has usually been used more in good times than in bad, thus accentuating 
—if anything—the force of the business cycle, although individual advertisers 
have used it effectively to counteract cyclical influences. 

The final chapters (Part VIL) dealing with the consumers’ appraisal of 
advertising and the ethics of advertising should be required reading in all 
courses dealing with the economics of the subject. Based largely upon a 
new and painstaking survey of consumer attitudes, Chapter XXVI is to my 
mind one of the outstanding contributions of the work, 

Throughout, the book is addressed largely to the business reader. Every- 
one engaged in the advertising business could profit greatly by careful study 
of Professor Borden’s recommendations. The book should be used as col- 
lateral reading in every college course dealing with advertising, whether in 
‘economics, consumption, or marketing. I would not rate it as an adequate 
textbook for a course in advertising, but I would not teach such a course 
without using it as an indispensable auxiliary text. 
. A S NATHANAEL H. ENGLE 
University of Washington 


1943] BOOK REVIEWS 451 


Consumers and the Market. By Marcaret G. Rew. 3rd ed. (New York: 
Crofts. 1942, Pp. xvii, 617. $3.85.) 


This third edition of Dr. Reid’s study follows the pattern of its predecessors, 


` 


but with considerable revision which ingomporates recent market developments . 


and research findings. 


The book belongs definitely in the category which is loosely labeled “con- . 


sumer economics.” Consumer economics as such cannot indeed be limited to a 
specific field; rather it embraces the whole of economic activity and is dis- 
tinguished principally by its insistent point of view. Dr. Reid’s announced 
intention is “to examine the existing market system and the economy which it 
codrdinates from the standpoint of those who, money income in hand, seek 
goods and services to satisfy their many needs” (p. vii). From this examination 
she hopes that there will emerge a “basic point of view” which is “to view the 
functioning of our system as a body of consumers interested in the efficient use 
of limited services” (p; vi). 

Notwithstanding this breadth of purpose, Dr. Reid succeeds largely in 
avoiding the characteristic pitfall of limitless range over the entire field of 
economic and social policy which besets most writers in the field. She begins 
with a discussion of the wider aspects of consumer choice and ends with a con- 
sideration of competition and control in general terms. Into this frame a de- 
tailed picture of the consumer in the market is fitted. Attention is conned 
largely to “goods commonly sold in retail stores” (p. vi). 

“An efficient consumer-buyer” is defined as “one who gets the goods desired 
at minimum cost to himself, and at the same time does not increase the cost of. 
providing them” (p. 90). The consumer-buyer thus has responsibility as well 
as privilege in the market. The cost which must not be increased is the cost of 
distribution, which in the long run will be passed back to the consumer in the 
form of increased prices. To get the desired goods at minimum ‘cost, the con- 
sumer must define his needs with respect both to goods and accessory services; 
and he must study the market in order to learn where and how he may buy at 
minimum expenditure of money and effort. He must patronize the most effi- 
cient distributor who meets his need and, finally, he must neither demand un- 
necessary services nor abuse those, such as credit, delivery, and the privilege 
of returning. goods, which are provided. 

Knowledge and discipline on the part of the individual consumer-buyer can, 
however, be effective only within the scope of the existing market structure. 
Thus Dr. Reid is led to a detailed description of the functions, services, con- 
trols, and shortcomings of the existing retail market; and to consideration of 


various proposals for improving the services of the market. In this spirit, she, 


examines successively market organization, functions and cost; retailing: 
status, changes, and social policy, including chapters on consumers’ codpera- 
tives and the problems of chain versus independent stores; eredit and other 
services; selling; standardization and labeling; and, finally, price setting and 
control. 

The individual sections are complete and enii drawn outlines of the 
various subjects as they are related to the efficiency of the market in the service 
of the consumer. The author has assembled data from very many sources and 
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has enlivened descriptions of controversial issues with citations from recent as 
well as older literature. Frequently Dr. Reid prefers to cite opinions of others 
without specifically stating her own. It was therefore with relief that this 
reviewer came to the author’s frank indictment of the “defects” of advertising. 
“The seller uses it,” we are told (p. 359), “to create a desire for a product, to 
reduce consumers’ sales resistance, and to make them ready to accept the 

product when they see it in the market. To this end vulgarity, crudity, mis- 
` leading information, exploitation of all human weaknesses may be winked at, 

condoned or promoted.” — 

The vigor of Dr. Reid’s charge in this instance is the more striking in view 
of the objectivity and reticence which characterize her analysis throughout the 
book. Indeed, if there is a fault in this respect, it is that the author leans back- 
ward in her effort to do justice to the points of view of purveyors. Consumers, 
for example, who would “prefer fewer services” are advised to “direct any 
annoyance they may feel not against retailers, but at their neighbors” (p. 185). 
With respect to the means of combatting the returned goods evil, Dr. Reid’s 
emphasis is distinctly on “better buying practices,” which are to be induced by 
acquainting consumers with the costliness of excessive returns (p. 200). The 
responsibility of the “aggressive salesman” is pointed out, but the greater 
responsibility of the store owners and managers whose pressure for sales force 
salesmen to be “aggressive” is not mentioned. In similar vein, the stricture 
quoted above with respect to advertising is carefully qualified with the assur- 
ance that “some advertising does provide useful information and some adver- 
tisers are showing considerable interest in providing more” (p. 359). 

The book reveals thorough research and careful though not always elegant 
workmanship, The author very frequently uses the indefinite expression, “some 
people” (“some people feel,” “some people hold”) to introduce opinions, 
thereby leaving the reader in doubt as to the weight or authority of the opinion 
cited. Similarly, the author’s conscientious preference for the auxiliary verb 
“may” results in a note of uncertainty at many points. Changes, for instance, 
“may occur” in consumers’ buying habits and sellers’ selling methods, etc., and 
“there may be a change in production” if informative labels are used in retail 
selling (p. 456). 

The essential merit of the book is in no way obscured by its few faults. It is 
a valuable source of information and a unique guidepost in the midst of the 

.numerous and complex problems of the modern retail market. At present, 
scarcity, rationing, and restriction of credit have replaced the surpluses which ` 
lay behind many of the abuses described by Dr. Reid. For the moment our 
problems have changed. But the attitudes and market institutions which in the 
recent past transformed so much of our abundance into waste and “illth” have 
not died. When happier days return and college courses in marketing and 
salesmanship begin to swell once more, Dr, Reid’s book will contribute to the 
strength of the “corrective forces” which will be required to keep “the eco- 
nomic machine in proper balance.” 


C. W. EFRoYMSON 
Washington, DL, 


1943] ` BOOK REVIEWS _ 453 


Principles of Marketing. By FreD E. CLARK and’Carrie PATTON CLARK. 3rd 
ed. (New York: Macmillan. 1942. Pp. xxiv, 828. $4.50.) 
During periods of rapid change in afield as dynamic as that of marketing 
no textbook can claim to be up to date. Some of the material becomes old 
almost as soon as the printer’s ink dries on the paper. Nevertheless, a funda- 


mental revision of a text every decade serves to give the book the reorganiza- 


tion and reorientation that the march of time and of events requires. 
Twenty years have passed since the original edition of this book was pub- 
lished. and it is ten years since Professor Clark revised it. During this interim 
there has been a great increase in the number of persons engaged. in the study 
of marketing and in the amount of factual material available to them. Market- 
ing methods and technique have been improved and significant changes in 
certain marketing institutions have taken place. This third edition has 
focused attention upon these developments and changes and has underlined a 
treatment of their relative importance. Readers will note the omission of 
some outmoded material and the inclusion of considerable new material 
on such topics as contract chains, both voluntary and codperative, and super- 
markets. This edition contains over one hundred pages more of textual ma- 
terial than the second edition, many new graphs and diagrams to illustrate 
the text, and the pages bristle with new references and footnotes. f 
The underlying organization of the text, fortunately, remains the same, 


and the functional approach has likewise been retained. The first two chap- ` 


ters discuss the general nature of marketing and the marketing functions. 
Chapter 3 is a new chapter on selling and assembling, emphasizing the im- 
portance of these two functions of exchange. Chapters 4 to 7 discuss the prob- 
lems, methods, and machinery used in marketing farm products, including 
a chapter on codperative marketing associations. Chapter 8 treats of the 
marketing of raw materials from the buying rather than from the selling 
point of view. In five chapters the marketing of manufactured products is 
discussed. Two chapters are then devoted to retail distribution, including 
large-scale retailing, and a new chapter emphasizing the increasing im- 
portance of the “consumer movement” has been introduced. The remainder 
‘of the text is given over to discussion of the specific functions and problems 
relating to marketing—transportation and storage, finance, risk, informa- 
tion, standardization, and market prices. Two chapters instead of one are 
devoted to. legislation affecting marketing and state control of marketing 
activities. The final chapters are devoted to the cost of marketing and the 
elements of marketing efficiency. 

The effects of the war on marketing have been given only incidental atten- 
tion because “war-time controls are not likely to be exercised in a peace 
economy” (which is by no means certain). However, it is clear that an un- 


derstanding of the basic principles of marketing is essential to “an intelligent’ 


appraisal of these controls” and to provide a background for the solution 
of many marketing problems that will confront the nation when peace comes. 

Special mention should be made of the chapters on marketing manufactured 
products which give a fresh approach to marketing business goods and to selec- 
tive selling. The chapter on manufacturer-middleman relations has been im- 


454 THE AMERICAN ECONOMIC REVIEW ; [JUNE 


proved. The growing importance of the “consumer movement” has been recog- 
nized. The discussion of the relation of the state to marketing has been enlarged. 
On the whole, the revision marks a decided improvement of the textbook. 
There is an excellent bibliography and, in the appendix, there are useful 
pedagogical helps. 


Carleton College 


` J. S. ROBINSON 


Transportation; Communication; Public Utilities 


Regulation of Utility Valuation in Pennsylvania. By W. Roy BUCKWALTER. 
(Philadelphia: Author, Box 168, Temple University. 1942. Pp. 328, 
$3.50.) 

American economic literature contains relatively few published works of 
a comprehensive nature which deal with public utility regulation within such 
a limited geographical area as a state or which are confined to the intensive 
examination of particular regulatory problems within such areas. Dr. Buck- 
walter’s monograph is an addition to the brief list of such publications and 
his justification for a work of such restricted and detailed nature lies in his 
belief that specialized studies such as his may “shed light on the way to 
more satisfactory valuation.” 

The main portion of the study starts with the creation of the Pennsylvania 
Public Service Commission by the act of 1913 which empowered the com- 
mission to fix the fair value of utility properties in accordance with a list of 
elements of value strongly reminiscent of the language of Smyth v. Ames. 
The decisions of the commission, as rendered during the twenty-four year 
period until its replacement by the Public Utility Commission in 1937, are 
examined in order to determine the commission’s application of the elements 
of value, the weights assigned . thereto in the valuation process, and the rela- 
tionship "between the commission’s valuations and those claimed by the utility 
companies on the one hand and the consumer interests on the other. The extent 
to which the Pennsylvania courts accepted or rejected these valuations and 
the extent of agreement among the Pennsylvania commission and the com- 
missions of other states regarding valuation criteria and procedures are also 
significant parts of the author’s field of examination. 

Against a background of United States Supreme Court decisions and dicta, 
the commission’s application of the various elements of “fair value,” as a 
group, is first considered and then compared and contrasted with the findings 
of the Pennsylvania Superior and Supreme Courts. Then the individual ele- 
ments are examined seriatim, with a comparison of the commission’s applica- 
tion with the views of the two Pennsylvania courts and those of a number 
of state commissions. This process leads initially to the conclusion that to the 
Pennsylvania commission fair value was not a rigid concept but a matter of 
judgment involving the consideration of a variable number of factors, tangible 
and intangible, and not necessarily requiring an explanation of the determina- 
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tion of each or the weighting thereof, Whereas the Superior Court disapproved 
of the commission’s vagueness, it concurred in the opinion that fair value 
determination was a matter of judgment and indeed began to exercise its own 
powers of independent judgment after 1931, when an amendment to the 
Public: Service Company Law opened the way. Since very few valuation 
cases reached the Pennsylvania Supreme Court the views of this body tend 
to be relegated to the background throughout. 

During the period of rising prices and even until 1923 the commission’s 
decisions indicated a careful consideration of original cost as an important 
factor, except where the necessary data were unavailable or clearly unreliable. 
Thereafter original cost was deemed less significant than reproduction cost 
because of the increasing weight given to reproduction cost by court decisions 
and because of the belief that post-war prices were becoming relatively stable 
and, hence, a more reasonable basis for the determination of fair value. The 
reproduction cost thus relatively emphasized was seldom forsaken for a cost- 
of-reproducing-the-service basis, and was usually considerably closer to the 
complainants’ reproduction cost estimates than to those of the utility com- 
panies. Five- or ten-year price averages were the bases most favored for such 

estimates prior to 1927. Thereafter, until 1933, spot reproduction cost was 
more acceptable and in the decisions after 1933 the use of the split inventory 
method received increased favor. Accrued depreciation deductible from repro- 
duction cost new was usually fixed by the age-life method, or a combination 
of the inspection and age-life methods. The increased emphasis on reproduction 
cost from the early twenties on was in keeping with the views of the Superior 
Court which evidenced little approval of original cost, on the grounds that 
it failed to reflect rising prices and often compromised with waste, but 
which agreed with the commission that little or no weight should be given 
to the amount of outstanding securities. ` 

The commission considered going-concern value an element in fair value 

- but prior to 1924 did not fix a separate figure for it, merely indicating that 
the fair value fixed included allowance for it. Only after both Superior and 
Supreme Courts had indicated the necessity for a separate determination did 
the commission’s decisions include a separate item but the basis upon which 
it was fixed was seldom revealed. The commission was consistent in its 
allowances for construction overheads and its disallowance of security dis- 
counts and unproven brokerage costs, but its methods of valuing land varied 
and it was inconsistent in regard to the capitalization of leases. 

Believing that “the primary duty of a public service commission is the 
protection of the consumer,” the author concludes that, in view of certain 
obstacles confronting it, the Pennsylvania commission performed its task of 
valuation in creditable fashion. Additional observations upon other phases of 
the commission’s regulatory duties are also made. 

This book represents a prodigious amount of work, for the cases examined 
and frequently quoted are multitudinous. Consequently the author is to be 
commended for his industry. But the exposition might have been improved 
by the use of fewer, and yet typical, cases and by the relegation of many of 
the cases and quotations to footnotes, Indeed, for pages at a time, one is left 


` 
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with an impression of having covered a series of brief, disconnectéd, episodic 
paragraphs which revolve about and are connected with a central subject 
but not with each other. Furthermore, the reviewer questions whether any- 
thing significant was added to the work by including chapter 1, “Rate Regula- 
tion Prior to 1913,” or chapter 8, “Rate of Return,” inasmuch as neither 
of these is relevant to the process of valuation of property used and useful in 
the public service. 

On the other hand, the volume appears to lack a sitichentty critical treat- 
ment of the criteria of rate-base valuation as a background against which to 
judge the opinions and findings of the commission. Working capital as an 
element in the fixation of the rate base might have received fuller treatment. 
Reference is seldom made to divided decisions and one is left with an impres- 
sion of remarkable unanimity among the commissioners. No indication is given 
of changes in the commission personnel which might account, in part, for shifts 
in the trend of commission opinion. But these are minor criticisms when 
judged against the magnitude of Dr. Buckwalter’s accomplishment. His 
microscopic examination of utility valuation has provided students of public 
utilities with a valuable and useful addition to their literature. 

W. Ross JuNKIN 

Southwestern College 


Agriculture; Forestry; Fisheries 


The Economics of Soil Conservation. By ArtHur C. Bunce. (Ames: Iowa 
State College Press. 1942. Pp, xv, 227. $3.00.) 


Professor Bunce’s book is a solid and scholarly contribution to the eco- 
nomics of conservation of natural resources. The need for a work of this 
character is indicated in the failure throughout the forty years of the Ameri- 
can conservation movement to develop satisfactory economic guides or criteria. 
This means neither that nothing had been done, nor that Professor Bunce 
has said the last word. In the first place, although a considerable body of 
literature on the economics of conservation existed, it consisted almost ex- 
clusively of journal articles examining particular aspects of the subject. On 
the other hand, the essential value of the present book rests in the fact that 
it evaluates past work, and then develops, on a very satisfactory positive 
plane, the whole field as it relates to agricultural land. 

This. twelve-chapter book is divided into three major parts. The first, 
comprising three chapters, develops the theoretical tools used in the field. 
The second section, including chapters 4 to 7, deals with the economics of 
conservation on the individual farm unit. The third major portion, containing 
the remaining five chapters, analyzes conservation on the level of public policy. 

The development of theoretical ideas centers around means of describing 
production functions. In agricultural economics the notions of capacity and 
efficiency have been used for describing two features of these functions. 
Capacity refers to the ability of a unit of a fixed factor to absorb inputs of 
variable factors, while efficiency refers to the height of the gross or net produc- 
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tivity rectangle. Mr. Bunce criticizes the utility of these terms (not severely 
enough), but instead of reading them out of the economist’s jargon he rede- 
fines them with extreme rigor, The result is simply the creation of two more 
empty economic boxes. It is needless to remark that Mr. Bunce makes prac- 
tically no analytical use of the terms capacity and efficiency. Rather he 
invents the concept elasticity of production which expresses the elasticity of 
the cost or supply function. This he employs in very significant analysis. 

In the portion of the book dealing with conservation as a problem facing 
the individual farm operator, Professor Bunce shows very comprehensively 
the importance of forces external to the farm unit. He first sets up an 
analysis to show the effects of the exploitation of virgin fertility. Particular 
emphasis is placed on a consideration of those forces which might operate to 
encourage reducing fertility below levels which are economic. In dealing - 
with the effects of price changes on the system of farming which maximizes 
returns to the individual operator Mr. Bunce demonstrates that: “. . . where. 
resources are relatively scarce and used at a high intensity, an increase in 
prices will largely result in an increase in conservation and reclamation; 
while in areas of abundant resources utilized at a low intensity, an increase 
in prices will encourage more rapid exploitation” (p. 64). Under conditions ' 
where the government has both conservation and price support programs, the 
author stresses the need for examining the interrelationship between these “in 
order to avoid spending funds to achieve conservation while at the same time 
spending funds to increase the prices of erosive crops relative to those of 
alternative conserving crops” (p. 59). 

On the rôle of time in conservation the first situation dealt with is that 
of fertility maintenance. This is handled with ease. However, when the 
assumption that exploitation has led to a permanent reduction in the produc- 
tivity of the land is introduced, the problem bristles with difficulties. Based 
on an abstract piece of analysis and employing considerable learned apparatus, 

- Professor Bunce concludes that “. . . it becomes economic to conserve soil 
when the capital loss in land value due to the permanent reduction in the 
productivity of the land equals the gain in annual income resulting from 
exploitation” (p. 83). This analysis introduces definitely new concepts. The 
only shortcoming is in the failure to consider some situations of sufficient 
importance to warrant attention. 

In the final portion of the book, that dealing with public policy, Professor 
Bunce first rejects the concept of a social time preference different from that 
for the individual, This he does on the grounds that social time preference 
obscures rather than reveals the real causes of the exploitation of farm land. 
The real causes, he argues, “. . . may be insecurity of tenure, lack of capital, 
custom, or a population density that is too great to maintain the level of 
living without disinvestment” (pp. 98-99). Utter rejection of the social time 
preference concept seems too severe, particularly in consideration of what is 
used to replace it. This statement, however, does not represent a denial of the 
importance of institutional factors in soil exploitation. . 


‘Italics mine. 
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The author proceeds next to analysis of the conditions under which social 
action to achieve conservation is desirable. They are: “(1) When it would 
be economic for the individual entrepreneur to conserve but he does not; 
(2) When conservation is not economic for the individual but is for society; 
and (3) When intangible ends desired by the majority of individuals in a 
democracy can be attained only by collective action” (p. 105). The analysis 
of these conditions and their relationships is really the burden of this book. 

This raises questions respecting the means of social control over land use. 
The first process discussed is that of education. The next is control by 
influencing supply, or by public subsidies. Finally, limitation of property 
rights as a means of securing conservation is considered. Professor Bunce 
. emphasizes the fact that definitive answers to these problems of social 
control must await the development of more satisfactory techniques for 
social accounting than are now available. It is to this question that the 
author next directs attention. Public support for conservation is shown to be 
warranted in the following situations: (1) where the social costs of exploita- 
tion or benefits of conservation do not impinge on the individual operator; 
(2) where capital lossés are not borne by the individual operator; and (3) 
where there are differences in prices faced by the individual and by the 

state (including conservation costs and interest rates). 
~ Ta his final chapter, on the formulation of public policy, Mr. Bunce deals 
with the significance of the fact that conservation is a many-sided concept. 

It has a purely physical aspect, an economic aspect, and what is of essential 
importance, a moral aspect. Perhaps the greatest difficulty facing the econo- 
mist in this matter is recognizing moral judgments as ends on which he has 
neither the professional responsibility nor competence to pass. This difficulty 
can be illustrated by reference to the determination of conservation or ex- 
_ploitation policy under war conditions. Physical and narrowly interpreted 
economic criteria must be given no consideration. 

Professor Bunce describes the economist’s responsibility for research on 
conservation as being limited to: (1) analysis of basic relationships of im- 
portance to conservation policy, which involves both theoretical and empirical 
studies; (2) analysis of farm management problems associated with conserva- 
tion planning in local areas; (3) analysis and measurement of social costs 
and benefits and the development of techniques of social accounting; (4) 
analysis of all programs affecting land use and studies of the effects of price 
changes on conservation; (5) designing experiments in social action and the 
evaluation of results in terms of specific means used; (6) analysis of re- 
sistance to the adoption of conservation by individuals (pp. 201-02). 

As a final word the reviewer can do no better than to state that Professor 
Bunce has done an excellent and badly needed job in a field beset with 
difficulties. 

Davin L. MACFARLANE 

Foods Administration 

Ottawa . 
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Labor and Industrial Relations 


Democracy Against Unemployment, An Analysis of the. Major Problem of 
‘Post-War Planning. By WaLria{ H. Streap. (New York: Harper. 1942. 
Pp. ix, 280. $3.00.) ` 


In this book Dean Stead has attempted to provide the general reader with 
a short course in the economics of unemployment, covering its causes, what 
has been done thus far to combat the problem, and what should be done about 
it. Written mainly from the standpoint of public policy rather than economic 
theory, the book is considered by its author as an expression of a point of 
view, an economic credo, so to speak, rather than a detached academic analysis. 
Such information as is presented comes entirely from secondary sources. Its 
purpose will have been achieved, however, if this “reshuffling” of facts and 
viewpoints helps the reader to a better insight and to make up his mind on 
what can, and should be, done about the principal foe of democracy, namely, 
unemployment. 

In general the point of view is that of a New Dealer who believes in the in- 
~ evitability and beneficence of more and more government control -of industry; 
in evolutionary rather than revolutionary changes in the economic system; and 
in the need for government protection and assistance to the low income groups. 


So far as unemployment is concerned, the book might well represent a sort of . ` 


New Deal platform for the post-war period. 

As Dean Stead sees the picture, maldistribution of income is the chief cause 
of “depressional” unemployment, since it brings about a lack of equilibrium 
between productive capacity and consumption. This is the belief around which 
the analysis of our past difficulties and the proposed course of action for the 
future are centered. Since he has little hope that private industry, even though 
it is beginning to awake to the situation, will provide anything approaching 
stable employment, it is logical to find that the program calls largely for more 
government activity along the following lines: better and more comprehensive 
economic planning; improved organization of the labor market, mainly by 
strengthening the United States Employment Service; liberalization of social 
security benefits, especially unemployment insurance; provision for a sub- 
stantial public works and relief program to take care of the “relief” unem- 
ployed who are likely to be always with us; revision of the tax program to 
throw a larger load on the middle and higher income groups; extension of 
wage and hour laws; and relaxation of restrictions on international trade. 

There are some measures which he thinks workers and industry can take 
on their own account to improve the situation; e.g., industry promotion of 
guaranteed annual and incentive wage plans, continuance with efforts to 
stabilize employment, development of new products which will increase the 
standard of living; for consumers there are codperatives and possibilities of 
reducing costs through more intelligent buying. In other words, the remedies 
for unemployment are many but we must rely principally on government 
action, 

From the standpoint of the general reader this book has one outstanding 
merit: it helps him to see the problem of unemployment and the possible 
courses of action as a whole rather than piecemeal. Furthermore, there is a 
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considerable amount of factual material in condensed form which he can 
analyze and digest for himself. (The graphics and tables in Part I are hard 
to read: because of the small lettering.) Those who are predisposed to accept 
the general point of view will find ammunition for their argument. On the 
other hand, those who are opposed to the New Deal will find enough weak- 
nesses to permit them to take a very critical attitude toward the program. > 

The chief difficulty with such a book from the standpoint of the layman 
who is looking for guidance in his own thinking is lack of thoroughness in the 
discussion. He cannot even be sure that he knows how and why the author 
reaches his own conclusions. For example, the analysis of the relationship 
between unemployment and maldistribution of purchasing power in Chapter 
VI is likely to leave a number of important questions unanswered in his mind 
concerning the validity of this the central argument. He would want to know: 
What is meant by “productivity” and how it is measured? Why is it that, if 
the relationship between productivity and employment was satisfactory in the 
1920’s, there was such a sharp reversal in the 1930’s? Surely the distribution 
of the national income did not change quickly enough to cause the serious 
unemployment situation which followed. What happened to prices during 
periods (1923-24 to 1936-37) of increasing “productivity” and declining em- 
ployment? Absence of any discussion of these and other points is likely to 
' leave the general reader uncertain of the basic facts on which much of the 
public policy program rests. 

There are inevitably many points in the discussion at which the reader is 
confronted with assertions and impressions for which no supporting facts are 
given. On some points such as the following it would be interesting to see 
what the facts show: 

1. “Experience with seasonal variations in registrations of the unemployed 
in the offices of the United States Employment Service leads the writer to 
believe that Woytinsky’s estimates are not too large” (p. 31). In view of the 
limited coverage and the influence of purely administrative factors connected 
with unemployment insurance, this reviewer has thought the volume of regis- 
trations a very poor measure of seasonal variations in unemployment. 

2. In discussing the modern labor market, this statement appears: ‘“The 
‘modern employer cannot easily locate workers known to be qualified for an 
immense variety of jobs so numerous that he must often card-catalogue them 
to remember their names, to say nothing of their requirements” (p. 51). This 
seems like an odd assertion to make in view of the big surplus of labor which 
has characterized the market during the 1930’s. Surely the placement record 
of the United States Employment Service does not show that employers were _ 
desperately in need of assistance. Even now it is placing only a fraction of the 
number of workers hired in war industries. 

3. On page 144 there appears this statement in support of the conclusion 
that the Employment Service should be permanently federalized: “The fed- 
eralizing of the Employment Service for the duration of the war emergency 
demonstrates the greater administrative effectiveness of this method of opera- 

` tion.” There certainly are some people who would like to see further support 
-for this statement in view of what has happened since January, 1942. 
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On the whole the student of unemployment and its problems will find little 
new in this book. His interest, however, will be aroused by the point of view 
and opinions expressed by a man who has studied the problem for many years 
especially in connection with the work of the Employment Service. Now that 
he has made his contribution to the enlightenment of the general reader, it is 
to be hoped that Dean Stead will find time to do a more intensive and thorough 
analysis of the past performance and future réle of a public employment serv- 
ice in promoting a more intelligent and less wasteful use of our labor supply. 

LEONARD P. ADAMS 
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York: Peace Res, Project, Grad. Faculty of Pol and Soc. Sci. 1942. Pp. 22.) 


Hermperim, M. A. Economic policy and democracy. Public policy pamph. no. 37. (Chicago: 
Univ. Chicago Press. 1943. Pp. iv, 41. 25c.) 


Kremer, C. The Anglo-American trade agreement; a study of British and American com- 
mercial policies, 1934-1939. (Princeton: Princeton Univ. Press. 1943. Pp. xv, 270. $3.50.) 


Lerrs, C. K., Furness, J. W. and Lewis, C. World minerals and world peace, (Washing- 
ton: Brookings Inst. 1943. Pp. xii, 253. $2.50.) 


Rörxe, W. International economic disintegration. (New York: Macmillan. 1942. Pp. 295. 
$5.) 


Tavytor, H. C. and TAyvrorR, A. D. Handbook of world trade in agricultural products. (New 
York: Macmillan. 1943. $2.50.) 


Tomasevice, J. International agreements on conservation of marine resources, with special 
reference to the North Pacific. Commodity pol. stud. no. 1. (Stanford University: Food 
Res, Inst. 1943. Pp. xi, 297, $3.) 


American export trade register; resident and foreign buyers index. (New York: Export 
Register Pub. Co. 1942. Pp. 160. $10.) 


Digest of international law: vol. 4, chaps. 12-15. State Dept. (Washington: Supt. Docs. 
1942. Pp. 949. $2.50.) 
Contains the following chapters: Extradition, International communications, Inter- 
course of States, Consuls. 


International economic development, public works, and other problems, Nat. Resources 
Planning Board, tech. pap. no. 7. (Washington: Supt. Docs. 1942. Pp. 111. 30c.) 


Peace and war; United States foreign policy, 1931-1941. Dept. of State pub. 1853. (Wash- 
ington: Supt. Docs, 1942. Pp. 151. 25c.) 


Reciprocal trade agreement between the United States of America and the Republic of 
Cuba, signed at Washington Aug. 24, 1934, as amended by supplementary agreements, 
signed at Washington Dec. 19, 1939, and at Habana Dec. 23, 1941; and protocol and 
exchanges. of notes. State Dept. (Washington: Supt. Docs. 1942. Pp. 56. 10c.) 


Trade regulations and commercial policy of the United Kingdom. By the Research Staff 
of the Nat. Inst: of Econ. and Soc. Res. Econ. and soc. stud. DI. (Cambridge: Univ. 
Press. New York: Macmillan. 1943. Pp. x, 269.) 

World economic survey: tenth year, 1941-42, League of Nations pub. (New York: Colum- 
bia Univ. Press. 1942. Pp. 198. $2.50.) 


i Business Finance; Insurance; Investments; Securities Markets 
Base, H. W. and Martın, C. An outline of business law. (New York: Barnes and Noble. 
1943. Pp. 385. $1.25.) 
Hormes, M. C. Stock market strategy; some random thoughts. (Morgantown, W.Va.: 
Author, P.O, Box 410. 1943. Pp. 58. $2.50.) 
Kesey, R. W. and Daniets, A. C. Handbook of life insurance. (New York: Putnam. 
1943. Pp. 64. $1.) 
STEPHENSON, G. T. How compensation for trust service is determined, Stud. in trust bus., 
2nd ser., no, 7. (New York: Am. Bankers Assoc. 1942. Pp. 21. 25c.) 
Weston, J. F. The “economics of competitive bidding in the sale of securities. Journal of 
- Business, stud. in bus. admin., vol. XII, no. 1. (Chicago: Univ. of Chicago Press, 1943. 
Pp. ix, 51. $1.) 
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Conciliation commissioners: hearings, 77th Cong., 2nd- sess, on H. R. 7356, to amend 

` sec. 75 (a) of the act entitled “An act to establish a uniform system of bankruptcy 
throughout the United States,” approved July 1, 1898, as amended, Oct. 9, 1942. Judi- 
ciary Committee, House. (Washington: Supt. Docs. 1942, Pp. 26. 5c.) 


Corporation manual. 1943 ed. (New York: U. S. Corp. Co, 1943. Pp. 3075. $20.) 

Eighty-tkird annual report of the superintendent of insurance. For year ended December 
31, 1941. Vol. L Stock and mutual life insurance companies. Legislative doc., no, 84. 
(Albany: State of New York Insurance Dept. 1942. Pp. 800.) 

Renegotiation of war contracts, as amended by Congressional act, October 21, 1942. (Chi- 
cago: Codrdinators Corp. 1942.) 


Public Control of Business; Public Administration; 
National Defense and War 


ANDERSON, D. and Davmson, P. E. Ballots and the democratic. class struggle. (Stanford 
University: Stanford Univ. Press, 1943. Pp. 390. $4.) 


Barker, E, Reflections on government. (New York: Oxford. 1942. Pp. 440. $6.) 


Brucer, W. H. and others. The challenge to local government. Round table broadcast,. 
no, 245, (Chicago: Univ. of Chicago, 1942. Pp. 26. 10c.) 


CHALKLEY, L. Technology and the economics of total war. (Washington: Am. Council on 
Publie Affairs. 1943. Pp. 24. 25c.) 


GILLETTE, J. M. Social economics of North Dakota. (Minneapolis: Burgess Pub. Co. 1942. 
Pp, 251, $2.50.) 


Harris, S. E. The economies of America at war. (New York: Norton. 1943. Pp. 418. $3.75.) 
A new version of the authors The Economics of American Defense. 


Harvey, R. F. and others. The politics of this war. (New York: Harper. 1943. Pp, 333. $2) 

The politics of strategy, business, labor, lend-lease, war financing, price-fixing, and 

peace are some of the topics discussed by such well-known newspapermen and writers 
as Russell Barnes, Harold M. Fleming, C. Hartley Grattan, and John MacCormac. 


Huesca, J. Price control in the war economy. Foreword by Leon Henperson. (New 
York: Harper. Pp. 328. $3.) 


MENDERSHAUSEN, H. The economics of war. Rev. ed. (New York: Prentice-Hall. 1943. 
Pp. xiv, 390. $3.35; school ed., $2.50.) 


Norte, O. F. Management methods in city government; a survey of the best adminis- 
trative practices in council-manager cities. (Chicago: Internat. acd Managers’ Assoc. 
1942. Pp. 60. $1.50.) 


Stern, E., Macr, J. D. and Ronan, W. J. Our war economy; government, production, 
finance. (New York: Farrar and Rinehart. 1943. Pp. vii, 182. $1.) 


Industrial Commission of Wisconsin: biennial report, 1940-42. (Madison: Indus. Com- 
mission, State Office Bldg. 1943. Pp. 54.) 


Investigation of the national defense program, additional report of the Special Committee 
Investigating the National Defense Program, pursuant to S. Res. 71 (77th Congress), | 
authorising and directing an investigation of the national defense program, interim 
report on gasoline rationing end the fuel oil situation. 77th Cong., 2nd sess., S. rep. 480, 
pt. 13. (Washington: Supt. Docs. 1942. Pp. 16. 5c.) 


Monopoly in the United States; facts revealed by the TNEC investigation. (New York: 
Internat. Pubs. 1942. Pp. 48. 10c.) e 


National defense program: hearings, 77th Cong., 2nd sess, on H. Res, 294, authorising 
an investigation of the national defense program in its relation to small business, revised. 
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Vol. 1. Jan., Feb., Mar., May, July, and Sept., 1942. Select Committee to Conduct Study 
and Investigation of National Defense Program in its Relation to Small Business in 
United States, House. (Washington: Supt. Docs. 1942. Pp. 893. $1.) 


Patents: hearings, 77th Cong., 2nd sess., on S. 2303, to provide for the use of patents in 
the interest of national defense or the prosecution of the war, and for other purposes; 
S. 2491, to amend the patent laws, to prevent suppression of inventions, to promote the 
progress of science and the useful arts, and for other purposes. Pt. 8, Aug., 1942. Patents 
Committee, Senate. (Washington: Supt. Docs, 1942, Pp. 581. 65c.) 


Report of Rubber Survey Committee, Sept. 10, 1942, Emergency Management Office. 
(Washington: Supt. Docs. 1942. Pp.-75. 10c.) 


Royalties: hearings, 77th Cong., 2nd sess., on H. R. 7620, to provide for adjusting royal- 
Hes for the use of inventions for the benefit of the United States, and for other purposes, 
Oct. 13-15, 1942. Patents Committee, House. (Washington: Supt. Docs. 1942. Pp. 103. 
15c.) 


Rubber tires: hearings, 77th Cong., 2nd sess, on S. 2560, to provide for the effective 
utilisation of existing stocks of rubber tires, to aid in making rubber tires available for 
essential uses, and for other purposes. Pt. 2. July and Nov., 1942, Banking and Currency 
Committee, Senate. (Washington: Supt. Docs. 1942, Pp. 79. 10c.) 


Strategic and critical raw materials. Rev. ed. (West Point, N.Y.: U. S. Military Acad., 
Dept. of Econ., Gov. and Hist. 1942. Pp. 57.) 


United States government manual. (Washington: Supt. Docs. 1942, $1.) 


War Production Board defense housing, Willow Run Project. Special Committee Investi- 
gating the National Defense Program, Senate. (Washington: Supt. Docs, 1942. Pp. 456. 
60c.) $ 


Industrial Organization; Price and Production Policies; Business Methods 


Brapy, R. A. Business as a system of power. (New York: Columbia Univ. Press. 1943. 
Pp. xviii, 340. $3.) 


Cotuisson, N. H. Industrial production survey manual, for use in connection with indus- 
trial facilities survey, War Production Board, 1942, (New York: Berinati Press. 1942. 
Pp. 51, $6.50.) 

Cuxirron, J. W. Make or buy: a consideration of the problems fundamental to a decision 
whether to manufacture or buy materials, accessory equipment, fabricating parts, and 
suppkes. (Boston: Graduate School of Bus. Adminis., Harvard. 1942, Pp. iv, 130. $1.50.) 


Hexner, E. The international steel cartel. (Chapel Hill: Univ. of North Carolina Press. 
1943. Pp. xxii, 339. $6.) : 


Business in a democracy. (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 28.) 


Jobs, freedom, opportunity in the postwar years. (New York: Nat. Assoc. of Manu- 
facturers. 1943. Pp. 47.) 


Profession of management, The. (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 35.) 


Small business: hearings, 77th Cong., 2nd sess., pursuant to S. Res. 298 (76th Cong.), 
resolution to appoint a special commitice to study and survey problems of American 
small business enterprises. Pts. 4 to 9. Special Committee to Study and Survey Problems 
of Small Business Enterprises, Senate. (Washington: Supt. Docs. 1942. 10c; 5c; 10c; 5c; 
15c; 20c.) 


Small business problems, record keeping for small stores, manual for small retailers ble- 
scribing what reoords are needed and how these may be kept with a minimum of ime 
and effort, Aug..1942. 77th Cong., 2nd sess., Senate Committee print no. 11. (Washing- 
ton: Supt. Docs, 1942. Pp. 93. 30c.) 
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Marketing; Domestic Trade 


Enwarns, C. M., JR, and Howarp, W. H. Retail advertising and sales promotion. Rev. ed. 
Prentice-Hall retailing ser. (New York: Prentice-Hall. 1943. Pp. 750. $6; text ed., $4.50.) 


McNar, M. P., and others. Problems in merchandise distribution. Harvard problem 
books, (New York: McGraw-Hill. 1942. Pp. 744. $5.) 


Sixteenth census of United States, 1940, census of business. Vol. 1. Retail trade, 1939. Pt. 
2. Commodity sales and analysis by sales size. Census Bureau. (Washington: Supt. Docs. 
1942. Pp. 923. $2.75.) 


Sixteenth census of United States, 1940, census of business. Vol. 5. Distribution of manu- 
facturers’ sales, 1939. Census Bureau. (Washington: Supt. Docs. 1942, Pp. 206. $1.25.) 


Small business problems: small retailers face the war, Sept. 1942. 77th Cong., 2nd ses., 
Senate Committee print no. 13. (Washington: Supt. Docs. 1942. Pp. 88. 15c.) 


Mining; Manufacturing; Construction 
Bateman, A. M. Economic mineral deposits. (New York: Wiley. 1942. Pp. 909. $6.50.) 


Karicwevsky, V. A. The amazing petroleum industry. (New York: Reinhold. 1943. Pp. 
234, $2.25.) 


Morpocs, A. Boom copper; the story of the first U. S. mining boom. (New York: Mac- 
millan. 1943. Pp. 255, $3.) 


Rovuss, G. A., editor. Mineral industry. Vol 50, covering 1941. (New York: McGraw- 
Hill. 1942. Pp. 735. $12.) 


Stuonps, W. A. Henry Ford, his life—kis work—his genius. (Indianapolis: Bobbs-Merrill. 
1943. Pp. 365. $3.50.) 


Building construction, 1941. Labor stat. bur., bull. 713. (Washington: Supt. Docs. 1942. 
Pp. 130. 20c.) 


Earnings in the manufacture of industrial machinery, 1942. Labor stat. bur., bull. 720. 
(Washington: Supt. Docs. 1942. Pp. 46. 10c.) 


Transportation; Communication; Public Utilities 


BUCKWALTER, W. R. The valuation procedure for rate making of the public service com- 
mission of Pennsylvania. (Philadelphia: Univ. of Pennsylvania Library. 1942. Pp. 328.) 


FARRINGTON, S. K., Jz. Railroading from the head end. (Garden City, N.Y.: Doubleday. 
Pp. 313. $3.50.) 


KrourT, J. A., editor. Transportation in wartime and the United Nations. Proceedings, 
vol. 20, no. 2. (New York: Am. Acad. of Pol. Sci, Columbia Univ. 1942. Pp. 115. 
$2.50.) 


Tuomson, T. R., compiler. Check list of publications on American railroads before 1841. 
(New York: N. Y. Public Lib. 1942. Pp. 250. $2.) 


Warrer, G. J. Road and rail; an enquiry into the economics of competition and state 
control. (New York: Norton. 1943. Pp. 236. $4.50.) 
A study of English railroads and road haulage. ` 


American aviation directory: aviation officials and companies, United States, Canada and 
Latin America. Vol. 3, no. 2, fall-winter 1942. (Washington: Am. Aviation Assoc. 1942. 
Pp. 366. $5.) 

Communications act of 1934: hearings, 77th Cong., 2nd sess., on a comparative print show- 


ing proposed changes in the Communications act of 1934, as amended and H. R. 5497, 
. to amend the Communications act of 1934, and for other purposes. Pt. 1. Apr. 14 to 
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June 3, 1942. Pt. 2. June 4 to 12, 1942, Pt. 3. June 17 to July 1, 1942. Interstate and 
Foreign Commerce Committee, House. (Washington: Supt. Docs. 1942. Pp. 495; 243; 
317. 65c; 30c; 40c.) 


A farm electrification programme. Report of Manitoba Electrification Enquiry Commis- 
sion, (Winnipeg: James L. Crowe. 1943. Pp. xii, 211.) 


Interstate Commerce Commission: fifty-sixth annual report, Nov, 1, 1942, (Washington: 
Supt. Docs, 1942. Pp. iii, 203. 75c.) 


The mar year book, 1942-1943; River Plate shipping manual, dealing fully with shipping 
regulations and all maritime matters including charges and tariffs at al Argentine and 
Uruguayan ports. (New York: B. H. Porson, 24 State St. 1942. Pp. 392. $3.50.) 


Railroads: hearings, 77th Cong., 2nd sess., pursuant to S. Res. 71 (74th Cong.), authoris- 
ing investigation of interstate railroads and affiliates with respect to financing, reorgani- 
zations, mergers, and certain other matters. Pt. 29. Pennsylvania Railroad Co., activities 
in connection with the Transportation act of 1920. Interstate Commerce Committee, 
Senate. (Washington: Supt. Docs, 1942. Pp. 309. 40c.) 


Shippers guide to military posts and camps in the United States, 1942. (Salt Lake City: 
Freightways, Inc., Box 1798. 1942. Pp. 40.) 


Study of teed transportation. 2 vols. (Washington: Assoc: of Am. Railroads. 1942. Pp. 
723 55.) 


Transportation and national policy. National Resources Planning Board. (Washington: 
Supt. Docs, 1942. Pp. 513. $1.25.) 


Who's who in transportation and communication, 1942-1943. Vol. 1. (Boston: Larkin, 
Roosevelt and Larkin. 1942. Pp. 800. $14.) 


Agriculture; Forestry; Fisheries 


ADAMS, R. L. Farm problems in meeting food needs. Food in wartime. (Berkeley and Los 
Angeles: Univ. of California Press. 1942. Pp. 32. 25c.) 


ALEXANDER, D. C. The Arkansas plantation, 1920-1942. Patterson prize essays, Yale Univ., 
vol, 2. (New Haven, Conn.: Yale, 1943. Pp. 118. $1.) 


ANDERSON, C. A. Food rationing and morale, Wartime farm and food pol. pamph. no. 4. 
(Ames: Towa State Coll. Press. 1943. Pp. 40. 20c.) 


Barcer, H. and Lanpssrro, H. H. American agriculture, 1899-1939; a study of ie. 
employment and productivity. (New York: Nat. Bur. of Econ. Res. 1942. Pp. 457. $3.) 


BENNETT, M. K. Wheat in the third war year: major developments, 1941-42. Wheat stud. 
of the Food Research Inst., vol. XIX, no. 3. (Palo Alto: Stanford Univ. 1942. Pp. 120. 
$1.) 


Brack, J. D., editor. Nutrition and food supply: the war and after. Annals, vol. 225. 
(Philadelphia: Acad. of Pol. and Soc. Sci. 1943. Pp. vii, 279. $2, pap.; $2.50, cloth.) 


Downtne, J. C., Counc, J. C. and Gricssy, S. E. Balancing labor and land resources 
for wartime production. (Washington: U. S. Dept. of Agric., Bur. of Agric. Econ. 1943. 
Pp. 35.) 


FARNSWORTH, H. C, and TIMosHENEKO, V. P. Worid wheat survey and outlook, January 
1943. Wheat stud. of the Food Research Inst., vol. XIX, no. 4. (Palo Alto: Stanford 
Univ. 1943. Pp. 29. $1.) 


RIESENFELD, S. A. Protection of coastal fisheries under international law. Carnegie Endow- 
ment for Internat. Peace, monog. ser., no. 5. (New York: Columbia Univ. Press. 1942, 
Pp. 308. $2.) 


Scuuttz, T. W. Redirecting farm policy. (New York: Macmillan. 1943. Pp. vii, 75. $1.) 
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Voornies, E. C. Planning for total food needs. Food in wartime. (Berkeley and Los An- 
geles: Univ. of Calif. Press. 1942. Pp. 34, 25c.) 


Agricultural statistics, 1942, (Washington: Supt. Docs. 1942. Pp. 840. 75c.) 


Anti-inflation act, furm feature: hearings, 77th Cong., 2nd sess., on investigation of the 
administration of the farm feature of the Anti-inflation act, Oct. and Nov., 1942. Agri- 
culture and Forestry Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 148. 15c.) 


Farm real estate situation, 1939-40, 1940-41,-and 1941-42. Dept. of Agric. cig. 662. 
. (Washington: Supt. Docs, 1942. Pp. 45. 10c.) 


Memoria correspondiente al ano, 1941. Junta Reguladora de Vinos. (Buenos Aires: 
Ministerio de Agricultura de la Nacion, Av. Pte, Roque S. Pena 832. 1942. Pp. 140.) 


_ Economic Geography; Regional Planning; Urban Land; Housing 


Foy, B. L., compiler. An indexed bibliography of the Tennessee Valley Authority. Suppl. 
January-June 1942, (Knoxville, Tenn.: Tenn. Valley Authority, 1942. Mimeographed.) 


RANSMEIER, J. S. The Tennessee Valley Authority; a case study in the economics of mul- 
tiple purpose stream planning. (Nashville: Vanderbilt Univ. Press. 1942. Pp. 506. $3.) 


VAN VALEENBURG, S., editor. America at war; a geographical analysis. Foreword by W. W. 
Atwooo. (New York: Prentice-Hall. 1942. Pp. xiv, 296. $2.50.) 


Wers, R. G. and Perxuns, J. S., compilers. New England community statistical abstracts; 
statistical, economic and social data for 175 New England cities and towns. 3rd ed. 
(Boston: Bur. of Bus. Res., Boston Univ. Coll. of Bus. Admin, 1942. $6.50.) 


Wars, C. L. and Foscuz, E. J. Regional geography of Anglo-America. Prentice-Hall 
geography ser. (New York: Prentice-Hall. 1943. Pp. 920. $4.75.) 


Tennessee Valley Authority: hearings, 77th Cong., 2nd sess., on S. 2361, to amend the 
Tennessee Valley Authority act of 1933, as amended, with respect to the manner of the 
exercise of the power of condemnation by the Tennessee Valley Authority and to require 
the receipts of the Authority to be covered into the Treasury, Mar. 16-19,.1942. Agri- 
culture and Forestry Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 309. 30c.) 


Labor and Industrial Relations 


ALBU, A. Management in transition. Fabian Society res. ser. no. 68. (London: Victor 
Gollancz. 1942. Pp. 24. 6d.) 

ANDERSON, K., compiler. Executive Order No. 9240, regulations relating to overtime wage 
compensation; a compilation of orders, amendments, interpretations, digests of eae 
official releases. C.LS. pub. no. 42. (Detroit ::Current Information Service. 1943. Pp: 
$1.) 





. Wage and salary stabilisation under the jurisdiction of the National War Labor 
Board; Executive Order No. 9250, regulations, general orders, interpretations, procedures, 
forms, questions and answers. CIS. pub. no. 43. (Detroit: Current Information Service. 
1943. Pp. 71. $2.) ' 

Batt, J. H., and others. Should there be stricter federal regulation of labor unions? Ameri- 
ca’s Town Meeting of the Air bull., vol. 8, no. 39. (Columbus: Am. Educ. Press. 1943. 
Pp. 22. 10c.) 


Bm, E. H. Manpower, a summary of the British experience. Pub. admin. serv. pub. no. 
84. (Chicago: Pub. Admin, Serv. 1942. Pp. 28. 75c)  ' 

Bunpy,_R. D. Colective bargaining. 2nd rev. ed. (Deep River, Conn. ; Nat. Foremen’s 
Inst. 1942. Pp. 59. $1.25.) 


CHERNE, L., and others. Behind the labor crisis. (Chicago: Univ. of Chicago Press. 1943. 
Pp. 26. 10c.) 
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Crarx, M. H., and others. Development and operation of joint management-labor com- 
mittees. (New York: Am. Management Assoc. 1942. Pp. 28.: -50c.) 


Pas J. A. How management can integrate Negroes in war industries. (New York: 
_N. Y. State War Council, Committee on Discrimination in- Employment. 1942. Pp. 51.) 


` Dupins, P. L., and others. Solving the manpower problem; upgrading, women workers, 
optimum hours. Production ser., no. 138. (New York: Am. Management Assoc, 1942. 
Pp. 28. 50c.) 


Harr, F. S. Forty years, 1902-1942; the work of tke New York Child Labor Committee. 
(New York: New York Child Labor Committee. 1942. Pp. 103.) . 


“Kerr, C. Migration to the Seattle labor market area, 1940-1942. Univ. of Wash. pubs. in 
soc. sci., vol. 11, no. 3. (Seattle: Univ. of Washington Press, 1942. Pp. 64.) 


_ Lommannt, J. Labor's voice in the Cabinet. Stud. in hist., econ. and pub. law no. 496. (New 
‘York: Columbia Univ. Press. 1942. Pp. 370. $4.) 
A history of the Department of Labor from its origin to 1921. 


MERRICK, M. A. A case in practical democracy: settlement of the anthracite coal strike of 
1902. (Notre Dame, Ind.: Univ. of Notre Dame Lib. 1942. Pp. 86. $1.) 


Myers, J. Do you know labor? (New York: John Day. 1943. Pp. 256. $2.) 


Parrerson, S. H. Social aspects. of industry; a survey of labor problems. 3rd ed. (New - 
_ York: McGraw-Hill, 1943. Pp. xviii, 536. $3.) 


Posey, R. B. The significance to private industry of personnel administration in the city 
of Cincinnati. (Philadelphia: Univ. of Pennsylvania. 1942. Pp, ix, 240.) 


Scavurtz, R. S. Wartime supervision of workers. (New York: Harper. 1943. Pp. 216. $2.25.) 


Steap, W. H. and Masnmecur, W. E. The occupational research program of the United 
‘States Employment Service. (Chicago: Pub. Admin. Serv. 1942. Pp. 266, $2.) 


STURMTHAL, A. The tragedy of European labor, 1918-1939. New York: Columbia Univ. 
Press. 1943. Pp. xii, 389. $3.50.) 


Wissmann, R. W.-The maritime industry; federal regulation in establishing labor and 
safety standards. (New York: Cornell Maritime Press, 1942. Pp. 400. $5.) 


Digest of state and federal labor legislation enacted July 1, 1941-Aug. 1, 1942. Labor 
standards div., bull. 51. (Washington: Supt. Docs. 1942, Pp. 15. 10c.) 


Employer-employee coöperation. (New York: Nat. Assoc. of Manufacturers, 1942. Pp. 43.) 


Gearing wage and salary policies to a wartime economy. Personnel ser., no. 58. (New 
York: Am. Management Assoc. 1942. Pp. 32. 50c.) a 


Incentive-wage plans and collective bargaining. Labor stat. bur., bull. 717. (Washington: 
Supt. Docs. 1942. Pp. 18. 5c.) 


Joint production committees in Great Britain. Stud. and rep., ser, A. (Industrial Rela- 
.tions), no. 42, (Montreal: Internat. Labour Office. 1943. Pp. iv, 74. 50c, 2s.) 


Labor arbitration in wartime. Report of the Industrial Arbitration Tribunal, 1941. (New 
York: Am. Arbitration Assoc. 1942. Pp. 23.) 


National Labor Relations Board. Vol. 43. Decisions and orders of the National Labor Re- 
lations Board, Aug. 12-Sept. 15, 1943. Nat. Labor Rel. Board. (Washington: Supt. Docs. 
1942. Pp. 1472. $2.) 


Overtime labor: kearing, 77th Cong., 2nd sess., on S. 2006, to confer jurisdiction upon the 
p Court of Claims to hear, determine, and render judgment upon the claims of Herbert 
R. W. Lauterbach*and others for overtime labor performed at the Norfolk Navy Yard, 
Portsmouth, Va., in excess of the legal day of 8 hours. Feb. 13, 1940. Education and 
Labor Committee, Senate. (Washington: Supt. Docs. 1942. Pp. 21. 10c.) 
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Pay Readjustment act of 1942: hearings, 77th Cong., 2nd sess., on S. 2723, to amend the 
Pay Readjustment act of 1942, Nov. 16, 1942. Military Affairs Committee, House. 
(Washington: Supt. Docs; 1942. Pp. 10. 5c.) 


What makes jobs? (New York: Nat. Assoc. of Manufacturers. 1942. Pp. 28.) 


Year book of labour statistics, 1942, (Washington: Tntemat, Labor Office. 1943. Pp. 234. 
$35 pap., $2.) l 


Social Tanant; Relief; Pensions; Public Welfare 


Barnes, H. E. and ‘Trerers, N. K. New horizons in criminology—the American crime 
problem. (New York: Prentice-Hall. 1943. Pp. xxvi, 1069. $4.50.) 


Brown, E. L. Social work as a profession. 4th ed. (New York: Russell Sage Found. 1942. 
Pp. 232. $1.) 

CARR-SAUNDERS, A. M. and others. Young offenders; an enquiry into juvenile delinquency. 
(New York: Macmillan. 1942. Pp. 178. $1. 75.) 


The full text of the report of the inquiry instituted by the British Home Office in 
1938. 


Cassy, H. M. Social security and reconstruction in Canada. (Boston: Bruce Humphries 
1943. Pp. x, 197. $2.50.) 


CHannow, J. Work relief experience in the United States. Pamph. ser. no. 8. (Washington: 
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Guide for the study of American social problems. Compiled for the Am. Soc. Problems 
Study Committee. (New York: Columbia Univ. Press. Pp. 188. $1.) 

Industries, products, and transportation in our neighbor republics, an index and bibliog- 
raphy. Education Office, bull. no. 6. (Washington: Supt. Docs. 1942. Pp. 39. 10c.) 


Survey of business research projects at universities, 1942. (Washington: Bur. of Foreign 
and Domestic Commerce, Dept. of Commerce, 1942. Pp. vi, 188.) 


PERIODICALS 


Economic Theory; General Works 


Baca, E. F. Triffin’s classification of market positions. Canadian Jour. Econ. and Pol. 
Sci., Feb., 1943. Pp. 5. 


BRONFENBRENNER, M. The rôle of money in equilibrium capital theory. Econometrica, 
Jan., 1943. Pp. 26. 


Goopwin, R. M. Keynesian and other interest theories. Rev. Econ. Stat., Feb., 1943. Pp. 7. 

GRIZIOTTI Kretscumann, J. Coordinamento fra diritto, etica, economia e finanza nella ` 
dottrina istituszionalista americana. Riv. Dir. Fin. e Sc. d. Fin., Mar., 1941. Pp. 6. 

GunLeBavD, C. W. The evolution of MarskaW’s principles of economics. Econ. Jour., Dets 
1942. Pp. 20. 


Hacen, E. E. Capital theory in a system with no agents fixed in quantity. Jour. Pol. Econ, 
Dec., 1942. Pp. 23. 


Karor, N. Professor Hayek and the ee ar Economica, Nov., 1942. Pp. 24. 


Kemsreap, B. S. Technical advance and economic equiltbria. Canadian Jour. Econ. and 
Pol. Sci., Feb., 1943. Pp. 14. 


Lance, O. A note on innovations. Rev. Econ. Stat., Feb., 1943. Pp. 7. 
Maccrecor, D. H. Marskal and his book. Economica, Nov., 1942. Pp. 12. 


` Macuuup, F. Forced or induced saving: on exploration inio its synonyms and homonyms. 
Rev. Econ. Stat., Feb., 1943. Pp. 14. 


Macmartan, D. The principles of economics; a bibliographical note. Econ. Jour., Dec., 
1942. Pp. 4. 


Marscuak, J. Demand elasticities reviewed. Econometrica, Jan., 1943. Pp. 10. 
—., Money illusion and demand analysis. Rev. Econ. Stat., Feb., 1943. Pp. 9. 
meee A. J. Monopoly supply and monopsony demand. Jour. Pol. Econ., Dec., 1942. 
19. 
` O'Leary, J. J. Malthus and Keynes. Jour. Pol. Econ., Dec., 1942. Pp. 19. 
Pancoast, O., Je. Malthus versus Ricardo: the effects of distribution on production. Pol. 
Sci. Quart., March, 1943. Pp. 20. 
nee ie Elementi e principi directivi di un “piano.” Giorn. d. Econ., Jan., Feb., 1942. 
2 


pr Narni, G. PORTU PO e indeterminasione dinamica nella teoria economica. Giom. 
d. Econ., Jan., Feb., 1942. Pp. 19. 


ours H. M. Reflexions on Malthus and kis predecessors. So. African Jour. Econ., 
- Dec., 1942. Pp. 12. 


oe R. La hiérarchie des besoins et la notion de groupes dans Péconomie de choix. 
Econometrica, Jaf., 1943. Pp. 12. 


SamuEtson, P. A. Dynamics, statics, and the stationary state. Rev. Econ. Stat., Feb., 
1943, Pp. 11. 





PERIODICALS ` = 479 
Suove, G. F. The place of Marsholl’s principles in the development of economic theory. 
- Econ. Jour., Dec., 1942. Pp. 6. 


Smaruies, A. The quantity of money and the rate of interest. Rev. Econ. Stat., Feb., 
1943. Pp. 8. 


Soroxin, P. Influencia de las calamidades sobre la organizacion politica, economica y social. 
Rev. Mexicana de Soc., Third Trimestre, 1942. Pp. 26. 


Souro, J. B. Principios fundamentais da divisao do trabalbo. Rev. Brasil. de Estatistica, 
March, 1942. Pp. 36. i 
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1943. Pp. 14. ' 
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Transportation; Communication; Public Utilities 
Branot, K. Germany’s vulnerable spot: transportation, Foreign Affairs, Jan., 1943. Pp. 18. 


Ciemens, E. W. The critical issue of depreciation in public utility valuation. So. Econ. 
Jour., Jan., 1943. Pp. 10. 


- Corsrno, E. Gli effetti della seconda guerra mondiale sul naviglio mercantile mondiale e 
previsioni per il dopoguerra. Giorn. d. Econ., Mar., Apr., 1942. Pp. 10. 


EDELMANN, A. T. Kentucky accepts T.V.A. power. Jour. Land and Pub. Util. Econ., Nov., 
1943. Pp. 4. 


Kwar, H. G. Socio-economic conditions and intercity variations of electric use. Jour. 
Land and Pub. Util. Econ., Nov., 1942. Pp. 16. 


LACHMANN, K. The shipping problem at the end of the war. Soc. Research, Feb., 1943. 
Pp. 24, 


Lanpers, F. M. and Wersron, A. L. The taxation of public utility property in Michigan. 
Bull. Nat, Tax Assoc., Jan., 1943. Pp. 7. 


Luce, C. B. America in the post-war air world, Vital Speeches, March 15, 1943. Pp. 5. 


Perry, H. S. Ocean rate regulation, World War II. Harvard Bus. Rev., Winter, 1943, 
Pp. 15. 


Prrrcaerr, C, H. Administration of federal power projects. Jour. Land and Pub. Util. 
Econ., Nov., 1942. Pp. 12. 


RuporrH, W. E. Strategic roads of the world: notes on recent development, Geograph. 
Rev., Jan., 1943. Pp. 22. 


Troxet, E. Incremental cost determination of utility prices. Jour. Land and Pub. Util. 
Econ., Nov., 1943. Pp. 10. 


Wuson, G. L. Freight rates in wartime, Harvard Bus. Rev., Winter, 1943. Pp. 8. 


Agriculture; Forestry; Fisheries _ 
` _Bownrn, W. Wartime wages and manpower in farming. Mo. Lab. Rev., Dec., 1942. Pp. 14. 


Crawson, M. Demand interrelations for selected agricultural products. Quart. Jour. Econ., 
Feb., 1943. Pp. 38. 


Horren, A. C, Urban redevelopment corporation. Jour. Land and Pub. Util. Econ., Nov., 
1942. Pp. 11. 


Honic, P. Future of export agriculture in the Netherlands East Indies. Far East. Survey, 
Feb, 22, 1943. Pp. 6. 


JarcHow, M. E. Farm machinery in frontier Minnesota. Minn. Hist., Dec., 1942. Pp. 12. 


Mason, J. E. Cotton allotments in the Mississippi delta newground area. Jour. Land and 
Pub. Util. Econ., Nov., 1942. Pp. 11. 


SALTER, L. A., JR. Farm property and agricultural policy. Jour. Pol. Econ., Feb., 1943, 
` Pp. 10. 


Land utilisation in rural areas. Jour, Royal Stat. Soc., Part II, 1942. Pp. 2. 
Program for relieving farm labor shortage in Ontario. Lab. Gaz., Jan., 1943. Pp. 4. 


Economic Geography; Regional Planning; Urban Land; Housing l 


ARPKE, F. Land-use ‘control in the urban fringe of Portland, Oregon. Jour. Land and 
Pub, Util. Econ., Nov., 1942. Pp. 13. 
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Franz, B. Some aspects of the evaluation of watershed flood control projects. Jour. Land 
and Pub. Util Econ., Nov., 1942. Pp. 21. 


Hars, C. D. A functional classification of cities in the United States. Geograph. Rev., 
Jan., 1943. Pp. 14. 


Hoyt, H. The structure of American cities in the post-war era. Am. Jour. Soc., Jan., 1943. 
Pp. 7. 


Laronce, J. The subdivider of today and tomorrow. Jour. Land and Pub. Uti. Econ., 
Nov., 1942. Pp. 8. 
Labor and Industrial Relations 
Brocx, H. Man-power allocation in Germany. Harvard Bus. Rev., Winter, 1943. Pp. 9. 
. Manpower control in Germany. Mo. Lab. Rev., Jan., 1943. Pp. 12. 


Carey, J. P. C. Labor laws and war production in the United States. Pol. Sci. Quart., 
March, 1943. Pp. 22. 


CHALMERS, W. E. Joint production committees in United States war plants. Internat. 
Lab. Rev., Jan., 1943. Pp. 24. 


Evans, D. Problem of absenteeism in relation to war production, Mo. Lab. Rev., Jan, - 
1943. Pp. 9. 





. Lewis, R. H. Effect of the war on employment in the tron and steel industry. Mo. Lab. 
Rev., Feb., 1943. Pp. 9. 


Looan, H. A. Economics of labour. Canadian Jour. Econ. and Pol. Sci., Feb., 1943. Pp. 10. 


Mactavermy, W. R. and Myers, C. A. Wages and the movement of factory labor. Quart. 
Jour. Econ., Feb., 1943. Pp. 24. 


McNarr, E. B. Toward o national wartime labor policy; the union-security issue. Jour. 
Bus. of Univ. Chicago, Jan., 1943. Pp. 6. 


| f 
. Toward a national wartime labor policy: the wage issue. Jour. Pol, Econ., Feb., 
1943. Pp. 12. 


River, A. B. Labour in the Third Reich. Fabian Quart., Jan., 1943. Pp. 7. 
Stazniz, H. Ability, wages and income. Rev. Econ. Stat., Feb., 1943. Pp. 11. 


Summers, C. W. What constitutes a fair procedure before the National Labor Relations 
Board, Mich. Law Rev., Feb., 1943. Pp. 49. 


Underan, H. F. Pre-war personnel practices in Ilinois. Jour. Bus. Univ. Chicago, Jan., 
1943. Pp. 14. | 


Voir, F. Gi adeguamenti salariali nel settore commercialee i loro effetti economico-sociali. 
Giorn. d. Econ., Mar., Apr., 1942. Pp. 6. 


Manpower-conirol policies in Great Britain. Mo. Lab. Rev., Dec., 1942. Pp. 8. 

The recruitment of French labor for Germany. internat. Lab. Rev., March, 1943. Pp. 32. 
Reorganization of War Manpower Commission. Mo. Lab. Rev., Feb., 1943. P, 1. 

War work of tke U. S. Women’s Bureau. Mo. Lab. Rev., Dec., 1942. Pp. 15. 





l Social Insurance; Relief; Pensions; Public Welfare- 
Barr, W. Equality and prosperity (note). Soc. Research, Feb., 1943. Pp. 5. 


CorLrns, W. J. Administration of old-age assistance in Iowa, 1934-1939. Iowa Jour. Hist. 
and Pol., Jan., 1943. Pp. 66. 


Extanver, T. Swedish social policy in wartime. Internat. Lab. Rev., March, 1943. Pp. 15. 
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Kewtey, T. H. The commonwealth social security reports. Econ. Record, Dec., 1942. Pp. 4. 
Worman, L. The Beveridge report. Pol. Sci. Quart., March, 1943. Pp. 10. 


Social-insurance proposals in Great Britain—Beveridge report. Mo. Lab. Rev., Feb., 1943. 
Pp. 5. 


, Social security: a national minimum standard. Lab. Gaz., Jan., 1943. Pp. 4. 
Social security plans in Great Britain. Internat. Lab. Rev., Jan., 1943. Pp. 16. 


Consumption; Income Distribution; Codperation 
ANDERSON, C. A, Food rationing and morale. Am. Sociological Rev., Feb., 1943. Pp. 11. 


Hanson, A. C. Incomes and expenditures of wage earners in Puerto Rico, 1940-41. Mo. 
Lab. Rev., Feb., 1943. Pp. 10. 


Massey, P. The expenditure of 1,360 British middle-class households in 1938-39, with 
discussion. Jour. Royal Stat. Soc., Part II, 1942. Pp. 38. 


METZLER, L. A. Effects of income redistribution. Rev. Econ. Stat., Feb., 1943. Pp. 9. 


Mors, W. Rate regulation in the field of consumer credit: I. Jour. Bus. of Univ. Chicago, 
Jan., 1943. Pp, 13. 


Wess, L. B. Wartime changes in consumer goods in American markets. Mo. Lab. Rev., 
Nov., 1942. Pp. 12. 


Population; Migration; Vital Statistics 


DE CARVALHO, F. M. Populacao e imigracao. Rev. Brasil. de Estatistica, March, 1943. 
Pp. 14. 


Emerson, H. Postwar problems of refugees. Foreign Affairs, Jan., 1943. Pp. 10. 


Maver, J. L. Subsidios da demografica pura para orientacao da politica demografica. 
Rev. Brasil. de Estatistica, March, 1942. Pp. 26. 


Mortara, G. Estudos sobre a utilisacao do censo demografico para a reconstrucao das 
estatisticas do movimento da populacao do Brasil. Rev. Brasil. de Estatistica, March, 
1942, Pp. 14. 


'“Tstanc, S. C. The effect of population growth on the general level of employment and 
activity. Economica, Nov., 1942. Pp. 8. ; ` 
Unclassified Items ; 
CaHNMAN, W. J. Concepts of geopolitics. Am. Sociological Rev., Feb., 1943. Pp. 5. 
———. Methods of geopolitics. Social Forces, Dec., 1942. Pp. 7. 


. NOTES 


The following names have recently been added to the membership of the American 
Economic Association: 


Acheson, E. D., George Washington University, Washington, D.C. 

Alexander, T, R., 1121 Euclid St., N.W., Washington, D.C. 

Anderson, R. B., Multnomah Athletic Club, Portland, Ore. 

Anderson, W., Department of Political Science, University of Minnesota, Minneapolis, Minn. 

Andjiano, P. B., 1431 Newton St., N.W., Washington, D.C. 

Arpke, F. C., 8202 S.W. Parrway Dr., Portland, Ore. 

Baine, J. S., Jr., 119 South Hall, University of California, Berkeley, Calif. 

Bardizian, A. T., 1713 N. Taylor St., Arlington, Va. 

Bardes, P., 8802 Ridge Blvd., Brooklyn, N.Y. 

Bauer, C. C., Tax Foundation, Inc., 30 Rockefeller Plaza, New York, N.Y. 

Beecroft, E., 2017 37th St., S.E., Washington, D.C. 

Berretoni, J. N., School of Business, University of Minnesota, Minneapolis, Minn. 

Bitting, H. W., 1332 Cromwell Rd., Lakewood, Norfolk, Va. 

Blanchard, F. S., Textile Research Institute, 10 E. 40th St., New York, N.Y. 

Borch, E. A., Stop 63 Lake Rd., Avon Lake, Ohio. 

Bostwick, D. C., 1539 N. Falkland Lane, Silver Spring, Md. 

Brennan, A. T., Apt. 443, Dorchester House, 2480 16th St., N.W., Washington, D.C. 

Bresky, 2nd Lt. H., Special Service Office, Air Base Headquarters, Dow Field, Bangor, Me. 

Brickner, A., 410 Central Park W., New York, N.Y. 

Brown, A. I., 4425 14th St., N.W., Washington, D.C. 

Buckner, V. W., 3600 Upperline St., New Orleans, La. 

Buckwalter, W. R., School of Commerce, Temple University, Philadelphia, Pa. 

Bucy, E. H., Atlas Powder Co., Zapon Division, Stamford, Conn. 

Burley, O. E., 1505 Perry St., Columbus, Ohio. 

Butterbaugh, G. I., 6815 20th Ave., N.E., Seattle, Wash. 

Cairns, A., International Wheat Council, South Agriculture Bldg., Washington, D.C. : 

Calderwood, J. D., College of Commerce and Administration, Ohio State University, Co- 
lumbus, Ohio. 

Cameron, T. F., Jr., 305 Indian Spring Dr., Silver Spring, Md. 

de Capriles, M A., Special War Policies Unit, Department of Justice, Washington, D.C. 

Cassaday, R., Jr, ‘College of Business Administration, Royce Hall 250, University of Cali- 
fornia, Los Angeles, Calif i 

Chace, O., 2323 40th PI., N.W., Washington, D.C. 

Chang, C. C., 10315 E. Marginal Way, Seattle, Wash. 

Chernick, J., School of Business Administration, University of Minnesota, Minneapolis, 
Minn. 


Clorety, J. A., Jr., 7704 Blair Rd., Takoma Park, Md. 

Colby, B., 722 Jackson PL, N.W., Washington, D.C. 

Compton, H. J., 1530 16th St., N.W., Washington, D.C. 

Cooper, J. B., 49 Donald St., Cardiff, Great Britain. 

Crombie, R. J., 722 Deakin Ave., Moscow, Idaho. 

Cudmore, S. A., Dominion Bureau of Statistics, Ottawa, Ontario, Canada. 
Davidson, C., Jr., Harding College, Searcy, Ark. 

Davis, F. G., 110 50th St, N.E.; Washington, D.C. 
Dennison, E. E., 726 Jackson PI., N.W., Washington, D.C. 
Desmond, T. C., 94 Broadway, Newburgh, N.Y. 
Donohoe, J. M., 1517 33rd St., N.W., Washington, D.C. 
Dodds, H. W., Prospect, Princeton, N.J. 
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Dye, A. V., 26 Beaver St., New York, N.Y. 
Egand, L. M., 2284 Grand Ave., New York, N.Y. 
Engers, J. F., 1620 Belmont St., N.W., Washington, D.C. 
Estey, M. S., 5415 Cathedral Ave., N.W., Washington, D.C. 
Erzen, N., Sümer Bank, Ankara, Turkey. 
Exselsen, C, L. V., 2766 Penobscot Bldg., Detroit, Mich. 
Farnsworth, F. A., Jr., 19 W. Pleasant St., Hamilton, N.Y. 
Felsenthal, L., 1829 G St., N.W., Washington, D.C. 
Firfer, A., 1634 V St., S.E., Washington, D.C. 
Flora, E. C., Department of Economics, Carleton College, Northfield, Minn. 
Fong, H. D., 2034 16th St, N.W., Washington, D.C. 
Fordham, H., Oak Farm, Greenport, LI., N.Y. 

Franke, S.H , University of the Witwatersrand, Milner Park, J danna, South Africa. 
Gager, C. H., Walter Baker and Co., Dorchester, Mass, 

Gerlando, P; 412 Varnum St., NW, Washington, D.C. 

Giles, J. B., 3707 Woodley Rd., N.W., Washington, D.C. 
- Ginsburg, D., 2500 Que St., Apt. 513, Washington, D.C. 

Griffith, E. C, College of "Business ‘Administration, TER of Georgia, Athens, Ga. 
Hahn, L. A., 829 Park Ave., New York, N.Y. 

Harrigan, A W., Jr., 138 Denhoff Ave., Freeport, N.Y. 

Harvey, E. F., Gwynedd Valley, Pa. 

Hassell, E. W., 4204 N. Henderson Rd., Arlington, Va. 

von Haunalter, E., 211 E. 71st St., New York, N.Y. 

Hays, G. A., 4011 Veezey St., Washington, D.C. 

Heller, V. K., 3130 Wisconsin Ave., N.W., Washington, D.C. 

Hernandez, J., 1617 Massachusetts Ave., N.W., Washington, D.C. ‘ 
Hersey, A. B., 1927 S. Arlington Ridge Rd., Arlington, Va. 

Hochmann, A., 1829 B, ist St., Suitland Manor, Suitland, Md. 

Hoffenberg, M., 1405 Perry PL, N.W., Washington, D.C. 

Hudgeon, E. M., Whittier Hall, 1230 Amsterdam Ave., New York, N.Y. 
Hunold, A., Paradeplatz 8, Zurich, Switzerland. > 
Israelson, V. L., 2073 E. 9th St., Cleveland, Ohio. 

Jaffe, G. M., Barat College of the Sacred Heart, Lake Forest, Il. 

Jeffery, S., High St., S., Motueka, N.Z. 

Jewett, R. B., 5043 41st Ave., S., Minneapolis, Minn. 

Johnson, M. M., 1600 W. Erie Ave., Philadelphia, Pa. 

Johnstone, S., 1701 Swann St., N.W., Washington, D.C. 

Jones, T. C., 303 Knollwood Ave., Douglaston, L.I., N.Y.” 

Jones, W. K., 138 Carroll Ave., Takoma Park, Md. 

Joseph, J. J., Room 5241, New Social Security Bldg., ERREEN; D.C. 
Kahn, A. E., 2101 S St, NW, Washington, D.C. 

Kalb, S., 97 "Arden St., New York, N.Y. 

Kerrigan, H. D., 2236 ‘Sherman Ave., Evanston, Il. 

Key, V. 0., 2700 Que St., N.W., Washington, D.C. 

Kipp, K., Lumber Branch, Office of Price Administration, 3rd and D Sts., S.W., Washing- 

ton, D.C. 

Kirsten, M. H., 1708 Lamont St., N.W., Washington, D.C. 

Klein, J. H., 1808 Ontario PI., N.W., Washington, D.C. 

Lamden, C. W., 3960 Pennsylvania Ave., S.E., Washington, D.C. 

Langer, F. G., 1 Wall St., New York, N.Y. . 

Lanyon, A., College of Business and Public Administration, University of Maryland, Col-- 

lege Park, Md. 

Lary, H. B., 14 Dresden St., Kensington, Md. 
, Lee, K., Chinese Embassy, Washington, D.C. 

Leiken, M., 3140 Leland Ave., Chicago, Tl. 

Lewis, R. M., 199 Renfrew St., Arlington, Mass, 

Luhnow, H. W., 230 Main St., Kansas City, Mo. 
” Lutz, K., 1916 R St, N.W., Washington, D.C. 
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Lyons, J. H., Social Studies Pepen Enfield Public High School, Thompsonville, Conn. 

Magoon, D. W., 4111 Third Rd., N., Arlington, Va. ~ 

Magowan, J. H, British Embassy, Washington, D.C. 

Malick, C, P., Department of Economics, University of Colorado, Boulder, Colo. 

Marcks, O. D. , 2906 E. Jefferson Ave., Detroit, Mich. 

Marcum, Mrs. L. L., 1726 N. Rhodes St., No. 277, Arlington, Va. 

Mathay, I., The Chalfonte, Apt. 105, 1601 Argonne P1., N.W., Washington, D.C. 

Mayer, J. H., 1410 M St, N.W., Washington, D.C. 

McCutchen, G., 3 University Campus, Columbia, S.C. 

Mehr, R. I., 333 S. 43rd St., Philadelphia, Pa. 

Meier, G., Reed College, Portland, Ore. 

Melamerson-VandenHaag, E. R., 203 DeKalb St., Philadelphia, Pa. 

Meyer, R., 6511 7th PL, N.W., Washington, D.C. 

Meyers, F., 2044 Fort Davis St., S.E., Washington, D.C. 

Miles, J., 1417 N St., N.W., Washington, D.C. 

Moeller, C., Jr., Haggers Lane, Fair Haven, N.J. 

Moore, F. C., Department of Audit and Control, State Offce Bldg., Albany, N.Y. 

Moore, H. R., Department of Rural Economics and Sociology, Ohio State University, Co- 
lumbus, Ohio. 

Morosoff, S. P., 214 Church St., New York, N.Y. 

Nagelburg, M. S., 95 Cabrini Blvd., New York, N.Y. 

Neff, F. A., 1625 N. Vassar, Wichita, Kan. 

Nixon, J. H., 1709 19th St., N.W., Washington, D.C. 

Oehlert, B., Jr., P.O. Box 1734, Atlanta, Ga, 

Ohlin, B. G., Handelshogskolan, Stockholm, Sweden. 

Osterrieth, H., 4706 Warren St., N.W., Washington, D.C. 

Ostrum, A. C., 5731 Chestnut St., Philadelphia, Pa. 

Parker, S. S., Business Week, 330 W. 42nd St., New York, N.Y. 

Pearson, O. A., Division of Public Relief, 607 Third Ave., S., Minneapolis, Minn. ` 

Perine, F, A., 46 Watson St., Detroit, Mich, 

Polinsky, E. J., 1513 20th St., N.W., Washington, D.C. 

Pomerantz, S. I., 155 Henry St., Brooklyn, N.Y. 

Quantius, F. W., College of Commerce and Administration, Ohio State University, Colum- 
bus, Ohio. 

Quigley, C., 4472 Reservoir Rd., N.W., Washington, D.C. 

Ramsey, F., Connecticut College, New London, Conn. 

Reinertsen, P. A., 5345 Broad Branch Rd., N.W., Washington, D.C. 

Richardson, J. ff., Office of Australian Govt. Trade Com., 630 Fifth Ave., New York, N.Y. 

Richmand, L. D., c/o Dodic, 2148 Cathedral Ave., Washington, D.C. 

Ripps, E. L., 1833 Park Rd., N.W., Washington, D.C. 

Ritz, P. M., 1271 New Hampshire Ave., N.W., Washington, D.C. 

Robertson, H. M., 1600 W. Hill St., Louisville, Ky. 

Rodes, B. C., 1920 S St, N.W., Washington, D.C. 

Roqué, M. R., 112 Adams St., N.W., Washington, D.C. 

Rosden, G. E., 914 Kennedy St., N.W., Washington, D.C. 

Ross, M. A., 3816 Davis P1., N.W., Washington, D.C. 

Roth, R. W, c/o Legation of Switzerland, 1601 N. Falkland Lane, Silver Spring, Md. 

Rowe, R. G., 658 S. Sycamore St., Los Angeles, Calif. 

Salinger, J., 121 12th St., S.E., Apt. 20, Washington, D.C. 

Sandelin, G. L., 1412 Spring Rd., N.W. Washington, D.C. 

Schubart, W. H., 40 Wall St., New York, N.Y. 

Schwartz, S., 15 Goodwin Ave., Newark, N.J. 

Seymour, H. V., 1916 G St., NW. Washington, D.C. 

Sellie, C. N., George S. May Co., 840 N. Michigan Ave., Chicago, Il. 

Shapiro, A. S., 1293 Brentwood Rd, N.E., Washington, D.C. 

Shurberg, M., Division of Review ‘and Research Studies, Office of Défense Transportation, 
Washington, D.C. 

Silvanie, H., 2141 Eye St, Washington, D.C, 
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Smith, A. L., 1108 Van Dyke Ave., Detroit, Mich. 

Sperling, C., "1749 Lanier Pl., NW, Washington, D.C. 

Spielmans, H. W., American Consulate General, Sao Paulo, Brazil, c/o Department of 
State, via Diplomatic Pouch, Washington, D.C. 

Stein, T., 31 North St., Williamstown, Mass. 

Stocker, N. R., 13221 Cherrylawn, Detroit, Mich. 

Stone, R. E., 1600 S. Barton, Apt. 754, Arlington, Va. 

Stradella, C. G., General Motors Overseas Corp., 1775 Broadway, New York, N.Y. 

Strotz, R. H., 300 S. Lincoln Ave., Aurora, IU. . 

Tarasov, H., 2100 19tb St., N.W., Washington, D.C. 

Thatcher, L. W., 114 Kingsley Ave., Bethesda, Md. 

Thielecke, W. L., 1628 Telephone Bldg., St. Louis, Mo. 

Thompson, C. D., Mt. Hermon School, Mt. Hermon, Mass. 

Trucksess, E. D., 42 Independence Ave., S.W., Apt. 406, Washington, D.C. 

Turnbull, J. G., 4442 N. Oakland Ave., Milwaukee, Wis. 

. Uhalt, A. H., 220 Eureka Ave., Jackson, Miss, 

Valenstein, Mrs. S. Crompond, N.Y, 

Vaughn, J. A., 232 North Rd., Bedford, Mass. 

Wallace, M. L., 2032 Belmont Rd., Washington, D.C. 

Warren, E. L., 202 Forrest Dr., Falls Church, Va. 

Weil, F. J., 429 W. 117th St, New York, N.Y. 


_ Welden, J., Jr., H. J. Heinz Co., Pittsburgh, Pa. 


Wellman, H. R., 207 Giannini Hall, University of California, Berkeley, Calif. 
Wertheimer, R. G., 26 Gray Gardens, Cambridge, Mass. 

Wickizer, V. D., Food Research Institute, Stanford University, Calif 

Williams, E. W., Jr., 6427 16th St., N.W., Washington, D.C. 

Wingfield, Mrs. Ww. H., 323 Park Ave., Kirkwood, Mo. 

Wright, M. S. J., Wilberforce University, Wilberforce, Ohio. 

Young, H. C., 404 Black Bldg., Fargo, N.D. 

Youngdahl, C. R., 1028 Connecticut Ave., Washington, D.C. 

Zwanzig, O. E., 168 Oakridge Ave., Nutley, N.J. 


Russell E. Johnson, serving as a private in the Army, lost his life in the North Atlantic 
on February 3, 1943. ` 

Don C, Barrett died January 19, 1943. 

Virgil Willit, associate professor of economics at The Ohio State University, died on 
February 6, 1943. 


Appointments and Resignations 


Lewis W. Adams, on leave of absence from Washington and Lee University, is a lieu- 

- tenant in the United States Naval Reserve and is on duty at the Midshipmen’s School at 
Columbia University. 

J. Ellwood Amos, associate professor of finance at the University of Pittsburgh, has 
accepted a position with the War Department as senior statistician and is located in Pitts- 
burgh. 

* Wilis N. Baer is serving as head of the department of economics and business adminis- 
tration at Elizabethtown College. 

Claude D. Baldwin was with the Rent Department of the Office of Price Administration 
until he was ordered to active duty in February at the Training Station of the Naval 
‘Reserve at Bainbridge, Maryland. 

Leonard M. Berkowitz, associate business economist in the Building Materials Price 
Branch of the Office of Price Administration at Washington, is now on active duty with 
the Army. 

Alvin B. Biscoe hes been granted a leave of absence by Bucknell University for the 
duration of war and is now serving as director of wage stabilization for Region IV of the 
War Labor Board with headquarters at Atlanta. 


* 
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Robert W. Bradbury is on leave of absence from Louisiana State University in the 
Foreign Service Auxiliary of the Department of State as senior economic analyst and 
attaché at the American Embassy in Panama City. 

Victor E. Brink, now serving in the Army, has been promoted to assistant professor of 
accounting in the School of Business, Columbia University. 

Norman S. Buchanan, associate professor of economics at the University of California, is 
on leave of absence while acting as regional price executive at the San Francisco office of 
the Office of Price Administration. 

Robert K. Burns, of the department of economics of the University of Chicago and 
director of Science Research Association, is serving as chairman of the Regional War Labor 
Board in Chicago and chairman of the daily newspaper panel of the National War Labor 
Board. 

Grant I. Butterbaugh of the College of Economics and Business at the University of 
Washington is serving as chief of a research section of the Fuel Rationing Division, Office 
‘of Price Administration, Seattle. 

C. C. Carpenter, professor of economics at the College of Commerce, University of 
Kentucky, has been given leave of absence to accept the position of district price officer 
of the Office of Price Administration in Lexington. 

J. B. Condliffe, professor of economics at the University of California, is working with 
the Carnegie Endowment for International Peace in New York while on leave of absence. 
' Frances E, Cornwall has been appointed instructor in the economics department at Smith 
College. 

Arthur G, Coons has resigned as associate regional price executive and Los Angeles dis- 
trict price officer of ‘the Office of Price Administration to become dean of the faculty and 
professor of economics at Occidental College beginning July 1. 

William E. Cox of the College of Economics and Business at the University of Wash- 
ington was elected vice president of the American Accounting Association for 1943. 

Randle E. Dahl is acting regional wage analyst in charge of the Detroit regional office 
of the Bureau of Labor Statistics. 

Malcolm M. Davisson, associate professor of economics, will return to the Berkeley cam- 
pus of the University of California on July 1 to become chairman of the department of 
economics. 

Reid M. Denis is associate economic analyst in the European Capabilities Section of the 
Office of Strategic Services. 

William E. Dunkham, on leave from the University of Rochester, has transferred from 
the War Production Board to the Office of Price Administration and recently been ap- 
pointed associate director of the Office of Import-Export Price Control. 

Walter A. Durham, Jr., has been transferred from his position as Oregon State price 
economist for the Bureau of Labor Statistics to that of staff economist of the West Coast 
Lumber Commission of the National War Labor Board. 

John E. Exter has accepted a position as consulting economist at the Radiation Labora- 
tory at Massachusetts Institute of Technology. ` 

Robert S. Ford, associate professor in the department of economics and director of the 
Bureau of Government at the University of Michigan, is acting as director of the state 
Department of Business Administration at Lansing. 

Leon Goldenberg, formerly lecturer in economics at Northwestern University, is now 
serving as chief of the Enemy Resources Unit, Enemy Branch, Board of Economic War- 
fare, Washington. 

R. A. Gordon, associate professor of economics at the University of California, is on 
leave of absence and serving as American coördinator of research, Combined Raw Materials 
Board, Washington. 

Harold M. Groves of the department of economics at the University of Wisconsin has 
been granted a leave of absence for the coming year to work on a monograph for the 
Committee on Economic Development. 

Seymour E. Harris is returning to Harvard University after a year’s leave of absence 
spent in government service. 

Clarence Heer of the University of North Carolina was granted a leave of absence for 
the spring quarter to conduct research for the Council of State Governments. 
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Emily H. Huntington, associate professor of economics at the University of California, 
is on leave of absence while serving as senior economist of the National War Labor Board, 
San Francisco office. 

Kenneth V. James, industrial economist for the Tennessee Valley Authority, has béen - 
‘appointed assistant to the vice president, traffic division of Transcontinental and Western 
Airlines, 

_ Otto Jeidels, formedy a partner of Lazard Frères and Company, New York, on April 1 
assumed new duties as vice president and member of the advisory council of f the Bank of. 
America National Trust and Savings Association in San Francisco. 

Lloyd A. Jenkins since March has been employed as assistant regional wage analyst in 
the Bureau of Labor Statistics with headquarters in San Francisco. . 

Clark Kerr has been promoted to associate professor of labor in the College of Eco- 
nomics and Business, University of Washington. 

Marshall D. Ketchum, associate professor in the College of Commerce, University of 
Kentucky, will teach courses in finance at the School of Business, University of Chicago, - 
during the summer quarter of 1943. 

Frank L, Kidner, lecturer in economics at the University of California, has been given 
leave of absence to serve as principal economist in the San Francisco regional office of the 
Office of Price Administration. 

‘ Melvin M. Knight, professor of economics at the University of California, is on leave 
of absence, serving as assistant chief in the Division of Economic Studies and expert on 
the economy of colonies and backward countries with the Department of State, Washing- 
ton. 

William S. Lennon, teaching fellow ae economics at West Virginia University, has been 
commissioned with the rank of ensign in the Naval Reserve. 

Robert M. Lewis bas accepted an instructorship for next year at Worcester Polytechnic 
Institute. 

John A. Loftus of Johns Hopkins University has recently been appointed principal price 
specialist in the Caribbean Stabilization Division of the Board of Economic Warfare. 

Sanford A. Mosk, assistant professor of economics at the University of California, is on 
leave of absence while acting as principal economic analyst at the Office of Coördinator 
of Inter-American Affairs, Washington. 

Howard K. Nixon has been promoted from assistant to associate professor of advertising 
in the School of Business, Columbia University. 

John Pagini, Jr., formerly with the College of Business Administration, University of 
Santa Clara, is now with the Finance Department of the Army. 

E. Z. Palmer, professor of economics at the College of Commerce, University of Ken- 
tucky, is working part-time at the university and part-time at the state Department of 
Revenue at Frankfort. 

Harald S. Patton, professor of economics at Michigan State College and recently ap- 
pointed one of the public members of the regional War Labor Board at Detroit, has been 
granted leave of absence and resigned from the War Labor Board to accept a commission 
appointment as major in the Fiscal Division of the Army Supply Forces. 

M. Ogden Phillips of Washington and Lee University will be visiting professor of eco- 
nomic geography at Columbia University during the summer session of 1943. 

Nicolo Pino recently accepted a position with the Chicago regional office of the National 
War Labor Board. . 

Robert Rockafellow of the School of Business Administration at Rhode Island State 
College has been promoted from assistant to associate professor of economics. 

Julius Roller, teaching fellow in economics at the University of Michigan, has joined the 
accounting staff of the Detroit Ordnance District. 

Earl R. Rolph, assistant professor of economics at the University of California, is on 
leave while acting as price specialist for the State of California office of the Office of Price 
Administration at San Francisco. 

Raymond J. Saulnigr, assistant professor of economics at Barnard College, has been ` 
given a leave of absence for the duration of war to give instruction under the Faculty of. 
Political Science of Columbia University in the School for Training in International Ad- 
ministration. 
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EXTERNAL ECONOMIES AND DISECONOMIES 


_By Howarp S. ELLIS and WILLIAM FELLNER* 


I. Introduction 


Along with its answer to the principal problem which it set for it- 
self as to how competition allocates resources amongst various uses, 
neo-classical economics bequeathed to the present generation the much 
debated proposition that competition causes output under “diminish- 
ing returns” to exceed, and under “increasing returns” to fall short 
of, an output corresponding to the social optimum. Since this issue 
involves only negligibly any disagreement as to the economic facts, 
since it is indeed almost a purely quantitative problem not complicated 
by ethical or other preconceptions, one may find difficulty in under- 
standing how theorists such as Marshall, Pigou, Viner, Graham, Hicks, 
and Lange could be ranged squarely against Allyn Young, Knight, 
and Stigler. The answer seems to be that apparently simple technical 
concepts are often fraught with confusing ambiguities; and the ex- 
tensive discussion of this subject over a period of years’ reveals that 
these ambiguities have already become perennial. 

The effort to resolve the issues disputed amongst such distinguished 
protagonists is in itself an interesting undertaking in the development 
of theoretical ideas, but there is also no lack of pragmatic justification. 
` The interpretation of certain commonly employed cost functions, of 
opportunity cost, and of marginal versws average cost can not be purely 
“academic” matters. Furthermore, the Marshall-Pigou proposals of 
_ taxes upon “industries of diminishing returns” and bounties upon 
those of “increasing return,” and the Pigou-Graham proposals of a . 
protective tariff in certain instances upon much the same theoretical 
argument, lead directly to important questions of fiscal and commercial 
policy. Finally the recent descriptions of price systems under socialism 

* Both authors are members of the department of economics at the University of Cali- 
fornia, Berkeley. . 


+The footnotes, including n. 22, p. 503, supply a fairly complete bibliography on the 
subject. 
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show that the present issues intimately affect not only the formulation 
of policies in a private enterprise economy but the very concept of the 
socially optimum employment of resources under (a more or less 
ideal form of) socialism. 

Throughout the period of classical political economy it was a settled 
but vaguely supported conviction that the price of agricultural produce 
tends to increase under the influence of diminishing returns, but that . 
“it is the natural effect of improvements to diminish gradually the real 
price of almost all manufactures.”? This bad mixture of a dubious 
“law” of economic history on the one hand, and a truncated part of 
the static principle of combining proportions on the other may have 
been engendered originally out of resentment against the Corn Laws 
and the landed gentry; but it seems to have been perpetuated to the 
- present day through simple confusion. Marshall attempted to give 
quantitative precision to the notion that “diminishing returns” some- 
how represent a less favorable application of economic resources than 
“increasing returns.”* His demonstration, which ran in terms -of the 
effect of taxes and bounties upon consumers’ surpluses in the two 
cases, is sorely limited by the author’s admission that it requires quite 
special elasticities of demand and supply and that it assumes that 
marginal utility of money to be constant; and it is entirely destroyed 
by the failure of the author to include producers’ surpluses into the 
social surplus to be maximized.‘ 

The advocates of the tax-bounty thesis have mostly referred to 
Pigou rather than to the original Marshallian version of the thesis. 
We turn first to Pigou’s analysis so far as it pertains to “diminishing 
returns” (in his own terminology), which includes also rising transfer 
costs, leaving until later the case of “increasing returns” (in his 
terminology), which actually means external economies. 


Il. Diminishing Returns and Rising Transfer Costs (“External 
Diseconomies’’), Without External Economies 


In Wealth and Welfare’ the first edition of the work later to be 
more widely known as The Economics of Welfare, Pigou draws two 
positively inclined cost functions (as in Fig. 1), the lower of which, 


Adam Smith, The Wealth of Nations, Cannan ed., (New York, 1937) Bk. I, chap. 9, 
p. 242 et passim; cf. also J. S. Mill, Principles of Political Economy, Gonner ed., (London, 
1909), Bk. I, chap. 12, p. 184 et passim. 

* Alfred Marshall, Principles of Economics, 3rd ed. (London, 1895), pp. 518-531; and 
in the corresponding chapter (Bk. V, chap, 12) in later editions. 

“Cf. J. R. Hicks, “The Rehabilitation of Consumers’ Surplus,” Rev. of Econ. Stud., 
Vol, 8 (Feb., 1941), pp. 112-15. 


"A. C. Pigou, Wealth and Welfare (London, 1912), pp. 172-79. 


FRANK WILLIAM TAUSSIG 
Eighth President of the American Economic Association, 1904-05 


Frank William Taussig was born in St. Louis, Missouri, on December. 28, 
1859. He died at Cambridge on November 11, 1940. Except for his early educa-. 
tion and his excursions abroad, Taussig’s academic career was entirely as- 
sociated with Harvard. In 1876, after two years at Washington University, St. 
Louis, he migrated to Harvard and became a member of the class of 1879. 
After a “grand tour” of Europe, he returned to Cambridge as secretary to Presi- 
dent Eliot and as a graduate student and later instructor in economics under 
Dunbar. His interests soon settled on international trade. A prize essay on pro- 
tection to young industries, which served as a Ph.D. thesis and which was pub- 
lished as a book, initiated a sequence of volumes culminating in his master- 
piece, International Trade, in 1927. In 1886 he received the LL.B. degree, but 
instead of practicing law he accepted an assistant professorship in political 
economy. In 1892 he was advanced to the rank of professor and in 1901 the 
newly established Henry Lee professorship was conferred upon him, a chair 
which he held until his retirement in 1935, when his title became Henry Lee 
Professor Emeritus. 

Many honorary degrees and titles were conferred upon Taussig. He received 
the Litt.D. from Brown University in 1914 and from Harvard in 1916; LL.D. 
from Northwestern University in 1920 and from the University of Michigan in 

21927; Honorary Ph.D. from the University of Bonn, 1928; and Litt.D. from the 
University of Cambridge in 1933. He was a member of the Academy of Arts and 
Sciences and of numerous learned groups here and abroad. : 

As scholar and writer, Taussig was best known as author of books on inter- 
national trade and economic theory but works on problems and economic moti-’ 
vation indicate a wide scope of interests and achievements. A bibliography of his 
voluminous writings may be found in the appendix of the volume, Explorations 
in Economics, Notes and Essays Contributed in Honor of F. W. Taussig, 1936. 
In Taussig’s contributions to the Proceedings of the American Economic As- 
sociation, we find the beginnings of much that may be called “the Taussigian 
theory.” In 1893 papers on “The Interpretation of Ricardo” and “Value and_ 
Distribution as Treated by Professor Marshall” and in 1894 “The Relation Be- 
tween Interest and Profits” and “The Wages-Fund at the Hands of the German 
Economists” and an article on “The Quantity Theory of Money” in 1895 paved the 
way for the body of discipline found in Wages and Capital ( 1896) and in his 
Principles of Economics (1911, last revised, 1939). His presidential address at 
the seventeenth annual meeting of the Association in 1904 on “The Present 
Position-of the Doctrine of Free Trade” outlines the general ideas which he de- 
veloped in his later works in this field. 

Taussig’s activities as a public servant extended over a wide area of local and 
national affairs, the most notable being his chairmanship of the United States 
Tariff Commission, 1917-19, and his participation in the peace conference in 
Paris. 

Taussig’s greatest success was perhaps achieved as editor and teacher, From 
1896 to 1936 he kept the Quarterly Journal of Economics at such a high level 
that it set a standard for the development of scientific economic periodicals. 
As a master of the art of teaching, his influence shaped the minds of many 
American scholars and gained for him world-wide fame as a teacher. 

Obituary notices appear in the American Economic Review, March, 1941, by 
Howard S. Ellis, the Economie Journal, June-September, 1941, by Redvers Opie, 
and in the Quarterly Journal of Economics, May, 1941, by J. A. Schumpeter, 
A. H. Cole, and E. S. Mason. ; e 


Number 8 of a series of photographs of past presidents of the Association. 
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labeled S;, he calls “a supply curve of the ordinary type,” and the 
upper, labeled S+, “a curve of marginal supply prices.” The function 
S, is further described as showing at each point the cost or price at 
which the corresponding output on the abscissa can be maintained in 
the long run, and function S, as showing at each point “the difference 
made to aggregate expenses” by the production of one more unit. 
With austere brevity, Pigou concludes directly from the description 
of the two functions that the intersection of S, with the demand sched- 
ule at C corresponds to output and price under competition, whereas 
the intersection of Sa with the demand schedule at J represents the 
correct output’ under an ideal allocation of social resources. 

In the universe of discourse of Pigou’s problem, economic theory 
now operates with a number of cost functions presently to be de- 


PRICE 





O OUTPUT 


Fic, 1—Pigou’s Cost Functions. 


scribed; but from the exposition of Wealth and Welfare it is impossible 
to discover which of three mathematical functions Pigou intended to 
employ. Retrospectively, in answer to criticisms, Pigou acknowledged 
one possible interpretation but denied that he had intended to draw 
his conclusions on this basis, proposed another interpretation, and 
finally, even upon this interpretation, limited his thesis to a special 
argument concerning international trade. 

* Our italics, 

* By implication also the ideal price, but Pigou does not stress this. 
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In a review of Wealth and Welfare appearing about a year after the 
publication of the book, Allyn Young hailed Pigou’s S, curve as a 
“new and powerful instrument of economic analysis” especially as'ap- 
plied to monopoly, but denied that it proved a divergence of competi- 
-tive from the ideal output.? Young’s criticism also did not distinguish 
the three interpretations we shall point out. In fact it did not need to do 
so, as it is equally valid upon any of them; but Pigou did not believe 
‘this to be the case, and so we must examine the merits of each sepa- 
rately. fa 

The three possible interpretations of Pigou’s functions arise from 
the: fact that increasing costs in an industry may come from (1) 
diminishing returns due to the presence of a factor which is fixed in 
supply for the industry; (2) rising transfer costs due to the presence 
of a factor which can be drawn in greater amounts from other industries 
only by a rise in its price; or (3) a combination of (1) and (2). In 
1920 Pigou focused attention upon the first interpretation by admitting - 
it as a legitimate reading of his cost curves but not what he had in- 
tended.” This interpretation permits us to give unambiguous definitions 
to the S, and S, curves of Figure L and to trace out the reasoning 
on this basis. The “supply curve of the ordinary type,” Sı, in Pigou’s 
language is the usual “marginal cost curve,” that is, the curve indicat- 


ing the cost of production of the marginal unit of output; and S, a 


function which adds to S, at each point the aggregate increment of costs 
` on-all intramarginal units of output.*° Thus, if an expansion of output 
-from 50,000 to 51,000 units involves a rise of cost at the margin from 
$1.00 to $1.01, the ordinate of S, at 51,000 units is $1.01, and the ` 
`. ordinate of S; is the difference between 50,000 times $1.00 and 51,000 
times $1.01, or $1,510, divided by 1000, or $1.51. 

On the present interpretation of Pigou (which he acknowledged as a 
possibility) increasing costs arise solely from rising transfer costs; and 
to make this interpretation explicit, in Figure 2 we give to S, and S,, 
respectively, the distinctive labels of £ and y. Pigou’s S, (our e) shows 
the cost of the marginal unit in isolation, or more explicitly: marginal 
cost excluding all increments of transfer cost; alternatively e shows also 
average cost per unit of output, including transfer rent. Pigou’s S 

* Allyn A. Young, “Pigou’s Wealth and Welfare,” Quart. Jour. of Econ., Vol. 27 (Aug., 
1913), pp. 672-86. Edgeworth also called the function “the marginal increment of cost 
from the viewpoint of a monopolist”; cf. F. Y. Edgeworth, “Contributions to the Theory 
of Railroad Rates, IV: A Digression on Professor Pigou’s, Thesis,” Econ. Jour., Vol. 23 
(June, 1913), p. 211. 

"A. C. Pigou, The Economics of Welfare, ist ed. (London, 1920), pp. 934-36. 

= If the n-th unig of the output is produced at a cost of f (n), then Si: = f (n), and 


at 
5 SLO Hl) taf (m) 
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(our y) shows “marginal costs” also but in a different sense—marginal 
cost including the total increment to transfer costs on all units. 

Pigou originally maintained that the intersection at C represents 
competitive equilibrium, but that the ideal allocation of resources 
would be given by reducing output through appropriate taxation to a 





O OUTPUT 


Fic. 2—Rising Transfer Costs. 


magnitude given by the intersection at J. Allyn Young accepted this 
description of competitive equilibrium (as do all parties to the dispute) 
but denied that the total increment of cost to the industry could be 
regarded as a cost to society. In Pigou’s excellent paraphrase, “In 
other words, according to Professor Young’s view, the excess of 
marginal supply prices [our y] in industries of diminishing returns 
[read: ‘increasing costs’] over the corresponding supply prices [our 
£] is merely a nominal excess of money paid, and not a real excess 
representing resources employed.”™ A 

If Young had spoken the magical word “rent,” it seems probable 
that Pigou would have capitulated completely. For Young could have 
put his proposition in these words: “If the expansion of an industry 
gives a factor a higher per unit remuneration, whether or not that 
higher price induces a greater aggregate [social] supply of the factor, 
the units already being supplied earn producers’ rents [or increase the 
previous rent]; and rent is not a cost in social resources.” Conse- 
quently if the output of a commodity expands, the tise in transfer 


4 Pigou, of. cdt, p. 935. 
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costs (4.¢., in the value) of the intramarginal units of the transferred 
resource is not part of the marginal social cost of producing the com- 
modity under consideration. The marginal social (opportunity) cost of 
transferring resources yielding » units is merely the cost of transferring 
the resources required for the production of the m-th unit. This cost . 
is expressed by e not by y. The y function is not a social cost curve 
because it includes increments to rent. 

Pigou accepted this criticism without reservation so far as concerns 
transfer costs; and, we may add, he accepted it gracefully and without 
seeing, at that time, its full import. For he proceeded to argue in the 
- sentences immediately following that his conclusions are valid for 
diminishing returns, although not for rising transfer costs: 


The reason why diminishing returns in terms of money [read: “increasing © 
costs”] appear when they do appear is, in general, not that the money price 
of factors employed is increased, but that that proportionate combination of 
different factors, which it is most economical to employ when (x + A x) units 
of commodities are being produced is a less efficient proportionate combina- 
tion than that which it is most economical to employ when x units are being 
produced; and the extra cost involved in this fact is real, not merely nominal. 
For these reasons Professor Young’s objection, as a general objection, fails. 


Employing a useful notation introduced by Mrs. Joan Robinson,” 
we show in Figure 3 the functions germane to diminishing returns, 
transfer costs assumed constant. 

Mathematically the definitions of a and ß, respectively, are precisely 
the same as for y and e, since both a and y satisfy the requirements of 
Pigou’s S;, and B and e the requirements of S,. Only the economic 
implication is changed: a refers to marginal cost including the total 
increment of Ricardian rent, and B to marginal cost excluding Ri- 
cardian rent or average cost including average Ricardian rent. The 
function 8, to which there is no counterpart in the case of rising 
transfer costs, is the familiar curve of average cost excluding rent. 
According to the first edition of The Economics of Welfare, the inter- 
section at C shows the competitive solution, as before; and the inter- 
section at J again is held to represent the socially ideal output, though 
this time on the grounds that less efficient combinations of factors 
signify a social “extra cost.” ` 


=” Pigou, op. cit., p. 936. 

* Joan Robinson, The Economics of Imperfect Competition (London, 1933), chap. 10, 
“A Digression on the Four Cost Curves.’ While her chapter fails to distinguish e and 
restricts the concept of rent to “Ricardian” surplus on the fixed factor, it is in general 
accurate and illumfnating, and has contributed indirectly very much toward the present 
analysis. ; 

“ Pigou’s contention (cf. ist ed., p. 194) that of two roads connecting the same two 


Ke 
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However real the “extra cost” from these grounds, the application 
of Young’s reasoning proves it to be adequately included in 8, the cost 
at the margin, i.e., the incremental cost in the variable factor. Unless 
rent is a social cost, it is erroneous to envisage the social marginal 
cost as including the increment to rent as in the function «. 

To maximize the aggregate of producers’ and consumers’ surpluses, 
the relevant magnitude is DCA, not DIA, if the ee utility of 


PRICE 
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Fio. 3—Diminishing Returns. 


money is assumed to be constant. Dropping the assumption of constant 
marginal utility for money renders it impossible to express the ag- 
gregate surplus of consumers and producers by areas lying between 
demand and supply curves. It still remains true, however, that the 
optimum output will be reached at the intersection of the demand curve 
with p, not a. The price will still express for each consumer the value _ 


points the one, assumed to be superior but narrow and therefore subject to diminishing 
returns, is overexploited in competition unless taxed differentially, seems to have rested on 
the notion that competitive output is determined by the 8 function. The contention was 
proven to be fallacious by Professor Knight, who has shown that the owner of the good 
road will charge a toll that will raise costs to users to the B level. Cf. F. H. Knight, 
“Fallacies in the Interpretation of Social Cost,” Quart. Jour. of Econ., Vol. 38 (Aug. 
1924), pp. 582-606, reprinted as chap. VIII in idem, The Ethics of Competition (New 
York, 1935), pp. 217-36. Pigou omitted the “two roads” example from the second edition 
of his book which happened to appear almost simultaneously with Knight’s criticism, and 
does not refer to the latter. No special significance should be attributed to Pigou’s re- 
cantation of the “two roads” proposition because it was inconsistent with his own posi- 
tion and should have been dropped even if his position had not been modified. 
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of the change in total utility occasioned by the marginal unit of the 
commodity, although it will express this change in terms of the vari- 
able marginal utility of money rather in a constant unit of measure- 
ment. 

o K marginal social cost equals price, it also equals the value of the 
marginal addition to the utility of each consumer as expressed in terms 
of the marginal utility of the. money stock actually owned by him. 
This, however, implies that, given the distribution of wealth and in- 
-come, the 8 intersection is optimal. If resources were to be shifted out 
of the industry in question, each consumer would lose more utility, as 
expressed in terms of money, than the saving in social cost; and if 
further resources were to be shifted into the industry, the addition to 
social cost would outweigh the gain in utility. 

That his reply to Young was inadequate, Pigou admitted four years 
later in the Economic Journal,” adumbrating a revised statement in the 
second edition of The Economics of Welfare. The revision consisted 
in the abandonment of the general thesis that, under increasing cost, 
output under competition exceeds the ideal, and the adoption of the 
very limited proposition that a divergence occurs only from the view- 
point of one nation against another when it pays agricultural rents to 
foreign owners in the price of imports.” 

This limited version of the proposition, retained in the later edi- 
tions of The Economics of Welfare, requires the use of functions 
which express the effects of rising transfer costs as well as those of 
Ricardian diminishing returns. In Figure 4, average costs as affected 
by diminishing returns but not by rising transfer costs” are shown 
by B; average costs as affected by rising transfer costs but not by 
diminishing returns*® are shown by £; and average costs as affected by 
both forces in conjunction are shown by ¢. The function » may be de- 
scribed further as marginal cost excluding all Ricardian rent and all 
increments to transfer rent, or as average cost including average 
Ricardian and average transfer rent. To this magnitude, at each 
point, 0 adds the total increment of transfer rent on the intramarginal 
transferred units, and the total increment of Ricardian rent.” Pigou’s 


3A, C. Pigou, “Comment,” Econ. Jour., Vol. 34 (Mar., 1924), p. 31. 

* A.C. Pigou, The Economics of Welfare, 2nd ed. (London, 1924), pp. 194-95. The 
third edition (London, 1929), p. 225, made no change. F. Y. Edgeworth, “The Revised 
Doctrine of Marginal Social Product,” Econ, Jour., Vol. 35 (Mar., 1925), p. 35, agreed 
with this version of Pigou. 

1 7.e., calculated at constant transfer costs. 

“Te, calculated as though constant returns prevailed. 

> Mrs. Robinson makes a do double duty as a designation for marginal cost including 
only the total increment of Ricardian rent and as a designation for our 6. This is an 
undesirable ambiguity. Furthermore, since she omitted to distinguish e, she has no 
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argument with ‘respect’ to foreign trade would then mean that rents ` 


transferred abroad, whether those. rents originated in diminishing re 7 


turns or rising transfer costs, are costs to the domestic economy; the’ 
competitive purchases of such imports would run to the foreign output ` 
as determined by 9, whereas ideally the. importing country should buy 
only the foreign output as determined by 6. 

_ But even the foreign trade argument, which had been adumbrated | 
by Graham a year” previous to Pigou’s decision to restrict the argu- 
ment to rents disbursed to foreign owners, is subject to rather severe” 


PRICE 





_O- QUTPUT | 
Fic. 4—Diminishing Returns and Rising Transfer Costs. 


limitation if not complete rejection. After all, the doctrine of optimum. 
allocation in all of the versions here considered is a “cosmopolitan” 
doctrine in that it does not distinguish between surpluses accruing to 
domestic owners and consumers on the one hand and surpluses accru- 
ing to foreigners on the other. The qualifications required to allow for 
policies distinguishing between the interests of domestic economic sub- 
jects and foreigners are much more extensive than would be suggested 


function corresponding to our ¢, which adds s and B. `- 

The functions a, lying between @ and B, and y, lying between @ and e have been 
omitted in Fig. 4; 8 has likewise not been drawn. . 

”F, D. Graham, “Some Aspects of Protection Further Considered,” Quart. Jour. of 
Econ., Vol. 37` (Feb., 1923), pp. 199-227; “The Theory of Interhational Values Re- 
examined,” ibid., Vol. 38 (Nov., 1923), pp. 54-86; “Some Fallacies in the Interpretation 
of Social Costs; a Reply” (to F. H. Knight), ibid., Vol. 39 (Feb., 1925), pp. 324-30. 
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by the limitation of Pigou’s argument to such increases in rents as 
` are included in the value of commodity imports. One would have to 
exclude from the aggregate to be maximized all consumers’ surpluses 
accruing to foreigners; and also all producers’ surpluses accruing to- 
foreign stockholders or other foreign owners of domestic enterprise. — 
‘The Pigou doctrine in the latest and narrowest version would lead 
- one to believe that in a competitive world the “national”—as opposed 
to the “cosmopolitan”—aggregate of surpluses is increased by a tax 
reducing the output of industries which, by importing raw materials, 
increase the value of foreign resources. The cosmopolitan net sur- 
plus is surely reduced by such a tax; whether the “national” net 
surplus is increased or reduced depends on how the aggregate of con- ` 
sumers’ and producers’ rents accruing to domestic economic subjects 
changes when other industrial activities are partly substituted for those 
‘connected with raw material imports. 
To replace the “cosmopolitan” approach with the “national” would 
‘require a reinterpretation of the entire doctrine no less fundamental 
than that which would be required if the distribution of wealth within 
the economy were not to be accepted as “given.” In both cases the 
“votes” of the consumers and of the producers whose behavior de- 
termines the allocation of resources is held to be weighted incorrectly. 
The important qualifications arising from this consideration must 
either be disregarded, which means accepting the cosmopolitan point 
of view and taking the distribution of wealth and income as given; 


"`. or they must be dealt with in the framework of a broad sociological 


approach extending to questions such as reprisals in international 
relations, the potential stability of different patterns of distribution 
within social communities, etc. In no event does it seem satisfactory 
to confine the reinterpretation of the “cosmopolitan” doctrine to in- 
dustries which, by importing raw materials, give rise.to foreign pro- 
_ ducers’ rents, 

~ The preceding analysis is not concerned with the genuine dis- 
- economies arising from phenomena such as the smoke nuisance, the 
wasteful exploitation of natural resources, etc. 

- So far as concerns the present heading—diminishing returns and 
rising transfer costs—we have found: (1) There is no divergence be- 
tween the ideal and competitive outputs. (2) Pigou originally believed 
..that output under competition is excessive because the total increment 
, to rent is not included as cost. (3) Under the force of Allyn Young’s 
criticism that rents are not social costs, Pigou gradually attenuated 
his thesis to the case of imports produced under rising supply price. 
_ (4) Writers who invoked the authority of Pigou after 1924 on what 
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had once been his cena thesis did so unjustifiably.** (5) Even the re- 

stricted foreign trade thesis has little or no validity: as a single 
qualification because the entire problem would have to be reformulated 
if this qualification, in conjunction with more important ones, were 
to become valid. (6) Since rents are not social costs, the relevant cost 
function——one which maximizes the total of consumers’ and producers’ 
` surpluses—is marginal cost in the sense of costs of the marginal 
unit of output alone (= average cost including average rent), that is, 
e or B, and not marginal cost including the total increment of rent, 
that is, y or a. (7) The atomistic single seller notices and acts correctly - 
upon the costs of e or B; he does not notice and should ignore the ad- 

ditional costs incorporated in y or a. 


IIL. External Economies 


Economists upholding the special tax in the diminishing returns 
case also maintain the necessity of a bounty for the realization of 
external economies. One of the most debated issues in the entire dis- 
cussion of the tax-bounty thesis has always been the reality of external 
economies.” Many supposed examples have proved to be spurious or 
far-fetched; but we do not propose to begin upon the painstaking 
inquiries into techniques and economic history which would be neces- 
sary to appraise the possibilities. Among the many difficulties and com- 
plexities, however, there are a few certainties. 

One is that if an “external economy” is an internal economy to an- 
other industry, the outcome is either monopoly in the second indus- 
try, or else the complete exploitation of the internal and hence the 
disappearance of the external economies.” If the outcome is monopoly 
in the second industry, costs are very unlikely to decline in the first, 
since a monopolist will respond to a rise in demand with a reduction 
of price only (1) in case he is operating in the downward range of his 
marginal cost curve (and the elasticity of the new demand curve is not 


2 Oscar Lange (and F. M. Taylor), On the Economic Theory of Socialism (Minneapolis,. ` 


1938), pp. 98-99; Jacob Viner, “Cost Curves and Supply Curves,” Zeitschrift fiir National- 
ohonomie, Vol. 3 (Sept., 1931), p. 42. l 


” In addition to the literature elsewhere cited in these pages, see the following: J. H. 
Clapham, “Of Empty Economic Boxes,” Econ. Jour., Vol. 32 (Sept., 1922), pp. 305-14; 
A. C, Pigou, “Empty Economic Boxes: A Reply,” ibid., Vol. 34 (Dec., 1922), pp. 458-65; 
idem and D. H. Robertson, “Those Empty Boxes,” ibid., Vol. 34 (Mar., 1924) pp. 16-31; 

G. J. Stigler, The Theory of Competitive Price (New York, 1942) pp. 106, 142-44; K. E 
Boulding,; Economic Analysis (New York, 1941), P 194; Joan Robinson, op. cit., Ap- 
pendix, pp. 337-43, 

* Thus Knight, op. cit., p. 229, and “On Decreasing Cost and Comparative Costs,” 
Quart. Jour. of Econ., Vol. 39 (Feb., 1925), pp. 331-33; and Joar Robinson, op. cit., p. 
340. 
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sufficiently smaller than was that of the old one to offset the downward 
slope of the marginal cost curve); or (2) if the new demand curve is 
more elastic than was the old one (and the upward slope of the marginal 
cost curve in the relevant range is insufficient to offset this circum- 
stance). i . 
Usually the monopolist will raise his price if demand increases, in 
which case such economies as are internal economies in the “second” 


k 
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Fic. 5.—Exzternal Economies in the Absence of Diminishing 
Returns and Rising Transfer Costs. 





industry will not lead to the realization of economies in the “first” 
industry. As Mr. Sraffa has suggested, the concept of external econo- 
mies may, however, be rescued by illustrations not depending upon 
lowering the price of a commodity supplied by another industry, but 
upon the better rendering of services.** The development of a skilled 
labor force, the migration of suitable labor, the appearance and 
progress of professional and trade associations and journals, and the 
like, are not to be dismissed as unrelated to output in every case. 
"When and if external economies exist, they must be incorporated 


~ Piero Sraffa, “Laws of Returns under Competitive Conditions,” Econ. Jour., Vol. 37 
(Dec., 1926), pp. 535-50. 
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into the structure of economic thean but it must bè confessed that 
the theoretical treatment of this subject still leaves much to be desired. 
The first stèp in reconstruction is a clear description of the cost func- 
tions and of competitive equilibrium. 

In Figure 5 we assume that there is no “scarce” ase for this par- 
ticular industry, and that its demand for factors is atomistic so that 
an extension of output does not cause rising transfer costs. The func- . 
tion e signifies, as in earlier contexts, average cost, or marginal cost 
in the sense of costs for the marginal output in contrast to smaller 
outputs.” The function is defined somewhat analogously to y and a 
as the total cost difference on aH units (marginal and intramarginal). 
If there are no external economies (or none unexploited), € and y 
coincide in a horizontal line; if there are, y lies below £. Thus without 
economies the per unit cost might be $4.00 for all outputs. With 
economies the first “unit” costs $4.00 if only one unit is produced; if 
“two units” are produced the second unit costs $3.00 and the costs of 
the first unit also decline to $3.00. At an output of two units e == $3.00, 
y = $2.00. 

We employ the symbol e because external economies have exactly 
the opposite significance to the industry as rising transfer costs. One 
must be on guard against an extension of the meaning of e from the 
behavior of output costs to the price of the variable factor; if e declines 
because of external economies, factor price almost necessarily rises. 
This probable rise, however, is disregarded in the graphic representa- 
tion and in the foregoing example, where the industry in question is 
assumed to be atomistic and consequently constant factor prices are 
assumed. 

The equilibrium to be expected from competition is determined by 
the intersection of DD’ and e. The costs of production at the margin 
will be equated to price. The circumstance that further expansion of 
the industry would reduce intramarginal costs will not produce such 
an expansion, since to the right of C costs at the margin fall short 
of price. Now it has been argued that optimum allocation in these cir- 
cumstances requires subsidizing the industry under consideration in 
such a manner as to make its output expand to I, corresponding to 
the intersection of DD’ with y (instead of £). 

This argument was presented by Pigou at the time when he first 
attempted to establish the proposition that increasing cost industries 
tend to overexpand in free competition. But while the proposition relat- 
ing to increasing cost industries was gradually limited to the foreign 


_ On the assumption of free competition, costs to all firms arè the same for their 
equilibrium outputs, 
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trade proposition previously discussed, the thesis that decreasing cost 
industries do not expand sufficiently was and is maintained by him ' 
and other authors.** It is worth pointing out that shifting resources 
into decreasing cost industries is not the same thing as shifting re- 
sources out of competitive increasing cost industries, since competitive 
industries may also operate under constant costs, not to speak of 
industries operating under monopoly and monopolistic competition. 
Besides, the proposition that the social optimum output of increasing 
cost industries is determined by S, functions (rather than S, func- 
tions)” would be basically different from the proposition that the social 
optimum output of decreasing cost industries is determined by S, 
functions (rather than S, functions), even if subsidizing decreasing- 
cost industries could be carried out only by taxing increasing-cost 
_ industries. We shall now be concerned with the second of these two 
propositions. 

The reasoning by which it can be shown that the argument relating 
to increasing cost industries is faulty does not affect the validity of the 
argument relating to decreasing cost industries. The crucial point here 
is that, while in conditions of increasing supply price, the rise in intra- 
marginal costs is rent rather than social cost, the decline in intra- 
marginal costs attending the expansion of decreasing cost industries 
is a social economy, #.e., social cost with a negative sign. One might 
therefore conclude that in conditions of decreasing supply price the y 
function expresses marginal social cost; and that the social optimum 
output is J instead of C.* The competitive output, one might con- 
clude, is determined by the socially “incorrect” cost function e, which 
fails to express the marginal saving in intramarginal social cost, that 
is, the saving in social cost on intramarginal units of the resource 
attending the increase in total output by a marginal unit. The y func- 
tion contains the necessary correction; and a permanent bounty in- 
- ducing the production of J is required to achieve optimum alloca- 
tion. It would have to be added that a two-dimensional presentation, 
like that in Figure 5, overstates the deviation from the optimum in 
case the industry is not atomistic. In this event the y curve shifts 
upward as output expands, since opportunity costs rise as resources 
are shifted away from other employments. 

This conclusion is correct if the external economies are “reversible” : 
the function actually expresses marginal social cost in case the 


~” A recent exposition of the thesis is found in Hicks, of. cit. 

™ Cf. Figure 1. 

We mean, of coubse, the corresponding distances along the abscissa. In the event of 
more than one intersection the optimum is reached at the intersection maximizing the 
expression f [D'(z)—W(x)]dx, where D(x) is the demand curve. 


` 
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economies appear with an expansion of output, but disappear if and 
when output subsequently contracts.” In the event of irreversibility’ 
the problem acquires different characteristics, however. It may be sug- 
gested that irreversible external economies. are much more significant 
than are reversible ones. Certain industries must usually reach some 
stage of growth before a geographical region starts to develop sig- 
nificantly and also before human and material resources become more _ 
specialized. But it is rarely true in these cases that a contraction of 
the output of any one industry would lead to a loss of the economies 
in question. 

If irreversible external economies are potentially present, competi- 
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Fic. 6—TIrreversible External Economies in the Absence of Diminishing 
Returns and Rising Transfer Costs. , 


tive equilibrium fails to achieve optimum allocation; at the same time 
I ceases to be the optimum output and the bounty required to 
achieve optimum allocation is temporary. 

` In the circumstances now considered the function loses its sig- 
nificance. What happens in conditions like these can best be expressed 
by the statement that the e function shifts permanently as we move 
downward along the curve. 


Assuming that transfer costs remain n unaffected by the output of the . ` 


industry in question and that the industry does not give rise to 
Ricardian rents, there will be a point (D) on the e curve to which an 
output (OM) corresponds that exhausts all potential external econo- 

® As was pointed out in the preceding paragraph, the function teases to be a curve if 


the industry is not atomistic. In this event W is a function of more than one variable. 
- The “curve” shifts upward when output expands, and downward when it contracts. 
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mies. Once that output is reached, the £ curve will intersect with the 
ordinates at Ad and it will be horizontal throughout its course. Before 
any output whatsoever is produced, the path of the function is marked 
by the points A, B, C, D; the curve is horizontal only to the right of D. 
- If a point lying along the curve (such as A or B) has already been 
realized, a movement backward, toward the ordinate, occurs along a 
horizontal line (such as AA. or BA»); whereas a movement forward, 
_ toward D occurs along the still unused portion of the original func- 
tion (such as ACBD or BCD). 

To say that external economies are mostly of this kind, instead of 
being “reversible,” may be interpreted to mean that they are typically 
dynamic phenomena. Whether shifts like these should be excluded 
from equilibrium analysis as Knight suggests and then relegated to 
“dynamic theory” is clearly a matter of convenience. The opinion may 
be expressed, however, that, so long as certain shifts of functions are 
on the same level of predictability as are movements along the func- 
tions, it is not very fruitful to distinguish between two types of theory 
dealing with these two kinds of changes respectively. The shifts re- 
flecting irreversible external economies surely are not always on the 
same level of predictability as movements along given supply curves. 
But the difference may in some cases be insufficient to warrant the 
exclusion of the phenomenon from the type of theory we are concerned 
with at present. 

Returning now to Figure 6, we observe that the conditions sketched 
there would, in the first approximation, justify a temporary bounty 
raising the output of the industry from OK to OM and thereby pro- 
ducing the lowest obtainable social cost curve for the commodity. After 
the discontinuation of the bounty the output of the industry drops to 
OL and social net output is higher than it was prior to the interference 
and higher than it would be if the bounty were continued. We said this 
conclusion was justified only “in the first approximation” because it 
distegards the waste involved in moving temporarily an excessive 
stock of resources into the industry under consideration. The perpetual 
income stream yielded by the capital value of the temporary excess of 
resources is a loss to be counted against the decline in social cost if the 
excess of resources (corresponding to the temporary excess output OM 
minus OL) is completely immobile. The more mobile the excess is, the 
smaller does the loss become. 

Moreover, by directly subsidizing certain processes, such as migra- 
„tion or the specialization of resources, it may be possible to induce, > 
at the “permanent” output level OL, the economies that would de- 
velop automatically at the output level OM, and thus to avoid the 
detour over the excessive output OM. Such temporary subsidies, raising 


y 
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the output of the industry from OK directly to OL, might i in certain 
circumstances achieve the maximum obtainable saving in social cost, 

with no sinking of an excessive stock of specialized resources into the 
subsidized industry. The detour over OM does involve costs of this 
character. If the costs of a detour are unavoidable the true optimum 
output which takes account of these costs may be different from OL 
since the temporary excess of output is not the same for the different 
potential final outputs.” 

In the preceding pages we considered external economies in isola- 
tion, disregarding diminishing returns and rising transfer costs. If, as 
seems plausible to assume, external economies occur in conjunction 
with the two cost-raising forces functionally related to industry output, 
the fundamentals of the preceding analysis are not altered. For a com- 
parison of competitive output with social optimum output it is not neces- 
sary to divorce the two cost-raising forces from one another, since 
neither of them upsets the identity of the two outputs in question. But 
- it is necessary to divorce the cost-dimintshing forces from those rais- 
ing cost, because the divergence of social optimum output from com- 
petitive output is determined by the cost-dimintshing forces, regardless 
of whether the interaction of all forces makes for increasing, constant 
or declining supply price. 

It should be repeated in this connection that statements like the 
foregoing one imply that it is fruitful to include in equilibrium theory 
the analysis of certain phenomena that in a sense are “dynamic,” 7.e., 
that reflect themselves in shifts of the curves used in traditional equi- 
librium theory. Reversible external economies, not implying shifts of 
the curves, are in all probability unimportant. Whether it is fruitful 
to take account of “dynamic”—that is, irreversible—external econo- 
mies in this type of approach depends on the degree of predictability, 
or, as it may be expressed alternatively, on the “regularity” of the 
phenomenon called external economies. Inclusion into the body of 
equilibrium theory may be warranted in some cases, but certainly not 
in all cases in which costs are declining “historically.” 


IV. Summary 


We have found that diminishing returns and external diseconomies 
(rising transfer costs) do not result in a divergence between social and 
competitive costs. Social cost equals resource (opportunity) cost, #.e., 
the cost of production of additional or marginal units. If this cost 


“If the distance between the demand curve and the original cutve increases monoto- 
nously to the right of OK, then the temporary excess will be smaller for final outputs 
smaller than OL. 
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advances. because of diminishing returns or rising transfer costs, the 

higher cost to society is completely exhausted by a price covering the 
increment to costs on marginal units. The increment to rents on intra- 
marginal units are not social costs; they do not enter into competitive 
supply prices and they should not. The statement made by certain 
writers™ that an ideal allocation of resources requires that production 

be guided by “marginal cost,” and not by “average cost” as it is under 
competition is either meaningless or erroneous. It is meaningless be- 
cause cost including the total increment to rent on intramarginal units 
(y, a, and 6 )is “marginal cost” in one sense; and cost on the marginal 
units excluding these rents (e, B, and $) are also “marginal costs” in 
another sense; and because the second set of functions, forming the 
supply curves under competition, are both “marginal” and “average,” 

according as the cost is computed incrementally without rent, or aver-- 
aged including average rent. The statement is wrong if it means that 
functions such as y, a, and 8 represent social costs. 

When unexploited external economies exist, competitive output falls 
short of the optimum. But again this can not be expressed for all cases 
as a divergence of “average” and “marginal” cost, the former being 
represented as the correct guide. In the case of “reversible” external 
economies—those which disappear when the subsidy is terminated—a | 
marginal function such as y, which subtracts from the increment to 
costs attributable to the marginal unit in isolation the decrement to 
costs on intramarginal units occasioned by the external economies, 
should be regarded as the true social costs function.” But in the case 
of “irreversible” economies, the contrast of average and marginal costs 
_ can not be used to indicate the divergence of competitive from social 
costs, inasmuch as the economies simply cause a downward shift of 
average costs as a horizontal function up to each realized output; 
“marginal,” as anything distinct from this successive lowering of aver- 
age costs, has no meaning. 

Retrospectively, it is also worth remarking that the “atomistic” 
character of one producer’s output under competition, frequently 
thought to be crucial in the external economies—diseconomies con- 
text, is not decisive of itself. In the “diseconomies” case, as we have 
seen, the private calculus of the single competitive producer results 
in no divergence of competitive and ideal output, for rents are not 
social costs. Where there are genuine diseconomies ignored by the 
competitive producer—smoke nuisance, wasteful exploitation of re- 

"Lange, op. cit., pp. 98-99, n. 2; A. P. Lerner, “Statics and Dynamics in Socialist 
Economies,” Econ. Jéur., Vol. 47 (June, 1937), pp. 253-70. 


=P as was shown, is a function of more than one variable, and hence not a curve, if 
the industry in question is not atomistic. 
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sources, etc.—these results follow not from the atomistic character of 
production, but from technical or institutional circumstances as a 
consequence of which scarce goods are treated as though they were 
free; and the divorce of scarcity from effective ownership may be 
equally complete for atomistic, oligopolistic, and monopolistic private 
enterprise. 

The divergence of competitive from ideal output under external 
economies is more closely related to the atomistic position of the single 
competitor because, to the monopolist, y functions are the marginal 
cost functions if the economies are reversible; and he may take ac- 
count of the downward shift of the e functions if the economies are 
irreversible but predictable. It must not be overlooked, however, that, 
on the demand side, precisely the same circumstance—the non-atomis- 
tic position of the single producer—leads to the determination of out- 
put by marginal revenue which falls short of demand price. This in 
and of itself always tends to reduce output below the competitive level. 

We have found theoretical possibilities of achieving by state inter- 
ference more external economies than are given by competition; but it 
is, to say the least, doubtful whether frequent or extensive interfer- 
ence would be justified in practice upon this basis. Where economies 
are such as to be permanent (irreversible) once the requisite output 
is developed, we have an almost perfect analogy with the infant indus- 
try argument for tariffs, and little more need be said to emphasize the 
pitfalls. : 

The departure of the economist’s free competition from the ideal of 
social costs is in fact negligible for external economies and non-existent 
for the cost-increasing forces. The departures of actual competition 
and the manifold other market forces from free competition are strik- 
ing, just as the departures of actual forms of the corporate state, 


socialism, and planning from more or less ideal prototypes might also 
be striking. 


THE BEVERIDGE REPORT 


By EvELINE M. Burns* 


Not since the publication of Keynes’s Economic Consequences of the 
Peace has any work by an economist attracted such world-wide interest, 
both professional and popular, as has the Beveridge Report.’ At first 
sight such wide acclaim is difficult to explain, for social insurance has 
not in the past notably raised the emotional temperature of the general 
population or enlisted the active intellectual interests of any large 
number of economists. Certainly the interest which the Report has 
aroused cannot be attributed to the readability of the document. For 
despite the persuasive and reasonable approach of the author and 
some moving and eloquent writing, notably in Part VI, it makes diffi- 
cult reading, especially for the non-British reader, who is plunged 
almost at the outset into technical discussions of the place of Approved 
Societies in the administration of disability insurance and of the case 
for and against retention of a special scheme of workmen’s compensa- 
tion. Because of the method of organization adopted by the author a 
clear picture of the scheme as a whole and in its details involves con- 
stant reference back and forth, including continuous reference to 
Appendix A, the Memorandum by the Government Actuary, a task 
which is the more troublesome because of the absence of an index. 

Undoubtedly the main reason for the popularity of the Report must 
be sought in the temper of the times. It is the first concrete evidence 
that the generalizations about the better post-war world have content 
behind them. In addition, the plan in its broad outlines has the great 
advantage of simplicity. The concept of a single, all-embracing scheme, 
insuring the entire population against the major economic risks of 
life, providing uniform benefits adequate to live upon and financed 
by uniform contributions, can be understood by all. But for the econo- 
mist interested in social insurance and allied measures the Report is 
also exciting, because of the ground covered, the breadth of vision 


* Formerly a lecturer in the Graduate Department of Economics, Columbia University, 
the author, as Chief of the Economic Security and Health Section of the National Re- 
sources Planning Board, was Director of Research for the Board’s report on Security, Work 
and Relief Policies. l 

1Social Insurance and Allied Services. Report by. Se WruLram Beveripor. American 
edition reproduced photographically from the English edition and published by arrange- 
ment with His Majesty’s Stationery Office. (New York: Macmillan, 1942.) 
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and close reasoning of the author and the many implications of- the. 
proposals made. In terms of social insurance history it marks the end 
of one epoch and the beginning of another. 


a 


I. The Main Outlines of the Plan 


It should be noted first of all that the Report is essentially concerned > 
with assuring freedom from want, in so far as want is due to inter- 
ruptions of income or to the occurrence of costs unrelated to income 
to which all or the vast majority of the population are at some time 
or other liable. Despite frequent allusions to the necessity for more 
sweeping or far-reaching changes, such as the general proposals for a 
free medical service, or the reiterated emphasis upon the need for 
assurance of full employment, the body of the report and all its de- 
tailed proposals are limited to income maintenance. 

The specific risks against which the Plan would afford protection 
are very numerous. Sir William lists eight primary causes of need: | 
unemployment, disability, loss of livelihood by a person not dependent 
on paid employment, retirement through age, marriage needs of a 
woman, funeral expenses, childhood and physical disease or inca- 
pacity. For all except the last, detailed provision is made. The special 
provision for married women’s needs is especially noteworthy.’ 

Not all of these risks are experienced by the entire population. The 
Report divides the population into six groups, each of which will be 
protected against the risk or risks common to that group as a whole, 
and each of which will pay a uniform contribution whose amount will 
depend upon the variety of risks insured against. The six classes are: 
- (I) employees, #.e., persons whose normal occupation is employment 
under contract of service; (II) others gainfully occupied including 
employers, traders and independent workers of all kinds; (III) house- 
wives, 4.¢e., married: women of working age; (IV) others of working 
_age not gainfully occupied; (V) those below working age; and (VI) 
those retired above working age. 

Persons in Class I will be insured against loss of income due to 
unemployment, disability (including occupational hazards) and in- 
ability to earn because of old age. Those in Class II will be insured 

against loss due to old age or permanent disability. Married women 
(Class IIT) will be protected against the extra costs of maternity, 
marriage, the risks of widowhood and separation and, as the partners of 


In addition to the by now familiar protections against the loss of a breadwinner 
(through widowhood or separation) and the interruptions of the husband’s earnings 
(through unemployment, disability or retirement) the Report recognizes special needs of 
women incident to marriage and maternity and also provides for paid assistance to the 
housewife if she is physically incapacitated for household duties. 
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` their husbands, will participate in old. age, unemployment and disa- 
bility benefits. Persons in Class IV will be protected against income 
loss due to old age and permanent disability and, if dependent. upon a 
breadwinner whose source of income has disappeared, they may 
secure training to fit them for paid employment. Those in Class V will 
receive children’s allowances which will be paid. in respect of all chil- 
dren when the responsible parent is in receipt of insurance benefit or 
assistance and in réspect of all except the first child in all other cases. 
Those in Class VI will receive pensions on retirement due to old age. 

- Finally, the entire population will be protected against the two risks 
which are common to all regardless of family status, age, occupational 
classification or income—namely, ill-health and death—through a com- 
prehensive and free system of medical care and rehabilitation and by 
universal funeral benefits. 

The Report proposes to assure income and to meet extra family 

_and personal costs of child bearing and death almost wholly through the 
device of social insurance, that is to say, by cash payments which can 
be claimed as a right by insured contributors and their families without 

undergoing a test of need. There are no work programs or special meas- 

ures for youth: the only detailed provision for anything other than . 
a cash payment is the proposal that training should be a part of the 
provision made for certain specified groups. 

But while social insurance is to be the major instrument for securing 
income-maintenance, the Report recognizes that “it cannot be the only 
one . . . assistance is an indispensable supplement to social insurance, 
however the scope of the latter may be widened” (pp. 20-21). Accord- 
ingly, provision is made for a public assistance system which will give 
“cash payments conditioned upon proved need at the time, irrespec- 

‘tive of previous contributions but adjusted by consideration of indi- 

vidual circumstances.” This public assistance system will be the sole 
` form of public aid available to needy persons in Classes II and IV who 
have been exempted from social insurance contributions because pos- 
. sessing an income of less than £75 a year, for those who cannot satisfy 
the modest contributory requirements at the time of making a claim, 
and for those who have been disqualified from insurance by failure to 
comply with other requirements. At the same time it will always be 
_ available to supplement insurance benefits where special circumstances 
create abnormal needs, e.g., for special diet, household emergencies and 
the like. In view of the wide scope of the insurance system, the rôle 
of public assistance will be relatively small, although for. the next 
twenty years it will be invoked extensively to supplement the pensions 
payable to the aged.* 


*A further, but minor exception to the general policy of providing security through 
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The income-maintenance benefits provided by the Plan are frankly 
based upon the principle that they should “secure for all normal cases 
an income adequate for subsistence” (p. 76). In conformity with this 
principle, the Plan differentiates between individual benefits only to 
the extent that there is a reasonable basis for assuming that the costs 
of subsistence are lower for some groups of individuals than for others, 
e.g., married women living with their husbands would receive smaller 
benefits than single women, children receive smaller allowances than 
adults. And in view of the relatively slight geographical differences in 
costs of living for all items except rent, the Plan provides for no geo- 
graphical differentials in the money equivalent of the real standard. 
The principle of flat rates of benefit is departed from only in regard to 
persons permanently disabled as a result of industrial injury or dis- 
ease; for these, the benefit will be a percentage of wages or the flat 
rate of benefit, whichever is the larger. 

The financing of the scheme relies in large measure on social insur- > 
ance principles. Sir William estimates that by 1945 the scheme as a 
whole would involve expenditures of £697 millions, divided between 
the various services as follows (p. 104): 


£ millions 

Unemployment benefit, including training benefit ...... 110 
Disability benefit other than industrial ............... 57 
«Industrial disability ..................... sahara ld el uc 15 
Retirement: pensions 23 «46 oss ney es ee ae 126 
Widows and guardians benefit ...................-.. 29- 
Maternity grant and benefit and marriage benefit ...... 8 
Funeral grant secsec co ties ner i senio nimo earn bs Sa Bs 4 
Administration ..... T E E ES ESI L>. 

Total Social Insurance ..... EE S 367 
National Assistance, including administration ......... 47 
Children’s Allowances, including administration ........ 113 
Health and Rehabilitation Services ...... TAE TEE 170 


Family allowances and public assistance are to be paid for out of 
general tax funds. But toward the cost of all other benefits employers 
and all individuals of working age other than non-gainfully employed 
housewives (who will be insured through their husbands) will pay a 


benefits payable as a right irrespective of the resources of the claimant occurs in regard 
to aged persons and widows whose benefits are to be reduced on d@ccount of earnings. The 
reduction will, in effect, allow them to retain a proportion, but not the whole, of their 
earnings in addition to full benefit. 
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single EE The amount of the tax will depend upon the group 
to which the individual belongs, since this in | turn will determine the 
- range of benefits that can be claimed. 

The contributions of employers and workers will, however, pay . 
only a part of the total costs, even excluding children’s allowances and 
public assistance. The remainder is to be provided from the general 
tax revenues. Of the £697 millions, which includes the cost of both . 
children’s allowances and the projected national health service, 28 per 
cent would come from workers’ contributions, 20 per cent from contri- 
butions from employers, 2 per cent from interest on existing egal in- 
surance funds, and 50 per cent from the Exchequer. i 

The unified contribution from employers and workers is arrived at: 
by a summation of contributions for the different types of benefits, the ` 
division of costs between the three parties varying considerably on 
each. Thus, while as already pointed out, the state pays 100 per cent 
of the costs of children’s allowances and public assistance, it will bear 
one-third of the cost of unemployment benefit, one-sixth of the cost of 
retirement, disability and maternity benefits and of industrial disability 
not covered by the special industrial levy, and will make up whatever 
- may be the difference between the £40 millions of income from con- 
tributions to be earmarked for health services and the actual cost of 
these services. In addition, for both funeral. benefits and retirement 
pensions the state will meet the costs of bringing in the existing popu- 
- lation of all ages for the ordinary benefits at the flat rate of contribu- 
tion. In the case of old age this will be a very substantial charge. 

The respective contributions of employer and worker also vary for 
the different risks. Thus, the joint contribution is shared equally in 
~ regard to unemployment, disability (other than that covered by the 
special industrial levy in industries scheduled as hazardous) and retire- 
ment and widows’ pensions. On the other hand, insured persons pay 
the entire contribution for funeral, marriage and maternity grants, and 
most of the contributory income earmarked for health services. 

The administrative arrangements proposed are very simple. The 
central government will be responsible for the entire income-main- 
tenance program, to administer which a new Ministry of Social Security 
is to be created. It will operate through its own local offices in each of 
which there will be an Advice Bureau to which every person in doubt 
or difficulty can be referred and be put in touch with the various social 
services, official or unofficial, state or local, which may be appropriate 
for his needs. : 

There is also te be set up a Social Insurance Statutory Committee, 
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"independent of the Minister but with no executive powers. It will be ~ 
the duty of this body to make reports on which the Minister and 
Parliament decide, upon such matters as the financial situation of the ~. 
Social Insurance Fund, the adequacy of benefits, Rules and Regulations 
which are proposed by the. Minister, and any other matters connected 
with the comprehensive program referred to it by the Minister.‘ 

If the proposal for the nationalization of industrial assurance is 
adopted, there will be created a new central agency, an Industrial 
Assurance Board, to administer the program. The administrative ar- 
rangements proposed for the contemplated national health service are 
still somewhat vague, as would be expected in view of the very general 
‘character of the plan as outlined in the Report. It is, however, pro- 
posed that at the central level the Ministry of Health should be re- 
sponsible for the program. Just what part will be played by the local 
authorities will depend upon the character of the scheme that results 
from the negotiations now under way between the medical profession, 
the local authorities, and the government. 


II. The Relationship of the Proposals to the Existing System 


Despite the claims that have been made for the Report in some quar- 
ters and Sir William’s own statement that “A revolutionary moment in 
the world’s history is a time for revolutions, not patching” (p. 6), there 
is little that is revolutionary in terms of the British background and 
pre-war environment. Sir William himself has more truly described 
his Report when, after summarizing the features common to the new 
scheme and the old, he states: “The scheme proposed here is in some 
ways a revolution, but in more important ways it is a natural develop- | 
ment from the past” (p. 17). E 

It is no disparagement of Sir William’s brilliant work to say that it 


-should rather be regarded as the culmination of thirty years of policy 


evolution which began with the famous Poor Law Report of 1909. That 
monumental Report was epoch-making in two respects. It placed upon 
the record the shocking facts of poverty and destitution and demon- - 
strated the futility of the social measures which had hitherto been 
adopted for combatting these evils. And it proposed new methods of 
attack upon the problem which involved a sharp departure from the 


‘The Plan further envisages the creation in every industry scheduled as hazardous of 
statutory associations of employers and workers. Subject to the approval of the Ministry 
of Social Security, these bodies will be responsible for drawing up, and to some extent 
administering, plans for the reduction of industrial hazards in their own industries, and 
for supplementary benefits for injured workers. . ° 
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old undifferentiated and unconstructive approach of the poor law (or 
general relief) system.. | 

In the succeeding years the “break-up of the Poor Law” or, to use 
_ American terminology, the categorization of dependency, proceeded 
very far. Sir William himself contributed materially through the in- 
troduction of Unemployment Insurance in 1911. One by one various 
groups—the unemployed, the aged, the sick—were removed from the 
“ ambit of the Poor Law and given special treatment, which increasingly 
over the years took the form of Social Insurance. 

Taken as a whole, the present system bears very favorable compari- 
_ son with that in any other part of the world, except perhaps New 
Zealand, for there are no serious gaps in protection which result in a 
denial of basic security to any needy individual. But the emphasis is 
still on palliative rather than on preventive measures, on income- 
maintenance rather than on eradication of the evils that give rise to a 
need for socially provided income. 

Furthermore, as a result of the piecemeal manner in which reforms 
were carried through over thirty years, the system today exhibits 
inconsistencies and anomalies. New programs have been superimposed 
on old, and the rationality of the differing treatment given to groups in 
need for various causes is no longer apparent. Concessions made to 
certain interest groups at the inception of certain programs have sur- 
vived long beyond the period for which they were a necessary expedi- 
ent, and now impede both efficient service and economical administra- 
tion. Administrative arrangements and restrictive clauses, inevitable 
when programs were first introduced with limited coverage, have not 
been modified in the light of the potentialities of the increasingly com- 
prehensive scheme. It is noteworthy that the need for a more rational 
organization of the income-maintenance services was strongly empha- 
_ sized by almost every organization which presented evidence to the 

Beveridge Committee. 

At the same time there has been a remarkable change in British 
public opinion over the last thirty years as to the responsibility of the 
community toward the economically insecure and as to the form public 
_ provision should take. The change has primarily been due to increasing 
familiarity with, and growing confidence in, the principle of social 
insurance. The concept of a right to stated benefits and services which 
was introduced in 1911 represented a sharp departure from the older 
view that poverty was the fault of the individual, and that assistance 
when needed should be given through the Poor Law under deterrent 
conditions. To the,vast majority of British workers this deterrent treat- 
ment has come to be identified with the requirement to undergo a family 
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or household test of need (the means test), and social insurance, which 
obviates this necessity, has been highly prized accordingly. Social insur- 
ance, originally introduced for limited types of risks and, in the case 
of unemployment insurance, for a relatively small and selected group 
of workers only, was accepted because of. its analogy with private in- 
surance and because the economic risk due to any possible encourage- 
ment of personal irresponsibility seemed carefully circumscribed. 

Over the last 30 years, however, the contrast between treatment 
` under the Poor Law and under social insurance, and the very conveni- 
ence of the latter instrument for handling a large and unexpected 
volume of unemployment, led to insistent pressure for the extension 
of the insurance system, or, when this was found socially inexpedient, 
for an improvement in the character of the alternative Poor Law or 
Public Assistance. As a result, by 1940, social insurance was in fact 
very widely utilized to assure income maintenance. And the system of 
public assistance, as operated for instance by the National Assistance 
Board, had come to possess many of the features of social insurance, 
e.g., statutory scales of allowances, a greatly modified test of need 
subject to many legally exempted items, and rights of appeal for the 
applicant. Simultaneously, this revised assistance system, whose scales 
were necessarily based on costs of subsistence, began to exert an up- 
ward pressure on social insurance benefits. 

Thus, by the outbreak of the war, not only had social insurance come 
to be accepted as the most desirable method for providing income se- 
curity but also the view that benefits should cover the normal costs of 
subsistence was receiving a growing measure of approval. The evi- 
dence submitted to the Committee shows this very clearly. Demands 
for extension of social insurance coverage figured prominently in the 
memoranda submitted by the various organizations, while four or- 
ganizations (Political and Economic Planning, the Fabian Society, the 
Liberal Party Committee and the National Council of Women) urged 
that benefits for all programs should be at a subsistence or human needs 
standard, while the Trades Union Congress and the Parliamentary - 
Committee of the Codperative Congress urged money rates of benefits 
which exceeded those suggested in the Report. 

In this context it can be seen that the Beveridge Report is evolu- 
tionary, rather than revolutionary. The great contribution of the author 
. consists in his recognition of the fact that the end of one stage of 
development had in fact been reached and that the time was ripe for 
the reorganization and new unification of the various programs in con- 
formity with the changed social attitudes. 

The most noteworthy departures from past policies i in the Beveridge 
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Report are (1) the introduction of the principle of public participation 
in the costs of rearing all children (as against merely the children of 
persons dependent on public. aid), (2) the suggestion that the state 
should take over funeral benefit insurance and small life assurance up 
to £300 (industrial assurance), and (3) the frank acceptance of the 
doctrine that the benefits of all the income-maintenance programs 
should be based upon the normal costs of subsistence. A fourth major 
innovation, the proposed comprehensive and free health service, will 
not be discussed here because, except for a rough estimate of its costs; 
it is referred to only in broad and general terms in the Report. 

(1) The proposal to provide children’s allowance from general tax 
funds for all children in excess of one, in the case of parents not 
receiving insurance benefit or assistance, and for all children of parents 
in receipt of some form of public aid, has received a wide measure of. 
approval in Great Britain and was among the proposals formally ac- 
cepted by the government. Even the trade unionists which until re- 
cently had opposed children’s allowances for fear of their possible . 
disadvantageous repercussions on wage levels have come round to ap- 
proval of the plan. Such unanimity of approval is not surprising to those 
who are familiar with the British background. Quite apart from those 
who, like Miss Eleanor Rathbone and Sir William himself, have urged 
this policy on general principles for over twenty. years, the pressure for 
children’s allowances has been greatly intensified: by the expanded con- 
cept of social insurance and by the war. : 

The increase in the money value of social insurance benefits and the. 
provision of benefits for dependents had created real problems of 
disproportionality between wages and’ benefit in the case of low-paid 
and prolific workers, which had caused growing concern in the last 
. ten years. (See, for example, the Reports of the Unemployment Insur- 

ance Statutory Committee around 1937.) Hitherto the problem had 
_ been experienced mainly in unemployment insurance and assistance, 
but adoption of the Beveridge proposals to raise benefits on health in- 
surance and workmen’s compensation and to increase the real and 
money levels of benefits even on unemployment insurance (especially 
for children) means that the problem can no longer be ignored. Even 
before the war it was evident what the British answer would be: the 
doctrine of maintenance had secured such acceptance that a reduction 
in benefits or the use of a wage stop clause was out of the question. 
The alternative was to increase the social adequacy of the wage sys- 
tem by providing allowances for all children. To this evolutionary pres- 
sure has been added a growing population consciousness due to the 
war.” À 

In the words of Sir William, “With its present rate of reproduction the British race 
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basis. Nevertheless, the dependents’ benefits, even on Unemployment 
Insurance and especially those for children, were below the.costs of 
` subsistence, and the benefits of the two other major insurances—old age 
and survivors’ pensions and health insurance—continued to be far 
below this level. One consequence of this situation has been a sub- 
stantial amount of supplementation of insurance benefit by public 
_ assistance, especially for the aged and the sick. 


In addition to these three major innovations, the Beveridge Report 
involves a number of other important changes in the existing British 
social security system. It expands the coverage of the insurance sys- 
tem, not only by widening the area of risks covered—as in the case of 
children’ s allowance and death benefits—but it also increases the num- 
ber of persons covered by the scheme. The latter change involves the 
abolition of the present income limit for non-manual workers (which 
_ has already been raised from £250 per annum to £420 per annum since 
the war began) and the addition of the self-employed and all other per- 
sons of working age even if not gainfully employed, unless specifically 
exempted because not possessing an annual income of more than £75. 


_ The extension of coverage involved in the recognition of the special 


needs of married women is perhaps less-of a change than Sir William 
claims. Even under the present inadequate health insurance system 
there is a lump sum maternity grant: here the change involves merely 
a doubling of the amount previously granted. Payment of the marriage 
grant to women who were gainfully employed before marriage and of 
double sickness benefit during maternity to gainfully employed married 
women appear to be devices, less for the recognition of new risks, than 
compensations for the fact that the proposed unemployment and dis- 
- ability payments for working wives are less favorable than those for 
single working women. 

From many points of view, however, the most striking achievement 
of the Report is the proposed unification and integration of. the exist- 
ing patchwork of income-maintenance services. This involves several 
important changes. 

It first involves bringing together in one unified scheme, gov- 
erned by common principles and subordinated to common objectives, 
all the previously independent insurance programs. For unemployment, 
old age and non-industrially caused disability the proposal involves no 
fundamental change in approach but merely a rationalization and uni- 
fication of existing qualifying conditions and benefit rates, a matter 
which will be discussed in more detail below. But for funeral insurance, 
as already pointed out, the change involves the addition of a new state 
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(2) The suggestion that the state should take over funeral insurance 
and industrial assurance up to £300 represents a departure from exist- 
ing British policy of a different kind. Here Sir William appears to base 
his plea for an extension of public enterprise less on the grounds of the 
essentiality of this step to assure freedom from want than on the argu- 
ment that certain types of services of which these are examples are 
peculiarly suited to public operation. Such services are characterized 
by a widespread demand for them, by being articles as to whose value ` 
in relation to other things it is difficult for the buyer to judge, and by 
offering the possibility of great administrative economies if operated 
as a state monopoly. 

Accepting this view of the criteria for state operation, the case in 
favor of nationalizing industrial assurance and other forms of funeral 
_ Insurance is strong. Drawing on an extensive series of committees of 
` inquiry (the findings of which are summarized in an Appendix to the 
Report), Sir William has little difficulty in showing that the existing 
system of industrial assurance is wasteful, and pushed to a point 
`. -beyond the interests of the public as buyers of insurance. It is charac- 
terized by excessive costs of administration, and the proportion of 

policies failing to reach maturity is staggeringly high. . 
` The proposal that the state should take over all smali life assurance 
up to £300 and not merely the smaller proportion which is primarily 
funeral insurance is regarded by Sir William as among his “bracketed 
recommendations”; #.e., those which are not absolutely vital to the plan. ` 
‘His supporting argument rests partly on the general reasoning given 
above and partly on administrative expediency: namely, that indus- 
trial assurance is so closely associated with funeral insurance, which is 
in any case to become a state undertaking, that a separation of the two 
would be very difficult. ; 
(3) The third major change introduced by the Beveridge Plan, the 
. proposal that all the income-maintenance services should be based upon 
the normal costs of subsistence, is of fundamental importance. Hitherto 
the official position has always been that there was no necessary con- 
nection between the two, despite the developments to which attention 
was drawn above, and which by the early 1930’s had caused unemploy- 
ment benefits to compare very favorably with the great majority of 
public assistance scales which were admittedly on a maintenance 


cannot continue: means of reversing the recent course of the birth rate must be found 
. . . children’s allowances can help to restore the birth rate, both by making it possible for 
parents who desire more children to bring them into the world without damaging the 
chances of those already born, and as a signal of the national intefest in children, setting 
the tone of public opinion ... the small families of today make it necessary that every 
living child should receive the best care that can be given to it” (p. 154). 
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service, while for workmen’s compensation the proposals mean com- 
plete supersession of the existing program and inclusion of provision 
for industrial ‘accident and disease within the unified social insurance” 
scheme. 

As in the United States, the arrangements made in Great Britain 
for protection of workers against income loss due to industrially caused 
disabilities have always operated on principles that differed from those 
governing protection against old-age, unemployment or general dis- 
ability.° Whatever gains the system may have represented over the 
arrangements in force at the end of last century, they are more than 
outbalanced by outstanding weaknesses, especially when the scheme 
has to stand comparison with the newer social insurance programs 
which have been introduced in the interim. In the words of Sir Wil- 
liam, the case for supersession of workmen’s compensation rests “not 
on a denial of any good in the present system, but on the possibility of 
replacing it by a better system” (p. 36). It is accordingly proposed that 
the general disability insurance program should provide benefits for 
loss of earning power due to disability, however caused, and that all 
persons should be entitled to medical treatment and rehabilitation 
through the new national health service. This latter proposal is a really 
progressive step, for it was the outstanding weakness of the old work- 
men’s compensation arrangements that they made no provision for 
medical care and restoration of earning power, and the facilities avail- — 
able under the existing general health insurance program, which were 
all the worker could claim, were sadly inadequate. 

Although the Plan would thus subsume industrial health risks under 
the unified general scheme, two concessions to the traditional approach 
are made. The pensions payable in case of prolonged disability due to 
industrial causes are to be based upon a different principle from all 
other benefits, and although both workers and employers will share 
in the costs of the scheme there will be an additional industrial levy 
imposed on employers in industries scheduled as hazardous, to meet a 
proportion of the costs both of disability benefits and industrial pen- 
sions in these industries. 

The second big change which will be caused by the unified 


“The system places upon each employer a legal liability to compensate any employee for 
loss of earning capacity due to accident or industrial disease and provides compensation 
irrespective of any direct or indirect negligence of the employer and in spite of negligence 
by the employee. Compensation is accordingly based on the principle of a division of loss 
between the employer and the employee and relates the amount, subject to a maximum, 
to the average earnings of the employee. The employer may. insure himself against his 
liability in any way he pleases or, except in coal mining since 19349 he may not insure 
at all. en . 
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scheme proposed in the report is a removal of anomalous benefit pro- 
visions. As the Report points out: “An adult insured man with a wife - 
and two children receives 38 shillings per week should he become 
unemployed: if after some weeks of unemployment he becomes. sick 
and not available for work his insurance income falls to 18 shillings. - 
On the other hand a youth of 17 obtains 9 shillings when he is un- 
employed, but should he become sick his insurance rises to 12 shillings 
per week” (p. 6). Similarly, the benefits, both medical and cash, re- 
ceived by workers from the health insurance program to which all 
workers contribute equally vary from worker to worker, depending 
on the financial status of the Approved Society of which each is a 
member. And, while the tests of need applicable to persons seeking 
public assistance have been increasingly unified because of the growing 
scope of the clientele of the Assistance Board, there are still three 
different standards of need administered by the central government 
(for unemployment assistance, for non-contributory pensions, and for 
supplementary pensions), while those for general public assistance 
vary from one county to another. 

~ The Beveridge Plan would replace this heterogeneity by a system 
of uniform insurance benefits for all major risks, differing only because 
of the differing subsistence needs of certain groups, plus a single public 
assistance program applying a uniform test. The standard rate of bene- 
fit, determined on the basis of budgetary and cost-of-living studies and 
the results of social surveys, is 24 shillings for a single man or woman, 
40 shillings for a man and wife, and provides 8 shillings for each child 
whether income loss is due to short- or long-period unemployment, 
temporary or permanent disability or old age. The proposed rates in- 
volve some increase in existing unemployment benefits but the most 
notable change is in health insurance where the old permanent disability 


`. benefit for a man, wife and two children is raised from 10 shillings 6 


pence to 56 shillings. In addition, the Plan would abolish the pre-war 
_ differential between agricultural and general unemployment benefits, 
and between the benefits payable to single men and single women. 
There are, however, three exceptions to this uniformity: (a) For 
permanent industrial disability the benefits are to be equal to the. 
greater of this uniform sum or two-thirds of previous earnings (up to 
a maximum of 60 shillings) plus children’s allowances. The arguments 
in support of this proposal are not very convincing and it seems likely 
that the provision is a concession to the strength of trade-union feeling. 
(b) Lower benefits for unemployment and disability are payable to 
gainfully employed married women on the ground that their sub- 
sistence needs are less, because housing accommodation will be provided 
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by the husband’s earnings or benefit and that, in any case, married . 
women should not complain because they are the major beneficiaries 
of the maternity benefits (which are 50 per cent above the unemploy- 


ment or disability rate) although they pay no more in contributions - . 


than single women. “. . . in the unified scheme the balance of contri- 
butions and benefits must be looked at as a whole and not individually. 
In that scheme housewives cannot complain of inequity”: (p. 51). 
(c) The full rates of benefit for the aged will be reached only at the end _ 
of twenty years, primarily because of the relative costliness of the old ° 
age program and because “It is dangerous to be in any way lavish to old 
age, until adequate provision has been assured for all other vital 
needs...” (p. 92). 

The third step toward unification of the existing maintenance serv- 
ices involves a unification of all social insurance contributions. So 
far as existing programs are concerned, the change is not very great: 
owing to the merging of contributions for old age and sickness, the 
workers and employers today pay two contributions only. The effect 
of the various proposals outlined above will mean that in the future 
. employers will pay to the state as part of the unified contributions some 
or all of the payments previously made as private insurance against 
workmen’s compensation risks, while workers will no longer find it 
necessary to pay additional sums for private insurance against the 
_ risks of ill-health and the costs of funerals. 


The proposals for unifying and rationalizing the administration of 
the various social insurances and related services involve far-reaching 
departures from existing British practice. Nevertheless, the one which 

will strike Americans as most novel—namely, the vesting of complete 
- responsibility in the hands of the central government—involves a rela- 
tively slight change from the present British situation. The social in- 
surances ever since their inception have been the administrative re- 
sponsibility of the central government, even in health insurance where 
there was very great delegation of powers to the Approved Societies. So 
too have non-contributory old age pensions. The vital step toward 
centralization of all public aid services was taken in 1934, when, by the 
creation of the then Unemployment Assistance Board, the central 
government undertook sole responsibility for a major service based | 
upon need. This was followed soon after the war by a transfer to 
Whitehall of the program for supplementing, on the basis of need, the 
old age pensions both contributory and non-contributory. Today, there- 
fore, the public aid responsibilites of the British local*authorities have’ 
shrunk to almost insignificant proportions. 


~ 
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The more significant changes, in British terms, involve (1) the su- 
persession of the Approved Societies as administrators of the health 
insurance program and (2) the proposed creation of a new Ministry 
' of Social Security which would take over the income maintenance 
. services now divided between various Whitehall departments. 

The use of largely autonomous Approved Societies as the major 
administrative agents for health insurance had been a concession to the 
powerful Friendly Societies at the time the scheme was introduced. 
Sir William urges their supersession on the grounds (a) that, because 
the privilege was extended to private insurance companies, the ar- 
rangement has not in fact operated as a vehicle for self-government, 
which was originally a powerful argument for their use; (b) that their 
existence has Jed to gross inequalities of treatment as between insured 
individuals and impedes improvement in the quality of service for all; 
(c) that their retention leads to unnecessarily high administrative costs 
and is an obstacle to unification of the whole social insurance system. 

The second novel administrative change proposed is the creation 

` of a Ministry of Social Security. At the present time central responsi- 
bility for the various public aid programs is divided among five White- 
hall agencies.” The new Ministry would take over all their functions, 
except responsibility for medical care which would remain with the 

' Ministry of Health, and would also take over from the local authorities 
all their remaining public aid functions other than treatment and serv- 
ices of an institutional character. Sir William leaves undecided the 
appropriate location of the Employment Service, now under the Minis- 
try of Labor, although apparently leaning to the view that it should 
be transferred to the new Ministry. 


TII. Major Problems Raised by the Report 


Inevitably a plan of such scope, and concerned with one of the 
major problems of our times, raises many fundamental economic and 
social problems. Only four will be touched upon here: (1) Will the, 
plan if adopted abolish want? (2) What will be its effect upon enter- 
prise, including the enterprise’ of government? (3) Is the plan financial- 
ly feasible? (4) Is the specific technique proposed, almost exclusive 
reliance upon socal insurance, technically workable? 

(1) On the major question whether adoption of the Beveridge Plan 
will bring about freedom from want, Sir William’s answer is not en- 

`The Ministry of Labour (unemployment insurance); the semi-autonomous Assistance 
Board (unemployment assistance and supplementary pensions); the Ministry of Health 
(national health insurance, contributory old age and survivors’ pensions and some public 


assistance supervision); the Home Office (workmen’s compensation); the Customs and 
Excise Department (non-contributory old age and blind pensions). 
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tirely clear. At one point he emphatically states that “it is clear that 
abolition of want by redistribution of income is within our means” 
(p. 167), and from the context it is evident that he is thinking of 
“means” in basic economic, rather than money, terms. On the other 
hand he asserts that whether or not freedom from want is a feasible 
post-war aim depends not only on the preparation and adoption of a 
` social security plan such as he proposes, but also on continuing inter- 
national economic coöperation and on readjustments in the British post- 
war economy so as to secure full employment (p. 168). And he fre- 
quently refers to “the assumptions on which the Social Security Plan 
is based.” 

These reiterated assumptions are that children’s allowances will be 
introduced, that a free and comprehensive health and rehabilita- 
tion service will be created, and that steps will be taken to maintain 
full employment (p. 120 and all of Part V). The assumption regarding 
full employment, in particular, has been cited in support of the allega- 
tion that the author himself admits his plan is impractical unless this 
is assured. In fact, however, Sir William specifically demonstrates by 
an analysis of data relating to the years 1936 and 1937, that want could 
have been abolished before the war by a redistribution of income of the 
kind he has in mind (pp. 165-66), even when unemployment was con- 
siderably in excess of his assumed “full employment norm” of 8% per 
cent. 

A careful reading of the Report suggests that the author’ s position 
is in reality somewhat as follows: First, “want is only one of five 
Giants on the road of reconstruction and ‘in some ways the easiest to 
attack. The others are Disease, Ignorance, Squalor and Idleness” 
(p. 6). Second, freedom from want in turn involves two steps: a redis- 
tribution of income within and between classes and a general level of 
production sufficiently high so that the resulting share of each will yield 
a volume of goods and services adequate for basic needs. Redistribution 
can be assured through social insurance and children’s allowances. The 
general level of production is already so high that unless the British 
are to be very much poorer in real economic terms than they were 
before the war, which he argues is unlikely, a redistribution would 
yield to all an income sufficient for subsistence as he has defined it. 
Unemployment would of course pull down the general level of produc- 
tion but here again it is argued that it would have to be very greatly 
in excess of the assumed 87⁄4 per cent to endanger the- subsistence 
minimum. Want is, however, only one of the evils of our time. A com- 
plete solution of the problems of reconstruction will call for measures 
additional to a plan fer Social Security; namely, health services, a 
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policy of full employment, a broad housing program, and an educational 
campaign to teach people how to use their incomes more efficiently and 
to appreciate the fact that the expanded community responsibilities for 
the individual carry with them obligations on the part of the individual 
to contribute to the well-being of the community. 

Throughout the Report Sir William makes a very good case for the 
assertion that freedom from want can be assured by adoption of his 
plan now, or in the forecastable post-war future. The current confusion 
and misunderstanding of his position on this vital question, seems, if 
the above interpretation be correct, to be due to his failure always to 
make it sufficiently clear whether his “assumptions” relate to the Plan 
for Social Security, to the attainment of freedom from want, or to! 
the broader objective of overcoming all five of the evils to which he 
has drawn attention. Furthermore, the treatment of children’s allow- 
ances and full employment as assumptions of the Plan for. Social Se- 
curity does not seem in keeping with his own analysis of the problem 
of want and the remedies called for. It would follow from his analysis 
of the need for a double redistribution of incomes that children’s 
allowances are an essential part of the Plan itself, as Sir William 
admits, at one point (p. 112), while full employment is primarily di- 
rected against another of the “Giants,” namely idleness, and only in 
secondary degree is it an assumption underlying the Plan. Finally, if 
attention was to be drawn to the other measures necessary to combat 
the remaining four “Giants” (Disease, Ignorance, Squalor and Idle- 
ness), it is difficult to see why he selects only measures concerning the 
first and the last and fails to elevate Educational Policy and Housing: 
to an importance equal to Health Measures and Full Employment. 

(2) What of the effects of the adoption of the Plan upon enterprise? 
- Here Sir William has less that is convincing to say. Obviously, much 
will depend upon the differential between the guaranteed minimum in- 
come and the level of money wages. No comparison is given between 
the new levels of benefit and present and probable future wage distribu- 
tions. It seems likely, however, that at least for workers in agriculture 
and for other low-paid workers the differential may be very small (a 
possibility which, as shown below, is recognized by the author). It 
would seem that on the whole Sir William relies partly upon the past 
behavior of British workers, partly on certain controls within the insur- 
ance system itself, and partly on a hope that any possible losses due to 
diminished enterprise will be more than offset by the greater energy 
and vigor that would characterize a more meaty and better fed popu- 
lation. 

The effect of the plan upon the initiative of employers is only lightly 
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- touched upon,’ although in the case of industrial accidents the incentive 
to take all possible steps to reduce risks is retained through the provi- 
sion for special assessments against. hazardous industries and the pro- 
posal to vest in boards of employers and workers in individual indus- 
tries direct responsibility for proposing positive controls. 

So far as government is concerned, and particularly the enterprise 
to effectuate a policy of full employment, there is one aspect of the 
Plan which is very questionable, namely, the proposal to pay unem- 
ployment insurance for as long as a man is unemployed. In past years 
Sir William was among the foremost critics of the system of unlimited 


benefit that prevailed from 1927 to 1931, on the ground that by relax- -` 


ing public pressure this simple device for meeting income loss made it 
all too easy for an unenterprising government to evade adopting posi- 
tive policies for the reduction of unemployment. The arguments in 
support of this criticism were, and remain, convincing. 

There is another undesirable repercussion of the policy of paying 
indefinite unemployment insurance benefit: the demoralizing effects of 
prolonged idleness with an assured cash income. Sir William proposes 
that receipt of extended benefit be accompanied by the requirement to 
undertake training, but he later admits that “this proposal is imprac- 
ticable if it has to be applied to men by the million or the hundred 
thousand” (p. 163). All past British experience with training meas- 
ures, unaccompanied by adequate work programs, bears out the truth 
of this judgment, even if the trainees number only a few thousands. 

(3) The narrowly financial problems raised by the Plan have so far ` 
received major attention from critics. It is a real merit of the Report 
that Sir William quantifies his proposals, a task which is the easier 
because the Plan involves the entire population and uniform benefits. 
It should be noted, however, that the provisional character of the cost 
estimates is again and again emphasized. They are put forward as a 
“basis for discussion only.” Although Britain’s thirty years’ experience 
with insurance programs provides a firmer basis for estimating costs 
than is available, for example, in the United States, a careful reading. 
of the Actuary’s Report (Appendix A), which is an essential part of 
the Report as a whole, reveals how wide is the probable margin of error. 

Because of the uncertainty surrounding war casualties no attempt is 
made “to adjust for the effect of the war on the size and constitution 
of the population surviving at its termination, and consequently on the 

*“At whatever reasonable point the employer’s contribution is fixed, it is a small part 
of his total bill for labour and his costs of production; it is a sign of an interest which 
he should feel and does feel in the men whose work comes under his centrol” (p. 119).... 


For the employers the plan imposes an addition to their costs for labor which should be — 
well repaid by the greater efficiency and content which they secure” (p. 167). 
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births and the population in the ensuing period” (p. 180). This un- 
known element is of particular importance in the old age and survivors’ 
program and for children’s allowances. The latter is roughly estimated 
to account for £113 millions of the total expenditure of £697 in 1945, 
but no attempt has been made “to measure the possible effect on the 
fertility rates in future of changes in economic and social conditions 
as they may be affected, inter alia, by the grant of universal children’s 
allowances” (p. 180). i 

On two of the programs, public assistance and the health service, the 
estimates are admittedly little better than guesses.’ Again, the costs at- 
tributable to unemployment risks are based upon an assumed post-war 
rate of unemployment of 834 per cent (the equivalent of 10 per cent 
in industries at present subject to unemployment insurance). In fact, 
unemployment in the period between the two world wars was greatly 
in excess of this level, and the Statutory Committee on Unemployment 
Insurance had adopted an average of 15 per cent as a reasonable figure 
in evaluating the financial status of the Fund in the thirties. The reduc- 
tion to 8% per cent follows from Sir William’s assumption of the adop- 
tion of full employment policies, but on this basis 814 per cent seems 
an unduly pessimistic figure. Even the estimates of disability and old 
age insurance costs are subject to a serious margin of error. The first 
involves a guess as to the effects of a comprehensive health and rehabili- 
tation service on claims for disability benefits, in regard to which the 
actuary remarks, “The position is definitely speculative”; while the 
second calls for forecasts of the effect of inducements to postpone 
retirement on the actual age of retirement. 

Attention is drawn to these uncertainties, not in criticism of the 
author for presenting estimates, but to underline their provisional char- 
acter and to indicate to how large an extent the task of the actuary in 
preparing social insurance estimates involves the making of economic 
and social judgments. 

In any case, in discussing the financial burden it is important to 
- recall that the Plan is fundamentally a redistribution of income both 
within and between social classes. So long, therefore, as the sum to be 
‘redistributed does not exceed the total national income the problem 
is really one of whether the people as a whole are willing to devote any 

”The figure of £5,000,000 for public assistance other than assistance pensions “is a token 
figure covering a number of categories... . There are no means of assessing the probable 
cost with any precision” (p, 200). Regarding the much more important item for the health 
service it is stated only that “a precise estimate cannot be formed” and that “after con- 
sultation with the Ministry of Health and the Department of Health for Scotland a 


round figure of £170,000,000 has been taken as a suitable measure for this purpose” 
(p. 201). 
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given proportion of the total available income to ensuring a minimum - 
standard of living for everyone. The 1945 expenditure under ‘the Plan 
would amount to some 12 per cent of the national income (assuming the 
1938 level increased by 25 per cent in accordance with the price rise 
assumed in fixing the benefits under the Plan).*° 

The Report proposes to increase the contribution provided directly 
by workers from 1 shilling 7 pence (nearly 2 shillings at 1945 prices) 
to 4 shillings 3 pence weekly. But as Sir William shows, in 1937-38, _ 
expenditures per adult man for private insurance premiums and medi- 
cal care (much of which would be unnecessary under the Plan) 
amounted to almost twice the state insurance contributions. The pro- 
posed 4 shillings 3 pence, therefore, involves a net reduction of the 
present proportion of income typically earmarked by workers for the 
achievement of security. If further evidence were needed that British 
workers are willing to devote a substantial proportion of income to 
this end, it is provided by the great enthusiasm with which workers 
have greeted the Beveridge Plan. 

The expenditure from public funds, as compared with the existing 
scheme, involves an increase of £86 millions, or a little over 30 per cent, 
by 1945 and £254 millions, or almost 96 per cent by 1965." Here 
again, the question is not one of ability but of will: How far will the 
taxpayers as a whole be prepared to devote this sum to abolishing want 
as against other possible objects of expenditure? Sir William believes 
they will, because his plan involves putting first things first: “bread 
for all before cake for anyone.” Obviously the question is one for the 
social historian, not the economist. f 

The price to be paid by employers, which will increase from £83 
millions to £137, or by about 69 per cent, is also in part replacement 
of private by public insurance premiums (through the new workmen’s 
compensation arrangements). Here, more opposition is likely to be met. 
Sir William’s arguments for retention of the payroll tax are, indeed, 
not very convincing except in regard to industrial disability. He admits 
all the familiar objections, both social and economic, but feels that 
these are outweighed by the idea that the employers’ contribution is a 
mark of the concern felt by employers for their workers and because it 
is desirable “to give to employers a definite status, based on contribu- 

* In fact it may prove less than this for it seems likely that the loss in foreign investment 


and shipping income, etc., may be outbalanced by the significant increase in productivity 
that has occurred during the war and by fuller employment. . g 

=“ The real increase in the Exchequer liability lies between these figures. The sharp rise 
in payments is due to present underpayments by the state for old age and survivors’ 
insurance in accordance with financial arrangements to avoid the accumulation of a 
reserve. 
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tions, for making representations as to the administration of social 
- insurance and its possible improvement” (p. 109). It is a pity that the 
author, in the course of his sweeping reorganizations, did not seize the 
opportunity to eliminate what has always been a questionable feature 
of social insurance financing, which was defensible only so long as 
` social insurance was a novel form of public aid, and only so long as the 
risks insured against were narrowly industrial, the group covered was a 
fraction of the population, and the real incidence of the payroll tax was 
~ not widely understood. 

(4) There remains the final question whether a single system paying 
uniform benefits is an appropriate instrument (as compared with other 
social devices) for bringing about freedom from want. Analysis of the 
Report reveals that the author has some doubts. Despite the relative 
homogeneity of costs of living and wage rates (as compared, for exam- 
ple, with the United States) there are none the less important differen- 
tials, notably in rent and between levels of remuneration in agriculture 
and industry. 

When typical working families’ expenditures on rent range from 4 
shillings 7 pence in agricultural areas to 16 shillings in London, it is 
difficult to see how subsistence, and no more than subsistence, can be 
provided through a uniform money payment. Sir William pins his hopes 
on a vast housing program. Similarly, the lower wage levels in agricul- 
ture create difficulties both in regard to the uniform contribution, which 
will be quite onerous, and to the uniform payment, which may be dan- 
gerously close to agricultural wages. Sir William replies that “it seems 
right to base social security for the future on the assumption that agri- 

- culture will have a status equal to that of other industries in respect of 
terms and conditions of service” (p. 62). One can hazard the guess that 
in both cases the more likely alternative is an introduction of geo- 
graphical (or urbanization) and occupational differentials. Sir William 
provides for this possibility through subsequent recommendations to be 

- made by the Social Insurance Statutory Committee. But it should be: 

noted that this will involve a sacrifice of that simplicity which is one 
of the popular features of the Plan." 


Sir William is undoubtedly right in thinking that his countrymen 
care greatly about the abolition of want. He has offered them a rational 
and orderly program. Some portions of his program, such as that 


3 On the other hand, it seems likely that the one major departure from uniformity which 
the author recommends, the postponement of the full subsistence benefit to the aged for 
20 years; will not gommand public support. For despite the increasing numbers of the 
aged, which cause Sir William so much concern, he does not seem to have allowed for 
the unpopularity of the very low benefits now payable. 
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dealing with small life assurance, may be dropped and the basic money 
benefit may not reach the full subsistence level for some time. But it 
seems safe to predict that the next ten years will see the carrying into 
effect of his major proposals, including children’s allowances, a compre- 
hensive health service and a rationalization and unification of the 
present patchwork of programs along the general lines that he has 
suggested. Certain it is that his proposals will stimulate discussion in 
the field of social insurance and the allied services for many years to 
come. TE 


THE INTERNATIONAL CLEARING UNION 
By I. pz VEcH* 


The Proposals 


. On April 7, 1943, the British Information Services in New York 
published the “text of a paper containing proposals by British experts 
for an International Clearing Union,” of which Lord Keynes is be- 
lieved to be the principal author. On the same day the United States 
Treasury made public its own “preliminary draft of a proposal for an 
-International Stabilization Fund.” On July 12, the Canadian Govern- 
ment released “tentative draft proposals of Canadian experts for an 
International Exchange Union.” 


The Perspective of the Present Paper 


None of these proposals are official proposals of the respective 
governments. Since, however, they are aimed to influence post-war eco- 
nomic policy and, in fact, to create new instruments and forms of post- 
war organization, the proper perspective in which to view them is that 
of their advantages and disadvantages to the eventual high contracting 
parties rather than that of their conformity to ideals in an otherwise 
perfect—or at any rate irrelevant—world. It is perhaps unnecessary 
to emphasize that in the following discussion relative advantages are 
meant in terms of long-term welfare and not of the penny-wise, pound- 
foolish policies that are most frequently associated with self-seeking 
international economic aspirations. 

In spite of due regard for the ability of the United States and 
© Canadian experts and the originality and merit of their proposals, both 
the intellectual glamour of Lord Keynes and limitations of space de- 
mand concentration on the British proposal. 

It is proposed, first, to quote the stated purposes of the Keynes Plan 
and its tentative provisions. This will be followed by sections reviewing 
the provisions that seem most important. The final section will deal 
with some basic problems of post-war loan and currency policy. 


The Purposes of the Keynes Plan 


The avowed purposes of the Plan are very ambitious. They are 
stated in seven points, as needs for 


* Mr. de Vegh is a consulting economist in New York. 
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1. an instrument of international currency to make bilateral arrangements 
superfluous, ~ 

2. an orderly method of determining foreign exchange values, 

3. a quantum of international cnreugy: -that is Een to deliberate expan- 
sion and contraction, 

4. a stabilizing mechanism to exert pressure on countries whose payments . 
tend to become unbalanced, f 

5. starting off every country after the war with a stock of reserves appro- 

priate to its importance in world commerce, 

a central institution to support other international institutions, 

. a means of reassurance that methods of restriction and discrimination 

will be unnecessary. : . 


a ey 


All this is to be accomplished by the creation of an International 
Clearing Union based on international bank money called bancor. “The 
Central Banks of all member States (and also of non-members) would 
keep accounts with the International Clearing Union through which 
they would be entitled to settle their exchange balances with one another 
at their par value as defined in terms of bancor. .. . The idea underlying 
such a Union is simple, namely, to generalize the essential principle. of 
banking as it is exhibited within any closed ‘system. This principle is 
the necessary equality of credits and debits.” 


Compulsory vs. Permissive Clearing 


The stated objectives of the Plan all seem meritorious to the highest 
degree. Yet the need for an instrument of international currency to 
make blocked balances and bilateral clearings unnecessary and the two 
explanatory statements quoted require some comment. 

As long as member states are merely entitled to use the clearing | 
accounts, bilateral payments and clearing agreements would seem to be , 
compatible with the Keynes Plan. It is also easy to visualize conditions 
in which bilateral payments agreements would be advantageous to 
some of the member countries. Moreover, as will be seen, the Plan 
does not propose to do away with control over international capital 
movements, a major source of blocked balances. 

Blocked balances and bilateral clearings could not arise, however, 
if the central banks of the member states were compelled rather than 
entitled to settle all international balances through the Clearing Union. 
A compulsory international clearing system would provide a frame- 
work for international economic collaboration, agreements, and inter-. 
national. economic policy in general that would be more rigorous than 
its alternatives. It would eliminate much loose thinking and many of the |. 
penalties of loose thinking. It would not hamper the-efreedom of trans- _ 
actions. “ 
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The gold-standard was a clearing system in the Keynes sense but it 
had none of the safeguards and the. latitude in conscious control that 
the Plan proposes to create, except possibly in so far as it was a sterling 
exchange standard controlled from London. Even these London con- 
trols were, however, unsophisticated and haphazard. 

The statement that the Union is based on the essential principle of 
commercial banking is undeniably true but not very remarkable. Any 
clearing union would have to embody tHat principle as far as it goes 
and the clearing aspects of the proposal are relatively unimpressive. 

The really interesting and imaginative aspect of the proposed Union 
is that it is an extension of the principles of the Sterling Area and of the 
gold standard, and their adaptation to post-war requirements. In this 
the Plan shows the boldness of imagination one would expect from its 
author. 


The Specific Provisions 


The Plan proposes eighteen specific provisions to form a basis of dis- 
cussion. These should perhaps be listed for purposes of reference: 


(1) All the United Nations will be invited to become original members. 

(2) The Governing Board shall be appointed by the governments of the 
member states. 

(3) The member states will agree between themselves the initial value of 
their own currency in terms of bancor, which may not be altered without 
permission of the Governing Board. 

(4) The Board fixes the value of bancor in terms of gold. Member states ` 
. shall not acquire gold at a higher price but are otherwise free to trade in 
gold. 

(5) Each member state shall have assigned to it a quota which shall de- 
termine the measure of its “responsibility in the management” and of its right 
to enjoy its credit facilities. The quotas are to be fixed with reference to the 
size of the foreign trade of each country. 

(6) Bancor transfers on the books will be accepted in full settlement of 
international balances. 

(7) Small charges are made for the carrying of all bancor balances, credit 
or debit. 

(8) A member state may not increase its debit balances by more than 
a quarter of its quota in a year without the permission of the Board. If its 
debit balance has exceeded a quarter of its quota on the average of at least 
two years, it shall be entitled to reduce unilaterally the value of its currency 
in terms of bancor by not more than 5 per cent. If a country’s debit balance 
reaches half of its quota the Board can request the deposit of suitable col- 
lateral. As a condition of letting the debit balance rise above 50 per cent of 
the quota, the Board may require the application of three other remedies; 
namely, (a) a stated reduction of the value of the member’s currency, (b) 
the control of “outward capital transactions, if not already in force,” (c) the 
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surrender of a suitable portion of its gold or other liquid reserves. 
If the debit balance exceeded three-quarters of a member’s quota and no 
reduction took place within two years, the country may be declared in de- 
fault and no longer entitled to draw against its account. 
Each member state shall agree to pay to the clearing union any payments 
due from it to a country in default. 
(9) “A member State whose credit balance has exceeded half of its quota 
‘on the average of at least a year shall discuss with the Governing Board 
(but shall retain the ultimate decision in its own hands) what measures 
would be appropriate to restore the equilibrium of its international balances, 
including: 
“(a) Measures for the expansion of domestic credit and domestic demand. 
“(b) The appreciation of its local currency in terms of bancor, or, al- 

ternatively, the encouragement of an increase in money rates of earnings. 
“(c) The reduction of tariffs and other discouragements against aporta: . 
“(d) International development loans.” 

(10) A state shall be entitled to obtain a credit balance by paying in id 
but cannot demand gold against its balance. The Board shall have the dis- 
cretion to distribute gold in the possession of the Union between the mem- - 
bers possessing credit balances. 

(11) The monetary reserves of a member state shall not be held in another 
country, 

(12) Countries with large quotas will appoint a member each to the Gov- 
erning Board and those with small quotas will appoint one for each political 
or geographical group. The vote shall be proportionate to the quotas. 

(13) The Board shall be entitled to reduce all quotas proportionately and 
to reéxpand them to the original level. 

(14) The Board shall be entitled to ask and receive information from each 
member state. 

(15) The executive offices are to be situated in London and New York 
with the Governing Board meeting alternately in London and Washington. 

(16) Members shall be entitled to withdraw on a year’s notice provided 
they discharge any debit balances. They can also be expelled. 
` (17) Non-member states would be allowed to keep accounts with the . 
Union. 

(18) Annual reports, annual meetings are stipulated. 


Obviously among these provisions some are very important, and - 
some are not. Among the items of great significance are ‘Points (5), 
(8), and (9). 

Control of the Board of Governors 


‘Point (5) determines who shall control the potentially extremely 
powerful Governing Board. If a country’s foreign trade is to be the 
basis on which to measure its quota, then clearly the smallest country 
- has proportionately the best position, because its foreign trade per 
head of population is certain to be very much larger than that of large 
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countries which are ipso facto less dependent on foreign trade. Coun- 
tries with tremendous internal resources like the United States and 
Soviet Russia, as well as India, China and Brazil, will have a repre- 
sentation that is not commensurate to their population and to their 
yearly share in the world’s output or its consumption. 

If the trade of countries in the Sterling Area or at least of the 
British Empire among themselves were to be considered internal trade, 
so that for the purposes of membership in the Union the weight of the 
Sterling Area or at least of the British Empire as a whole were to be 
measured by its net trade with non-sterling or non-British areas, the 
most important case of over-representation would be reduced.* There 
will be no such simple way to reduce the over-representation of the 
small European independents. ; 

This unfortunate suggestion makes the Plan vulnerable to suspicions 
that materially diminish the possibility of its being accepted by the 
United States. If the Plan is so drawn as to assure to England and her 
satellites control over the resources of the Clearing Union, with all the 
collateral advantages that will flow from such a strategic position, only 
too many people will leap to the conclusion that that is its sole purpose, 
no matter how desirable or attractive it may be in some of its 
other aspects. ; 

i The Size of the Fund 


Point (5) not only suggests that the quotas should be proportionate 
to the foreign trade of member countries but actually specifies that 
“the initial quotas might be fixed by reference to the sum of each 
country’s exports and imports on the average of (say) the three pre- 
war years, and might be (say) 75 per cent of this amount, a special 
assessment being substituted in cases (of which there might be several) 
where this formula would be, for any reason, inappropriate.” In other 

. words, the initial quotas might total anywhere from 25 billion dollars 
upwards. - : 

- This is, of course, a fabulous sum of money and it provoked a good 

deal of unfavorable comment.” It compares with a peak United States 

*Mr. J. H. Riddle, Economic Adviser of the Bankers Trust Company, pointed out in an 

` unpublished memorandum that the United States would have a 14 per cent share in the 

voting power as compared to a 16 per cent share for the United Kingdom and a 35 per cent 

share for the British Empire. With the support of a few Sterling Area members or coun- 


tries from the continent of Europe, England could thus always command a majority of 
the Board of Governors, as long as the Empire voted with her. 

J. H. Williams, “Currency Stabilization: The Keynes and White Plans,” Foreign 
Affairs, July, 1943, pp. 645-58. 

F. A. Lutz, International Monetary Mechanisms. The Keynes and White Proposals. 
Essays in internat. AF no, 1, July, 1943 (Princeton Univ.). 

J. H. Riddle, British and American Plans for International Currency Stabilization. Pre- 
liminary draft, May 26, 1943. Bankers Trust Company, New York, N.Y. 
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export surplus of about 1.1 billion dollars in 1938 (disregarding 
the export surpluses resulting from loans to our Allies during and after 
-~ the First World War, the counterparts of which would now be charge- 
able to Lend-Lease and Foreign Relief). There are only two purposes 
conceivable that would require overdraft facilities of such immense 
size. One is to take care of flights of “hot money” of almost any con- 
ceivable proportions. The other is to finance imports for reconstruction 
indefinitely out of the resources of the Clearing Union. 

As to the first, it is against the declared intention of the Plan that the 
bancor resources should be used to finance hot money movements. In 
fact, the Plan goes very much further than this. It states that “There. 
is no country which can in future safely allow the flight of funds for 
political reasons, or to avoid domestic taxation, or in anticipation of the 
' owner turning refugee.” While not actually proposing universal con- 
trol of international capital movements, the Plan contains the sugges- 
tion that it would “be of great advantage if the United States as well 
as other members of the Clearing Union would adopt machinery similar 
to that which the British Exchange Control has now gone a long way 
towards perfecting.” 

While the Plan thus counts itself out in so far as the effort to estab- 
lish freedom of capital transactions after the war is concerned, it still 
has to be reviewed from this angle. In the long run, freedom of capital 
movements is probably an essential of a free world. The number of 
would-be refugees who were trapped in Axis countries because ex- 
_ change control prevented their obtaining the necessary foreign ex- 
change to emigrate is enormous. Flight—and flight of capital—is the 
last resource of an opposition, be it against the French Revolution, the 
Russian Revolution, or the German Revolution. A perpetuation and 
legalization of control over capital movements is not compatible with 
any notion of a world that supposedly combats violence and dictatorial 
forms of government. 

Of course, it will not be possible to permit unrestricted private trans- 
fers.of capital immediately after hostilities end. Political and economic 
stability have to come first. To that extent an attempt to start post- 
war organization with the Clearing Union and with a freeing of short- 
term capital transactions would mean putting the cart before the horse. 

A Clearing Union large enough to take care of short-term capital 
movements of any probable size, speculative or otherwise, that may 
occur after political and economic stability has been achieved would 
be altogether a different matter. For dealing with hot money problems 
in the long run the facilities of the Union as envisaged by Lord Keynes 
may not be unnecessarily large, but its creation seems premature. 


540° THE AMERICAN ECONOMIC REVIEW [ SEPTEMBER 


As regards reconstruction, on the other hand, the Plan similarly 
states that it is not intended to provide financing for post-war recon- 
struction and that it relates only to the mechanism of currency and 
exchange in international trading. If that is so, the suggested bancor 
resources are much too large and the limitations on their use not nearly 
- stringent enough. 

If no bancor balances were available the imports of Europe, includ- 
ing Great Britain, would be limited by their exports of goods and 
services (including exports of gold), plus the amounts of long-term 


' , loans the United States and other non-European countries were pre- 


pared to grant, plus the Lend-Lease and Foreign Relief appropriations 
of the United States. These substantial totals are now potentially fur- 
ther to be increased by the bancor quotas of Europe. 

To make billions of bancor available to the governments of the 
needy countries as a net addition to their other resources, and then to 
.take action to cut down imports so obviously needed and just placed 
within the reach of these governments, will take superhuman wisdom, 
force, and courage on the part of the Board of Governors of the Clearing 
Union. In the absence of such restraint, however, the capacity of 
Europe to import will have been potentially increased by something 
very much like a forced loan of perhaps 10 to 15 billion dollars to be 
raised largely in North and South America free of interest. Point (7) 
actually suggests that the exporting countries should pay interest of 
one per cent per annum for the privilege of extending such a loan. 

` Nothing could be more inflationary or better designed to perpetuate 
the much criticized tendency of the American economy to develop 
large surpluses for export. After this war there will be an immense 
shortage of goods and tremendous construction needs the world over. 
The size and duration of this reconstruction demand and of its cumula- 
tive secondary effects can be judged by reminding ourselves that the 
comparatively much smaller degree of destruction witnessed in the 
First World War was followed by eleven years of unprecedented boom. 
` Throughout that period America was a free lender. As a consequence 
of its making dollars freely available to the rest of the world it main- 


> tained an export surplus that was never paa for and that came in for 


_ an immense amount of criticism. 
. The reconstruction period after this war and its aftermath will be a 
period of great difficulty for American economic policy under the best 
of.circumstances. During the reconstruction period the interests of the 
rest of the world, and especially of Europe including Great Britain, will 
require large American exports, to be financed out of American loans 
and gifts. As soon as the reconstruction period is over, the interests of 
Europe will require the United States to develop an import surplus in 
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. short order so as to eats room for the sied sedii capacities 
of the former. 

This changeover from an export surplus to an import surplus will be 
painful enough after the American economy will have been geared 
to so large an export surplus for so long a time. It will be made more 
difficult by the fact that domestic deferred demand will be the strong- ~ 
est in the early years following the war, i.e., when export demand will 
be greatest, and that the squeeze on our external trade will come at the 
very time when domestic demand will probably begin to petér-out. A’ 
potential further export demand of the proportions made possible by 
the Keynes Plan during the reconstruction period means to invite in- © 
flation and subsequent disaster.® 

The basic problem of American economic policy is to prevent the - 
post-war boom from getting out of hand and to preserve sufficient 
income-generating forces—or to generate new ones—for reasonably full 
employment after the eventual shrinkage of export markets. This prob- 
lem would be much aggravated rather than made easier by a premature 
imposition of an International Clearing Union of the suggested type. 
The dangers would be in direct proportion to the size of the funds 
that could become available through the Union. The time to organize 
any such Union would seem to be at the end of the reconstruction 
period and not at its beginning. 


$ The Liabilities of Creditors 


If the exporting countries allow themselves to get loaded up with 
bancor they might be more or less forced to trim their trade policies to 
' the requirements of their debtors, as well as to accept the terms of 
trade and the terms of long-term borrowing that the bancor debtors will 
be willing to grant. While nominally the penalties are stricter on debit 
balances than on credit balances, through the control of the Board of 
Governors the debtor countries will have considerable’ powers ‘to inter- 
fere in the policies of the creditor countries. i 

The section of the Plan entitled “What Liabilities Ought the Plan to `> 


* Owing toa persistent inflation of its wage costs the United States might fare quite oe 
badly in the secondary post-war boom and might begin to lose exports relatively soon, , .- 
especially if foreign exchange rates are so determined during the reconstruction period that . 


wage costs (not to be confused with wage rates) are significantly lower abroad‘than in’ | 
the United States. This same inflation of wage costs in the United States would also speed 
the exhaustion of domestic investment opportunities available at the cost-price relation- 
ships existing after the war. The greater the inflation immediately after the war, the more 
painful these pressures are likely to be later on. : 

The experience of England after the last war is especially suggestive in this respect, when 
the vigorous deferred-demand boom culminating in the inflation of 2920 was followed by 
a decade of relatively slack business activity, during which British costs were notoriously 
too high and British investment and export opportunities relatively restricted. 
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` 


Place on “Creditor Countries” contains, among others, the suggestion 
- ‘that, if bancor balances insist on accruing to a country’s credit, “the 


appropriate provision might be to require the eventual cancellation 
or compulsory investment of persistent bancor credit balances accumu- 
lating i in excess of a member’s quota. n 
It is not suggested that it is the intent of. the Plan to deprive the 
surplus producers, ż.e., the countries of North and South America as 
well as certain parts of the British Empire overseas, of the advantages 
of their well-preserved productive resources. Nonetheless, one of the 
_ collateral effects of the Plan as now submitted may well be to deprive 
_ them of their strong position after this war and, in fact, to turn the 
tables on them. 
` _ The manner in which the Plan is now drawn gives the saponin 
countries the whiphand over the exporting countries. Not only does it 
give the big post-war importers the opportunity to finance additional 
imports out of bancor resources; it will also help to insulate the rest 
_ of the world against the impacts of the eventual slump in the United 
States that will be brought on by the gradual exhaustion of income- 
generating forces during the secondary post-war boom. It is less clear 
what good it will do the United States in that particular predicament. 
It is probably unfair to the Plan to point up a-set of its possible im- 
‘plications in this manner. The best of plans would be susceptible of 
abuse if people wanted to abuse it and a relatively poorly drawn plan 
could be made to work if the intention to make it work were sufficiently 
strong. Moreover, a highly persuasive passage of the Plan points out 
. that “the liability of an individual member is determined, not by the 
quotas of the other members, but by its own policy in controlling its © 
favourable balance of payments. ... In the absence of the Clearing 
Union a creditor country can employ the proceeds of its exports to buy 
goods or to buy investments, or to make temporary advances and to 
` hold temporary overseas balances, or to buy gold in the market. All 
these facilities will remain at its disposal. . . . The effect of the Clearing 
Union is to give the creditor country a choice between voluntarily cur- 
tailing its exports to the same extent that they would have been involun- 
“ tarily curtailed in the absence of the Clearing Union, or, alternatively, 
. of allowing its exports to continue and accumulating the excess receipts 
in thé form of bancor balances for the time being. . . . No more is asked 
- of it than that it should hold in bancor such surplus of its favourable > 
balance of payments as it does not itself choose to employ in any other 
way and only for so long as it does not so choose.” 
As a description of how the Plan would’ work under reasonably 
stable conditions these passages are probably quite realistic. If the 
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s 


Plan were to be put into operation after the reconstruction period was 
terminated, both the size provisions and the above statements could 
be accepted without reservation. i 

Let us therefore assume that the Plan is only put into operation after 
the reconstruction period—or that adequate means are found to insu- 
late the Clearing Union from the impact of the foreign exchange re- 
quirements of the reconstruction period—and see what the means are 
by which foreign exchange supplies and requirements are to be balanced 
in the long run. 

Points (8) and (9) deal with accounts whose balances tend to run 
away in one direction or the other. They are in a sense the heart of the 
whole proposition and of any such proposition. The Plan will stand or 
fall with the soundness and enforceability of these recommendations. 


Chronic Debit Balances 


In the case of countries running debit balances the Plan suggests 
that they should resort to a regulated depreciation of their currencies 
until the debit balance is corrected. It also suggests that they should im- 
` pose exchange control at least to the extent of restricting outward capital 
movements. 

While currency depreciation was found to be an effective means to 
counteract deflation in many countries in 1931-32, inspection of the 
record does not suggest that mild depreciation, of the order of 5 to 10 
per cent, is an invariably effective means to right the trade balances. In 
the past decade the typical effect of currency depreciations was domes- 
tic reflation, which tended to increase imports more than it increased 
exports. The main effect of such depreciations might turn out to be to 
reflate the country that runs the debit balance, and thus to create a 
trade balance situation that will look as if it were incurable until the 
currency of the debtor country is considerably undervalued. This out- 
come is especially likely if undue attention is paid to the behavior of 
balances during the reconstruction period. 

Rather surprisingly the Plan also provides that the country running 
debit balances might be forced to post suitable collateral or to sur- 
render a portion of its gold reserves. While such a move might be nec- 
essary to prevent a member country from running a big debit balance 
and accumulating gold on the side, it is not a remedial suggestion. 
It is meaningless as a stabilizer unless the country is on the gold stand- 
ard according to orthodox canons and on losing gold will impose a de- 
flationary banking and fiscal policy. 

Last not least, “the Governing Board may recommend to the Gov- 
ernment of the member State any internal measures affecting its do- 
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- mestic economy which may appear to be appropriate to restore the 
equilibrium of its international balance.” Should the Governing Board 
recommend that a country deflate internally, reduce wages, cut down 
government expenditures, what are the chances of the country in ques- 
tion yielding gracefully to such suggestions from abroad? Will it 
not always be the easier course to pursue to take the other remedial 
measures that are available, such as control of capital exports, increased 
tariffs and reduced quotas for imports, and possibly a continuing de- 
preciation of the exchange rate? 

The first such case will be the test. If the Governing Board can im- 
_ pose its will on the recalcitrant country, a new tool of economic leader- 
ship will have been created with all the possibilities for good or evil 
inherent in so powerful a tool. If the Board acts too late or fails to im- . 
pose its policies, the main difference as compared to the good old days 
of competitive currency depreciation will be that the country running 
the debit balance will have a bancor debit in addition to its other 
foreign obligations to default on. Unfortunately, the bancor debit can 
be run up first and any remedies —as well as sanctions, if any—would 
come afterwards. 


_ Chronic Credit Balances 


The case of a country running a consistent credit balance is of 
especial interest to the United States. The United States is likely to 
have large credit balances on the current account of the balance of its 
international payments for a number of years after the war. Barring 
large gifts and loans for reconstruction purposes, these current account 
credits will be reflected in an accumulation of bancor balances. There- 
fore Point (9) was reproduced in full on page 537. 

It stipulates discussions between the Governing Board and the mem- 
ber State running a credit balance if the balance exceeded half of the 


À “country’s quota on the average of at least a year. A credit balance 


_ amounting to half of a country’s quota is, of course, a very large credit 

balance; so that none of these remedies will come into play, and, in 
fact, no official discussions will take place until, for instance, the United 
States has piled up and maintained for a year a credit balance of close 
to 3 billion dollars. ` 

Moreover, the stipulation does not seem to meet probable require- 
ments. At least foreign lending or a reduction of foreign indebtedness . 
should be urged on countries tending to this position as a result of cur- 
rent account surpluses long before their credit balance amounted to . 
half of their quota. On the other hand, if the rise in the balance is due to 
short-term capital movements, nothing need or should be done by the 
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recesving country, regardless of the size of the resultant bancor credit 
accumulation. 

Let us look at the siesta: provisions in some detail, concerning 
ourselves only with current account surpluses and leaving the remedy 
of credit expansion to the last. 

The upward revaluation of a currency is probably the least attrac- 
tive of the remedial devices suggested, barring very special conditions. 
A consistent credit balance on current account need not be due at all 
to an “undervaluation” of a given currency. It might be due to a 
process of domestic deflation (as in the United States in 1938) which 
will only be made worse by the suggestion that the value of the cur- 
rency be raised. Except for obviously inflationary situations, this cure 
will probably prove worse than the disease. 

The suggested reduction of tariffs and of other ET 
against imports is undoubtedly a proper remedy, provided the bancor 
credits are accruing as a result of an export surplus the proceeds of 
which the country in question is unwilling to lend abroad. Moreover, 
creditor countries on capital account, like the United States, should 
have a liberal tariff and trade policy anyway; not so much, as many 
people believe, in order to develop a debit balance on current account as 
quickly as possible, but in order to keep the channels open for the fu- 
ture. Whether, however, the urgings of the Board of Governors of 
the International Clearing Union will be sufficient to convince a major 
creditor country of the advantages of a liberal tariff policy if the major- 
ity of the people otherwise disbelieve in them is open to doubt. Should 
a country pursuing a liberal trade policy develop a chronic credit bal- 
ance on bancor account, this remedy will be unavailing; yet such a case 
is by no means out of question. 

It can be granted without any argument that a country having 


chronic credit balances on current account should not try to collect | 
them in gold or leave them lie fallow as bancor balances, but should in- — 
vest them abroad. While this golden truth does not require a Board of ` 


Governors of an International Clearing Union to enunciate it, the 
additional support might be handy at times. 

Lastly, we have to consider the first and most important suggested 
remedy, namely, expansionist domestic credit and fiscal policies. 

It might be easy enough to get internal support for such a recom- 
mendation in a country running large credit balances on current ac- 
count. An expansionary credit and fiscal policy is always agreeable, and 
the word of the Governing Board may be just what is needed to make 
it also respectable. 

The experience of the United States with a liberal foreign lending 


546 T THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


policy and a domestic boom in the decade following the First World 
War, when this attractive combination merely led up to the crash in 
1929, suggests that such policies are not as risk-free as they seem. 

. On the other hand, if the United States had not had a boom in the 
1920’s and had not invested funds abroad so freely during the same 
period, an expansionary credit policy and deficit spending on large- 
» scale public works inaugurated around 1929-30 would probably have 
been of immense benefit to the whole world and might have altered the 
course of history. 

There is no provision among the remedial measures to recommend 
internal deflation to a country running a debit balance to correspond 
to the reflationary recommendations to be made to the country run- 
ning a credit balance. This interesting lack of symmetry suggests 
that the Plan is not only better suited for but perhaps even primarily 
aimed at conditions as they might exist at the end of the reconstruc- 
tion cycle rather than at an earlier period. Figuratively speaking, it 
‘looks as if it were aimed at 1929-30 conditions. Its main weakness in 
this respect, as in others, is that it is proposed to be installed in 1919. 

If countries running debit balances pursue a mildly inflationary pol- 
icy under the conditions of active demand likely to follow the war, 
the countries running the corresponding credit balances can only catch 
up with them at the cost of more violent inflation. Moreover, countries 
might deliberately—and very wisely—try to run bancor debit balances 
after the war by importing from abroad as much as possible so as to 
cut down the domestic inflationary effects of reconstruction, but by the 
same token inflating the exporting countries. The longer the inflationary 
possibilities of the Plan are allowed to exert their tempting influence, 
the more complete the eventual exhaustion of investment opportuni- 
ties and the greater and the more prolonged the secondary post-war 
slump will be. l 


Longer-Term Aspects of the Keynes Plan 


Assuming that the organization of the Clearing Union is delayed 
until five or ten years after the end of the war, and also assuming that 
the countries of North and South America will have had the self- 
restraint to pursue a mildly deflationary policy during this period so 
. that they are not faced with an exhaustion of investment opportunities 
after Europe has been reconstructed, free rein can be given to the in- 
flationary possibilities in the Keynes Plan and to its lack of restraints. 
At that time the establishment of some such device will almost certainly - 
be to the advantage of everybody concerned, including the United 
States, provided the Board of Governors uses its powers with restraint. 
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In the ultimate analysis the specific details of the remedial measures ` 


suggested to correct excessive debit or credit balances -do not matter 
much. In actual operation the significance of the Plan will not lie so 
much in the letter of the provisions but in what the Board of Gover- 
nors is able or willing to enforce. The most important thing about this 
Union is that it unites the forces of a number of nations against a 
scapegrace—or a scapegoat. If a country that for any reason whatever 
does not meet with the favor of the Board of Governors happens to run 
up a large balance, it will have all the other member countries lined up 
against it; if a country or a group of countries having considerable in- 
fluence on the Board of Governors runs up a large balance, it, or they, 
can shift the burden of adjustment on to other nations. l 
The coercive powers of the Board of Governors are, in the nature of 
things, limited as regards large continental powers like the United 


States or Soviet Russia. Moreover, if the United States actively par- ` 
ticipated in the management of the Union, it would be able to influence 


the use of these coercive powers against other countries. The main 
point is that, if the Plan is successful, the Board will be in a position 
to hurt or to help nations more or less as it sees fit. These Frankenstein 
aspects of the Plan must be clearly envisaged. Its operations will not 
depend on the intentions of its originators, no matter how honorable or 
restrained, but rather on the exigencies of the future and on the then 
` interests of the countries in control of the Board of Governors. 

Lord Keynes is, as a matter of fact, quite clear as regards the possible 
longer term implications of the Plan. In this connection one of the later 
explanatory passages is worth quoting: “The Clearing Union might 


N 


become the instrument and the support of international policies in addi- - 


tion to those which it is its primary purpose to promote. This deserves 
the greatest possible emphasis. The Union might become the pivot of 
the future economic government of the world.” This is followed by the 
suggestion that the Union might set up a clearing account in favor of 
international bodies charged with post-war relief, in favor of any super- 
national policing body, in favor of international bodies charged with 
the management of a Commodity Control; that it might be linked up 
with a Board of International Investment, or an International Eco- 
nomic Board, or an International Investment or Development Cor- 
poration. It is also stated that the Union would provide an excellent 
machinery. for enforcing a financial blockade. i 


International Banking and Investment 


So far the discussion of unbalances and remedies.has been largely 
in terms of current account transactions. Actually, however, the bancor 
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amounts will in no way correspond to current accounts in international 
balances of payments. They will be like equalization fund accounts, 
. in which current and capital transactions appear jumbled together. 

In a-wider sense the question of international lending is the true key 
to exchange adjustments. Evidence that small price adjustments actu- 
ally work in international trade is scanty. Evidence is equally doubtful 
that the theory of the gold standard had very much to do With its suc- 
cessful practice even during the brief period when the world was sup- 
posed to be on a gold standard. Probably the main reason for the suc- 
cess of the gold standard in its best period. was that the few focal 
countries granted credits when needed and enforced adjustments on 
the debtors when needed. 

It is perhaps more accurate to describe the world of the second half 
of the nineteenth century as a sterling standard world in which the 
London banks performed the function of international clearing and in 
which London was also the international capital market that enabled 
young or backward countries to develop and maintain large debit bal- 
ances over long periods of time. Nobody talked about equilibrium in 
the current account in those days or about the iniquity of a creditor 
country having a favorable balance. Unbalances were considered de- 
sirable. That was the way to make capital available to countries that 
needed it. 

-This worldwide Sterling Area was broken up by the World War. 
For a while during the 1920’s the hope existed that New York would 
assume the place of leadership that London had relinquished. 

The United States, in fact, followed on a larger scale in the footsteps 
of England. It provided tremendous international loans for war, relief, 
and reconstructon purposes just as England provided loans in the 
nineteenth century that were tremendous for the then scale of opera- 
tions. In both cases these loans were made available out of surpluses 
on the current account in the balance of payments. In both cases they 
represented the policy of a creditor. country that was continuing to 
increase its foreign creditor position. 

The reversal of American lending policy in 1930 and the fumbling 
_ and helplessness of American leadership in the face of the Great De- 
pression were doubtless major contributors to the subsequent interna- 
tional economic anarchy. England, on the other hand, having paid the 
penalities of injudicious currency and fiscal policies pursued during the 
twenties, developed during this later period considerably improved 


economic leadership and regained some of the influence lost between — 


1918 and 1931. ‘The fluctuating pound and the Sterling Area were 
children of necessity, but British authorities knew how to make a, 
virtue of necessity. While American leadership went from bad to worse 
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and previous blunders were matched by episodes like the immortal 
gold purchase experiment inspired by Professor Warren, British policy 
made the most of a basically not particularly enviable situation. 

The problem now before us is not whether the United States will 
participate in the solution of post-war currency problems and interna- 
tional economic problems in general. The force of events will make 
some such participation inevitable. . 

The real post-war currency problem is whether the United States 
will be capable of assuming leadership in reconstruction and in world 
economic affairs in general. Such leadership implies the wise investing 
of funds abroad in the right amounts at the right time. It also implies 
the pursuing of a fiscal policy and a currency policy that will benefit 
both the United States and other countries within our economic orbit. 
Lastly, it implies a sense of trusteeship toward foreign balances and in- 
vestments entrusted to our care, i.e., a building up of the status of 
New York as the great international banking and loan center that the 
economic position of the United States permits and indeed requires. 


The New Sterling Area 


Unless we look for a gradual shriveling of national egos and a wither- 
ing of national sovereignties after this war, genuinely international 
institutions will be just as unworkable in the future as they were in 
the past. While many people hope and some believe that such ‘a 
withering of sovereignties will ‘occur, it is safer to assume that in fact 
the great political forces of the post-war world will be the surging 
national consciousnesses of the victorious powers. 

In such a world truly international institutions cannot flourish, but 
only those institutions that conform to the aspirations of the powers 
that assume leadership in them. 

If, for instance, Great Britain succeeds in uniting Africa as well as 
the great Far Eastern and other colonial areas under British leadership, 
possibly as a United Nations mandate, the British Empire will have 
emerged from this war greater and more powerful than at any time 
in the past. Its rise will be all the more dazzling for the deadliness 
of the danger in which it found itself only three years ago. 

An International Clearing Union dominated by such a power, so 
strong and wealthy and at the same time so experienced in international 
financial problems, is likely to be both successful and profitable 
to its member countries. It will fundamentally represent an extension 
and a great strengthening of the Sterling Area.‘ 

* As mentioned before, the gold standard was a clearing system if the Keynes sense. In 


the new setup, bancor takes the place of gold as the medium of the ultimate settlement of 
international balances, having unlimited acceptability and being available in a fixed quan- 
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The big new elements of strength are chiefly two. First, the balance 
of payments of this increased Sterling Area with the rest of the world 
is likely to be favorable on current account or unfavorable only in 
amounts that are trifling as compared to its resources. Secondly, its 
immense resources will give a sense of safety to its participants that 
-will reduce flights of short-term capital outside the Area to a minimum 
and in fact reéstablish the center of world banking, London. 

The Keynes Plan is not a compulsory clearing system. On the other 
hand, it gives the Clearing Union powers far in excess of that of a 
clearing house; it creates a new means of exercising economic leader- 
ship; and, in the powerful and effective hands of such an enlarged and 
rejuvenated Empire, it will no doubt be immensely successful. 


Problems of United States Leadership 


Unfortunately, as yet the post-war aspirations and interests of the 
United States have-only been defined in terms of the most Utopian 
generalities, if at all. Since we do not know in concrete terms what kind 
of world we want, nor what kind of world we can obtain, we are in 
no position to determine what institutions will be appropriate to our 
interests and aspirations and what techniques should be developed in 
order to promote the best interests of everybody concerned. : l 

It is tempting to argue that bancor is completely superfluous be- 
cause the United States dollar is or should be the bancor of the post-war 
world just as the pound sterling was the bancor of the world of the 
nineteenth century. Actually the matter is not quite so simple. 

For one thing, such an attitude will encourage the belief abroad that 
the United States is unwilling to assume leadership in organizing and © 
preserving the peace. Such a belief will add to the confusion and aim- 
lessness abroad that is bound to follow in the wake of this war any- 
way. In its consequences it might not only have painful repercussions 
on our own peace and prosperity, but might contribute to an ultimate 
failure of the post-war settlements to establish a just and lasting peace. 

On the other hand, before acquiescing in the economic leadership of 


tity. Gold itself is unnecessary for the operation of the Plan and in fact undesirable. 
Nevertheless, Point (10) makes a generous provision for it. Unlimited convertibility of 
gold into bancor provides a guaranteed outlet for the yearly gold production of the world 
as well as for existing gold reserves. This bait to holders of large gold reserves and this 
protection to gold-mining interests was probably thought politically necessary to make 
the Plan acceptable. On the other hand, bancor balances will not be convertible into gold 
or foreign exchange, which is in the nature of the closed system that it is proposed to 
create. The pound sterling of the past decade was nominally in the same position and 
thus conformed to the vaunted principle of commercial banking. Yet, as a practical matter, 
gold had to be sold When the balance on all other transactions of the Sterling Area with 
the rest of the world turned deficitary. i 


ng - 
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the United. States foreign countries will doubtless look for assurances 
that the United States. will heed their interests at least within the 
- limits compatible with the. basic long-term interests of the United 
States itself. Past mistakes and one-sided measures that have affected 
the well-being of foreign countries will be quoted as arguments against 
the acceptance of American leadership. l 

In order to be able to assert its leadership on the basis of mutual 
consent rather than by force, the United States will have to develop 
plans for international institutions that will satisfy American aspira- 
tions and requirements within the framework and the limitations set 
.by the aspirations and interests of smaller nations. In order that these 


i 


institutions may be a lasting success, they will have to offer tangible ` 


benefits to all participants. 
It is obvious that British interests and aspirations are entitled to 
the greatest weight in any such plan. There exists a community of 


interests between the United States and Great Britain in so many long- * 


term objectives that an anti-British slant to any action we might take 
in international economic policy would be most unfortunate. More 


generally, the main objective of any such plan must be to forge strong ~ 


_ and enduring bonds of mutual interests between all the major contract- 


ing parties. Otherwise it is inevitable that, after a lapse of a relatively © 


limited number of years, one or the other side should develop a sense 
of grievance for having received the worst of a bargain. There is no 


surer way of losing the peace than to allow such a sense of grievance — 


to develop and to sow the seeds of future recriminations through care- 
lessly or improperly drawn plans. 


In dealing with these international economic problems any United ° 


States Government agency would still have to give first consideration 
to the post-war economic problems of the United States. Among these 


the ones with the furthest-reaching international implications are the © 


dangers to the American economy inherent in large exports immediately 
after the war followed by a loss of export markets as soon as Europe 
is reconstructed, and those inherent in the tremendous inflation of wage 
costs that has taken place in the United States during the past decade, 


which was not accompanied by a parallel increase in wage costs abroad. - 
The institutions to be created will have to be so organized as to be. 


able to cope effectively with the post-war situation as it will then exist, 
rather than to fit an ideal scheme of things that might never materialize. 


Moreover, they will have to harmonize the need of the American. 


` economy for long-term stability with the requirements of the countries 
in need of reconstruction for large American exports first and large 
American imports afterwards. They will also have to take into account 
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factors like the great wage cost differentials (as distinct from differ- 
ences in wage rates) that are likely to prevail and the radically changed 
relationship of Russia, Latin America, and the Far East to the rest of 
the world. ! 

A discussion of the positive aspects of these agencies and institutions 

is restricted to generalities by our failure to crystallize our major peace 
aims. This much seems clear, however, that the institutions suitable 
for the purposes of international economic adjustments in general and 
especially for conditions as they will exist after this war are primarily 
institutions regulating the international flow of capital. In this respect 
what a large part of the rest of the world will require—and we will 
be in a position to grant if our terms, political or economic, are met— 
. are partly long-term loans to help foreign nations put their houses in 
order and partly assurances that short-term credits will be forthcoming 
when required to help tide over temporary foreign exchange difficul- 
ties. The former have to be provided by international long-term invest- 
ment agencies sponsored primarily by the United States and the latter 
by international clearing or stabilization funds similarly dependent on 
United States resources and sponsorship. It would clearly be to the 
advantage of everybody concerned if the other countries whose capital 
resources remained relatively unaffected by the war, such as the 
European ‘neutrals, the British Dominions, and the countries of Latin 
America, were closely associated with the United States in these loan 
` institutions to be created. 
The most immediate economic problem that will face us at the end 
.. of hostilities will be that of making capital available to those foreign 
countries which will be desperately in need of outside resources. This 
. capital is nominally made available in dollar exchange. In real terms 
it becomes available in the form of additional United States exports. 
If the United States is to make available both the goods needed for 
reconstruction purposes and the funds that will be used to pay the 
producers of those goods, then the United States must have the de- 
, cisive word in who should or should not get such resources, in what 
` amounts, for what purposes, and on what terms. It is therefore of the 
greatest importance, as well as of the greatest urgency, that the United 
States and the other countries with surplus resources should develop 
the necessary institutions for making capital available not only for 
immediate relief and reconstruction purposes, but also for long-term 
international economic development the world over. By carefully regu- 
lating the amount of capital it makes available to the rest of the world 
in any one yeas, such an agency of the United States might, in the 
long run, make a major contribution to the flattening out of fluctua- 
tions in business activity. 
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Foreign exchange stabilization funds can only be established in the 
last stages of economic reconstruction, after economic and political 
stability has been established. The suggestion that an attempt be made 
today, or even a year from today, to establish an enduring equilibrium 
rate of exchange between, let us say, the French franc and the United 
States dollar is perhaps in itself sufficient to demonstrate how impossible 
it is to accomplish this objective. Even in 1936-38 it was not possible 
to prevent a major depreciation of the French franc caused by un- 
sound fiscal policies and political instability. More precisely, a stabiliza- 
tion of the French franc at any intermediate level before it reached its 
low after Munich would have meant, in substance, the financing of a 
large part of the French government deficits and/or of the flight of 
capital from France out of the resources of the United States. 

Such situations are likely to be the rule rather than the exception 
after the war in Europe. Every aid should be extended to European 
countries trying to put their own houses in order. On the economic and 
financial side this can be done by outright gifts or by long-term loans 
granted by the United States. To grant similar funds to an Interna- 
tional Stabilization Fund before the other issues are clarified and set- 
tled represents a commitment of a very different nature. 

Once committed to the establishment of such an institution, the 
United States will not be able to back out without bringing the whole 
structure down with a crash. Consequently, if stabilization at the wrong 
rate loads up the Fund with a depreciating exchange, the United States’ 
will have to replenish it. In other words, prematurely established, the _ 
Stabilization Fund becomes-a minor Dracula, it exposes the United . 
States to periodic bloodletting without any tangible benefits in return. 
The United States should not commit itself to a potential financing of 
civil commotions and inflation in Europe in this manner. 

The authors of the United States Treasury proposal apparently 
recognized these dangers. Their plan includes elaborate provisions to 
restrict the use of the International Stabilization Fund to the financing 
of current account transactions and to establishing at least a veto power 
for the United States on major issues. 

It is not intended to belittle the care and sense of responsibility . 
manifest in the draft of the United States Treasury proposal; but 
until we know much more than we now do about the political and eco- 
nomic conditions. in the countries to be reconstructed and the loan 
funds to be made available to them, the adequacy of these safeguards 
will remain a matter of opinion. Dr. F. A. Lutz® seems to believe that 
they will not be adequate unless supplemented by an elaborate ex- 


* Lutz, op. cit. 
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change control mechanism. That in itself would defeat at least one of 
the main purposes of the Fund. Moreover, a flooding of the Fund with 
weak foreign currencies is possible even if the attempt to restrict the 
use of the Fund to current account transactions is reasonably success- 
ful. 

Nonetheless, the proposals of the United States Treasury serve a. 
useful and valuable purpose. The United States must be ready with 
plans for an international currency mechanism to be put into opera- ` 
tion after the long-term capital problems and the problems of political 
stability have been solved in the countries to be reconstructed. Such a 
currency stabilizing mechanism is a logical complement and sequel to 
any organized reconstruction operations and a valuable tool in asserting 
the economic leadership of the United States in world economic affairs 
in the long run. 


Appendix 


The proposals of the United States Treasury go into elaborate detail.° They 
are divided into six major sections, subdivided into forty-eight specific points. 


I. Purposes of the Fund 


(1) To stabilize exchange rates, 
(2) to lessen balance of payments disequilibria, 
(3) to promote the flow of trade and capital, 
(4) to help unfreeze war balances, 
(5) to reduce the use of exchange controls, 
. (6) to eliminate discriminatory exchange practices. 


Il. Composition of the Fund 


(1) The Fund shall consist of gold, currencies of member countries, and 
securities of member governments. 

(2) The aggregate of the quotas will be at least 5 billion dollars. The quotas 
shall be determined by a formula that should give due weight to the country’s 
holdings of gold and foreign exchange, the magnitude of the fluctuations in 
its balance. of international payments, and its national income. 

(3), (4), (5), and (6) contain ‘detailed provisions regarding the methods of 
paying in and changing quotas. 


IM. Powers and Operations 


(1) To deal freely in gold, currencies, bills of exchange, and government 
securities; to accept deposits and to earmark gold; to issue its own obligations 
and to discount or offer them for sale; and to act as a clearing house, 

(2) to fix exchange rates, 


3A revision of the Treasury plan for an International Stabilization Fund was published 
too late for review in the Appendix. 
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(3) to sell to the Treasury of a member country the currency of another 
member country, provided that 

(a) the funds are required to meet an adverse balance of payments on 
current account, 

(b) the Fund’s holdings of the currency of any member country shall 
not exceed 100 per cent of its quota in the first year, 150 per cent in 
the second year, and 200 per cent thereafter, except if measures are to be 
taken or conditions are such that the disequilibrium is likely to take care 
of itself, 

(c) a special reserve is established if the Fund’s holdings of a cameny 
exceed the quota, 

(d) the Board may impose restrictions if a country is inke its 
quota unduly rapidly, ; 

` (e) a charge of one per cent per annum shall be levied on the amount 
of currency holdings in excess of the quota, 

(f) the Fund can resell to a member country its excess holdings of the 
member’s currency for gold or other foreign exchange. 

(4) a member country only has the right to buy foreign exchange from the 
Fund with its local currency to the extent of its quota, 

(5) to grant the financing of capital transfers at the discretion of the Board, 

(6) to report on the conditions and causes of the disequilibrium when the 
Fund’s holdings drop below 15 per cent of the quota of a currency and after 
the Fund has used for. additional purchases of that currency that country’s 
original contribution of gold and securities, 

(7) to consult and make special arrangements to deal with a threatening 
scarcity of any currency, 

(8) each member country agrees to sell to the Fund for its local currency 
or for foreign currencies it needs all the foreign exchange and gold it acquires 
in excess of the amount it possessed immediately after joining the Fund. 

Each member country agrees to discourage the unnecessary accumulation 
of foreign balances by its nationals. 

(9) to buy from the governments of member countries abnormal war balances 
held in other countries provided ten stipulated conditions are fulfilled. The 
most important of these provisions is a twenty-three year unfreezing provision, 

(10) to deal in non-member country currencies, 

(11) to borrow member country currencies, 

(12) to sell member country obligations, 

(13) to invest its currency holdings in securities, 


(14) to lend to any member country its local currency for one year or less, 


(15) to levy a pro rata share of the expenses, 

(16) to deal only with or through treasuries, stabilization funds, fiscal 
agents, central banks and international banks owned predominantly by member 
governments. It may sell its own securities or securities it owns directly to the 
public. 


IV. The Monetary Unit of the Fund . 
(1) The monetary unit of the Fund shall be the unitas, equivalent to $10. 
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(2) The value of the currency of each member shall be fixed in terms of gold 
or unitas, 

(3) unitas deposits will be accepted on the delivery of gold against which 
. 100 per cent reserve will be held, 

(4) no change in the value of the currencies of member countries shall be 
“permitted to alter the value in gold or unitas of the assets of the Fund. In other 
words, the country whose currency is depreciating has to make good to the Fund 
the loss in the gold value of the currency holdings of the Fund. 


V. Management 


(1) The administration of the Fund shall be vested in a Board of Directors. 
Each government shall appoint a diréctor and an alternate. The distribution 
of voting power shall be related to the quotas. No country shall be entitled to 
cast more than one-fourth of the aggregate votes. All decisions are to be made 
by a majority excepting the frequent cases in which four-fifths votes are stipu- 
lated. 

(2), (3), (4), (5), (6), (7) contain provisions for a managing director and 
operating staff, an executive committee of not less than eleven members, other 
committees, delegations of authority, procedures, annual and other meetings. 

(8) A country failing to meet its obligations to the Fund may be suspended 
provided a majority of the member votes so decides. While under suspension 
the country shall be denied the privileges of membership but shall be subjected 
to the same obligations as any other member. After two years the suspended 
country is automatically dropped. 

(9) Any country may withdraw from the Fund on two years’ notice. 


. VI. Policies of Member Countries 


Each member country of the Fund undertakes the following: 

(1) to maintain by proper action the exchange rates established, 

(2) to abandon as soon as in its opinion conditions permit all restrictions and 
controls over foreign exchange transactions other than those involving capital - 
transfers, 

(3) to codperate effectively with other countries when such countries with 
the approval of the Fund adopt or continue controls for the purpose of regulating 
international movements of capital. This will include 

(a) a refusal of deposits, securities, or investments by nationals of any 
member country imposing restrictions on the export of capital, 

(b) to make available full information on all property of the nationals 
of a given member country, 

(c) such other measures as the Fund shall recommend, 

(4) not to enter upon any new bilateral foreign exchange clearing arrange- 
ments or engage in multiple currency practices, 

(5) to give consideration to the views of the Fund on existing or proposed 
monetary or economic policy, 

(6) to furnish the Fund with information and reports, 

(7) to adopt appropriate legislation to facilitate the activities of the Fund. 


SUBSIDIES AND INFLATION 
By Seymour E. Harris* 


This paper presents the pros and cons of the important problem of 
subsidies in a system of war economics, a subject which has not re- 
ceived adequate attention from economists. In Section I, several 
alternatives to subsidies are explored, since they may be preferable to a 
subsidy program in particular areas. Under certain conditions, a rise 
of prices might be the lesser evil? Again, large price increases might be 
averted even in the absence of subsidies. The government has used with 
great success the techniques of averaging costs and differential pricing. 
If these techniques are not practical and a rise of prices is to be avoided, 
the government may then have to resort to subsidies. 

The objectives of subsidies are considered in Section II. One ob- 
jective is a reduction in the cost of living or a moderation in its rate 
of increase. Another and related objective is the prevention of a rise 
of prices for all supplies to a level set by marginal costs. By paying to 
producers or suppliers in the form of a subsidy the excess of marginal 
costs over average costs, the government can encourage additional out- 
put and yet prevent a rise of marginal costs from being translated into ` 
a corresponding increase in prices for all units. 

The more important categories of subsidy procedures are examined 
in Section III. (1) Government purchase and resale has been used 
widely in the industrial area; but not sufficiently for the purpose of 
reducing the cost of living. (2) In subsidizing additional costs involved 
in high cost and additional output, the government has, in various 
ways, stimulated output. (3) A disguised subsidy is involved in the 
assumption by the government of certain services which private enter- 
prise is unable or unwilling to perform at a reasonable price, and in 
the sale of these services by the government, under certain conditions, 
below costs. 

* As the Director of the Office of Export-Import Price Control for over a year and a 
half, Mr. Harris has had considerable experience in the operational part of subsidy pro- 
grams. Many subsidy programs, of which this paper gives the theoretical background, 
were worked out in his office. Mr. Harris assumes personal responsibility for the views 
expressed. i 

*The Canadian Minister of Finance has said that subsidies are usgd “in the interest of 
the consumer ... when there is no other way of assuring adequate supplies . . . at prices 


permitted by the price ceiling.” Dominion of Canada Report of Wartime Prices and Trade 
Board, September 3, 1939, to March 31, 1943, p. 22. 7 
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The inflationary and cost aspects of subsidies receive attention in 
Section IV. Subsidies involve the government in additional outlays and, 
in the current state of public finance and the money market, in addi- 
tional borrowing from banks. Yet against the apparent costs are to be 
put the following: (1) An improvement in the structure of prices 
may be effected since subsidies reduce prices of essential commodities 
and the increased purchasing power is distributed over the entire eco- 

nomic area. (2) The rise of costs may signify little because, in large 
part, subsidies are paid out for commodities which will be used to fulfill 
government contracts. What one agency pays out, another gains. (3) As 
the Jargest purchaser of materials and labor, the government may gain 
more than it loses in additional disbursements. 

Finally, in Section V the British experience is given in evidence of the 
net gains of a subsidy program. Subsidies are a sine qua non of stabi- 
lization of the cost of living and, when used in conjunction with proper 
wage, farm, and. fiscal policies, they can assure stable living costs and 
wage rates. Stability of the cost of living will then contribute greatly 
to uninterrupted production and peaceful labor-capital relations. 

No economist will deny that difficult political and administrative 

- problems arise-which may jeopardize the success of a subsidy program, 

' and particularly so in the United States. May not the program be ex- 
tended too far as a result of the pressure of special group interests? 
Will not many be paid subsidies because of administrative ineptness or 
‘dishonesty, in the case of a meat subsidy, for example, who do not 
slaughter and sell animals? Will the consumer actually profit from 
payments to creameries if rigid enforcement of butter prices by whole- 
salers and retailers is not assured? These are vexatious problems. The 
statesmen must weigh them against the strong economic arguments 
for subsidies. My considered judgment is that the economic arguments 
are strong enough to outweigh the political and administrative con- 
siderations which, at least in some respects, may be invoked against 
subsidies. 


I. Alternatives 


One must not assume too readily that the alternatives are limited to 
(1) a rise of price for the whole supply by the excess of marginal costs 
over the cost of the bulk of the commodity or (2) to government sub- 
sidies. It is possible for a central agency to purchase high-cost incre- 
. ments and other supplies and to sell at average cost. In this manner, a 
commodity that costs 10 cents at home and 15 cents abroad (the re- 
spective ratios of supply being 6 to 4) might be sold at 12 cents. Sales 
revenue would then equal cost. 
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This averaging of costs has been used in many cases. Defense Sup- 
plies Corporation, for example, purchases sisal in Africa at one price 
and in Latin America at another. The selling price is then aver- 


aged: A partial subsidy is involved in this case, however. A clear-cut’ | 
case of averaging will be found in cresylic acid under War Production: .' 


Board allocation. The imported portion of the supply is. one-third or ` 
more higher in price than domestic cresylic acid. The supply is allo- 

cated in such a way that buyers are in a position to’ average out. In 

this case, the government controls total supply, but does not purchase ‘ 
and sell. Part of the additional cost, of course, is passed to the pur- 

chaser. This technique is practical when the government controls total 

supply. It-may be the only practical system when supplies come from 

numerous markets and costs vary greatly. 

Where the government does-not participate in this manner or through 
subsidization, the rise of costs may equal the excess of marginal over 
bulk-line costs times the total number of units. In many cases, the 
price of domestic supplies will not rise to the costs of marginal (e.g., 
costs of imported supplies) units. In the absence of interference through 
a subsidy or averaging process, prices will tend to rise. But where. 
foreign imports are small and demand at home not very. strong. or 
insistent, prices will tend to settle at the domestic level. Demand `` 
will be reduced as prices rise toward the level dictated by domestic 
costs. ioe ; 

_ The more insistent is demand, the larger the contribution of foreign 
supplies, and the greater the excess of foreign over domestic costs, the 
greater is the danger of serious upward revision of prices for supplies ^ 
from domestic sources. Since, on the whole, shipping is used for the 
importation of strategic commodities—that is, commodities for which 
demand is insistent, and which cannot be dispensed with—the effect 
on prices of importing high-cost imports is likely to be serious. Sub- 
sidies, averaging, some form of absorption as is provided under Sup- 
plementary Regulation No. 12 to the General Maximum Price Regu- 
lation, or differential pricing will then be required if the higher import 
prices are not to be translated into a higher general price level paré passu 
with the increase of marginal costs. 
| We may put three cases as follows: 


Output Cost 
Domestic 200 million units 10 cents 
Foreign 50 million units 20 cents 


A. Subsidy. The government absorbs losses equivalent to 50 million X 10 
_ cents (foreign cost minus domestic cost) = $5 million. 
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B. Averaging prices. The government pays out $30 million: 
200 million units @ 10 cents = $20 million 
50 million units @ 20 cents= 10 “ 
: $30 i 
The government sells: 
` 250 million units @ 12 cents = $30 million 
No losses are involved. 


C. No intervention by government. Private purchases are made at 20 cents — 
abroad. Prices rise to’20 cents. The total outlay by consumers is then 250 
million X 20 cents, or $50 million. 

Savings to 
Consumers in 
Total Outlay Relation to Loss to 
Price by Consumers Costs under C Government 





Q W > 





. Subsidy 10 cents $25 million $25 million $5 million 
. Averaging 12 cents 30 million 20 million 
. No intervention 20 cents 50 million ——— 


There is still another way of preventing high-cost units from sending 
prices of all units upward. Differential pricing provides varying prices 
according to costs and the capacity of the buyer to pay. Where markets 
are segregated, the government might fix price X for one market and 
X + a for another. Under systems of allocation, the government might 
allocate low-cost units to government contractors and, in general, to 
more essential uses; and high-cost units to less essential uses. In many _ 
~- cases (€.g., cement) the government will pay the high prices since 
public contractors are able to absorb. In the bristle program, high-cost 
bristles are allocated to processors who absorb and sell to brush manu- 
facturers, and low-cost units are used for cordage where absorption is 
more difficult. Unless distribution is carefully controlled, buyers in less 
essential areas will try to buy in low-cost markets, thus putting pressure 
on these markets. 

Differential pricing provides a method which might be used as an 
alternative to averaging of costs or to a subsidy system. In general, 
differential pricing is to be preferred to the averaging system. Although 
average prices are the same under differential pricing as under averag- 
ing, the burden of the rise is less under the former than under the 
latter. This follows because, through a segregation of markets induced 
by an allocation system or in some other manner, the high-cost items 
may be distributed to those who can more easily bear the burden of 
high prices. Clearly, however, the possibilities of setting up a system 
of differential pricing will depend on the organization of the market. 


E7. 


~ 
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Il. Objectives 


Under what conditions are subsidies proposed? First, the govern- 
ment may offer subsidies in order to stimulate the output of high-cost 
increments that are considered essential for the prosecution of the war. 
Examples are (1) purchases of imports by R.F.C. corporations at 
prices in excess of the domestic level and resale at prices below costs; 
(2) the proposed (and rejected) incentive payments to farmers for 
additional output of nonbasic farm products; and (3) the payment by 
the government of a premium to cover additional costs of nonquota 
output of nonferrous metals. This type of subsidy is justified on the 
grounds that the purchaser (public or private) will be saved much 
money through government intervention: prices of- total supply will 
not rise by the increase of marginal costs. 

Second, subsidies may be involved when the government underwrites 
risks that are too great for private underwriting, or that would be 
covered at excessive prices by private interests. One example is war 
risk insurance and another is the industrial facilities program. Two 
aspects of this problem are to be distinguished. Since government’s 
capacity to take risks is greater, the charge is lower than if assumed 
by private enterprise.? Government intervention to that extent saves 
the purchaser money and the government therefore not only contrib- 
utes toward lower prices, but the reduction is not entirely at the expense 
of government. In fact, the government as a purchaser pays less, not 
more. The insurance program and the facilities program will, however, 
probably involve the government in a net outlay. Not only are costs 
and prices reduced, but the reduction is likely to be in part at the 
expense of the taxpayer. Insurance rates may be reduced from 6 to 
3 per cent as a result of coverage by War Shipping Administration; 
but the actual cost to the government may be 4 per cent. (The figures 
are hypothetical.) Costs of subsidies, observe once more, are probably 
lower than they at first seem if allowance is made for the reduction 
of costs. 

Third, subsidies are also designed to keep down the cost of living, 
an objective which may overlap the other objectives. In many in- 
stances, the government decides that extraordinary costs which fall on 
particular commodities but which are properly chargeable to the 
prosecution of the war, should be charged to the Treasury. Recent 
programs (May-June, 1943) designed to roll back the prices of coffee, 


*In purchasing from private enterprise, the government relieves the business man of the 
necessity of insurance against uncertainties (e.g., termination of contracts); the coverage 
of these risks by private sources is too costly. Similarly, private uaderwriters, in order 
to cover themselves adequately, charge excessively for marine or war risk insurance. 
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meat, and butter are the most ambitious attempts yet made to prevent 
excessive increases in the cost of living. 

When. it is once decided that a rise of prices is to be opposed vigor- 
ously, then a subsidy to suppliers may well be in order. If, at a price 
for an essential commodity, determined in accordance with broad anti- 
inflationary objectives, producers will not produce adequately or own- 
ers will not sell, a subsidy will be required. Farmers, for example, may 
be compensated for the difference between their total costs and the 
prices at which the stabilization program requires sales to distributors 
or consumers. Under an ideal program, the farmers will obtain sub- 
sidies just adequate to give them the incentive to produce the neues 
output. 

_ Subsidies should be given serious consideration only after certain 
other alternatives have been exhausted. In so far as it is practical and 
equstable, for example, the burden of stabilization of prices, in the face 
of rising costs, should be put upon profits.” It is not unlikely, however, 
in any case, that the entrepreneur will generally increase or maintain 
output even in wartime if his direct costs are not covered. 

Higher costs may then be offset by reduced profits; but direct attacks 
may be made on costs. Thus the government should aim to achieve all 
practical economies through concentration, simplification, and stand- 
ardization. Actually, it is frequently not easy to discover whether entre- 
preneurs have been required to absorb a fair share of additional costs 
or whether practical advances in concentration, simplification, and 
standardization have been achieved. Action must frequently be taken 
before much progress can be made along any of these lines and therefore 
the choice may. come down to a rise of prices or a subsidy. 

A strong argument for subsidies follows from the fact that, in the 
fight against inflation, the presumption is against any rise of price. 
(1) A rise of prices affects all producers and therefore gives the low- 
cost producers windfall profits. In contrast, subsidies prevent the ne- 
cessity of a rise of prices for high-cost producers from being translated 
into a rise of prices for all sellers. (2) The rise of profits associated 
with an increase of marginal costs in turn is an occasion for a rise of 

.. wages, and the rise of wages in turn induces further price increases. 

This spiraling process goes on ad infinitum. (3) Prices in the United 

States are related to prices abroad and if the price of coffee rises in the 

United States (for example), there is increased pressure for the Bra- 

zilians to ask a higher price for coffee. (4) An increase in the price 

of domestic commodities brings about an increase in the price of ex- 


"In determining pwices, the Office of Price Administration has been required to take into 
account the level of profits. 
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ports, and the increase in the price of exports in turn brings pressure 
on foreign sellers to increase their prices. In the present days of cartel 
controls, the interrelationship of export and import prices may be 
closer than under strictly competitive conditions. (5) Pyramiding 
is likely to take place because sellers generally adjust their prices on 
the basis of a percentage mark-up. The higher the cost of acquisition, 
therefore, the higher the selling price. In short, the prevention of price 
spiraling is an important reason for support of a subsidy program. , 

In the year 1943-44, the danger of a rise in prices is especially great, 
not only because of the excess of demand for civilian goods over sup- 
plies at current prices, but also because we have reached a position of 
_ full employment. What is perhaps even more relevant is that it will 

now become necessary to substitute more costly factors of production 
for less costly factors, and also to expand output of raw materials at 
higher unit costs. The substitution of women for men in the labor 
market, of old for young, the greater recourse to overtime, the re- 
distribution of man power geographically and industrially, the greater 
pressure on natural resources, the increased use of transportation fa- 
cilities—all of these will put pressure on our stabilization program. If 
the rise of unit costs is not to bring higher prices, subsidies will un- 
doubtedly be required. 

Finally, I end this section with a word on administrative problems. 
Particularly where the control of distribution is not practical, so that 
higher costs may be averaged out through governmental intervention, 
a subsidy system is likely to be advantageous. The administrative diffi- 
culties of paying subsidies to large numbers of business men pre- 
clude the use of subsidies at the retail level. In general, they should 
be paid to relatively few entrepreneurs, and for that reason they 
should be distributed at a level which involves relatively few business” 
men. They should be paid to the relatively few manufacturers rather 
than to numerous wholesalers: and retailers. The manufacturer would 
then be asked to sell a commodity at a price ‘to consumers which, allow- 
ing for the mark-up by the wholesaler and retailer, would be consistent 
with the general objectives of price control. If the price of meat rises _ 
too much, for example, it might be desirable to subsidize the slaugh- 
terers who would then be asked to sell to distributors at a given price; 
and the distributors in turn would be required to sell to butchers at a 
designated price; and so on. Similarly, the subsidy on bread would be 
much more easily administered if payments were made to millers 
rather than to bakers. Where payments are to be made to many (e.g., 
incentive payments to farmers), the arguments on other grounds need 
to be very strong. 
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II. Techniques 
. Government Purchase and Resale 


_ The government purchases numerous metals abroad: antimony ore, 
copper, tin, bauxite, chrome, manganese, etc. These commodities are 
‘sold at ceiling prices which are almost invariably less than landed costs. 
In some cases, transportation and insurance charges alone may be in 
_ excess of the ceiling price. Since sales of metals are made largely for - 
government account, the subsidies involved are much smaller than they 
at first seem. . 

In addition to these purchases of metals, the government buys hun- 
dreds of miscellaneous commodities. In many instances, the need is’ 
_ great, and the government will purchase at any price which will assure 

adequate supplies. Where the purchase price is higher than the appro- 
priate selling price at home, the government will suffer losses. Its pur- 
chases of rotenone in South America or pyrethrum in Africa are made 
_at high prices. Since these commodities are essential in farming, and 
since later ceilings are based on the prices of the raw materials, the 
agencies are asked to sell at prices consistent with ceilings on the 
processed products. In this manner, the economy is protected eels 
disturbing price changes. 

Unfortunately,- our government has not participated in public pur- 
chase programs as part of a deliberate plan for keeping prices down. 
Gains in lower prices have been incidental as a rule. Government pur- 
chases generally originate in the necessity of assuring adequate sup- 
plies. In Great Britain, government purchase of foodstuffs and resale at 
depressed prices have been a central part of an anti-inflation program. 

When the government sells below cost for public use, as is noted 
later, the losses are fictitious. One government agency loses money 
and another gains. It is important that, in general, the agency should - 
be forced to sell at ceiling prices which are determined by broad con- 
siderations of economic policy. If the commodity is to be used for 
public purposes, there is no gain involved in allowing the agency to 
sell above the ceiling price. The British have discouraged sales by one’ 
governmental agency to another at prices in excess of ceilings. 

The reasons for not allowing government agencies exemption from 
„price ceilings may be summarized as follows: 

1. A general exemption -would have serious effects on outstanding 
Army contracts. In the case of cost-plus contracts, the rise of costs 

, would be automatic. In the case of the more general fixed-price con- 
tracts, the result would be that contractors would raise the issue with 
the Army of absorption of additional costs, and innumerable contracts 

_ would have to be reconsidered. 


1943] s HARRIS: SUBSIDIES AND INFLATION i 565 


2. There is the danger of pyramiding. A rise in the price of raw 
materials sold by these agencies may yield á much larger increase in 
costs to the ultimate consumer as each handler of the product adds to 
the original increase. Since the majority of purchases by these agencies 
consist of raw materials, this consideration is of great importance. 

3. An even more important problem is the relation of prices paid by 
government agencies and government contractors to the prices charged’ 
for civilian goods. When government agencies bid up prices and sell at 
higher prices, there is increased pressure on civilian sellers of similar 
and competing commodities to obtain higher prices.* This follows not 
only because of the direct interrelation of these markets, but also 
because the prices paid by public agencies and government contractors 
influence prices in another manner. What is sold to government agencies 
and contractors goes, in no small part and at later stages of production, 
into civilian use. ” , 

What is more, it is-difficult, if not impossible, to distinguish at any 
stage the ultimate use of a particular product sold to a government 
agency or contractor. Any rise in the price of a commodity sold by an 
agency increases, therefore, not only the costs for other government 
departments but also those of civilian consumers. Frequently, ceilings 
are specifically tied to the resale price of government agencies, and > 
exemption for procurement agencies from the pressure of ceilings 
would require upward revisions in many of these ceilings. For these 
and other reasons, resale prices of government agencies are generally 
subject to control. 


Government Payments to Cover Increased Costs 


Averse to public participation in buying and selling programs in the 
anti-inflation program, the government has relied on direct payments 
to sellers or producers. Numerous examples may be given of this 
technique. A : 

1. The Roll-Back Program of May-June, 1943, was designed to roll 
back prices of meat, coffee, and butter by 10 per cent, and to reduce 
the cost of living by less than 1 per cent. The payments were to be 
made to the processors, e.g., creameries and slaughterers, who in turn 
would sell at reduced prices. This is an unusual subsidy program since 
producers receive payment per pound of meat and butter irrespective 
of their costs and profits. 

Very difficult problems are raised by such a program. It will not be 


t Government agencies have frequently asked the O.P.A. permission to sell at prices in 
excess of ceiling prices. They thus hoped to avoid losses. Yet it is difficult to justify ex- 
emptions for the government which are denied private enterprise. 
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successful unless the wholesale and retail ceilings on these products 
are enforced. In the absence of enforcement, the subsidy payments will 
inure to the benefits of the processors and (or) middlemen, who will 
obtain windfall gains. A second problem is that of timing the payments 
in such a manner that sales of existing inventories can be made at the 
higher pre-roll back prices. A third problem is the avoidance of a 
squeeze on the farmer. Should prices to farmers fall either because of 
other factors in the situation or the ability of the processors or middle- 
men to roll back prices at the expense of the farmer, the program will 
meet a political death. If it succeeds, the pressure for higher wages 
will be reduced to that extent. 

2. Another example of this technique is government coverage of 
increased transportation charges. Thus the diversion of oil shipments 
from water to land involved the oil companies in large increases of 
costs. In so far as absorption of higher costs by sellers was not possible, 
the alternatives were a rise in ceiling prices or a subsidy to cover 
higher transportation costs. The government also bore the higher 
transportation costs involved in shipping coffee and cocoa into this 
‘country. By absorbing the higher costs, the government was able, 
through a payment of % of 1 cent per pound of coffee, to cover in- 
creased transportation costs that varied from 14 to 146 cents per 
pound. 


3. The imposition of the General Maximum Price Regulation in- 


March, 1942, confronted distributors of vegetable oil products with a 
-serious squeeze. It was not possible to roll back prices to the farmers. 
Hence, here again the government, through disbursements by the 
Commodity Credit Corporation, was able to reduce prices to the dis- 
tributors. In this manner the distributors once more were able to buy 
vegetable oil products at a price consistent with their resale prices 
under the G.M.P.R. 


Sales of Government Services Below Cost 


In time of war the government becomes an entrepreneur in many 
areas controlled by private enterprise in peacetime. Control of shipping 
and war risk insurance are examples. In the sale of shipping services 
and freight, the government is in a position to subsidize imports. In 
order to assure continued imports in the face of rising costs and rela- 
tively stable prices of resale in the United States, the Office of Export- 
Import Price Control formulated, in coöperation with the War Ship- 
ping Administration (W.S.A.), a program for reducing the delivered 
price of imports. Rates for war risk insurance, for example, were re- 
duced to those in effect January 1, 1942. Luxury items were, however, 
subject to compensatory (#.e., cost) rates. 


x 
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The savings on delivered prices for imports are estimated at 60 
million dollars annually, though losses to the government have prob- 
ably been less. (Compensatory rates are probably’ estimated at a levél 
higher than is necessary to cover costs; and part of the imports are used 
in the fulfillment of government contracts. In such cases, the loss to the 
W.S.A. is offset by gains to other agencies.) In several instances, 
the W.S.A., at the instigation of the Export-Import Price Control 
Office, also agreed to reductions in surcharges on freight. When, for 
example, the delivery of newsprint from Newfoundland to the South 
was jeopardized, the alternatives were an increase in the ceiling price 
of all newsprint or a subsidy payment for the deliveries from New- 
foundland. A reduction in the surcharge on freight for newsprint from 
Newfoundland to the South solved the problem. 

The following principles prevailed in the formulation of the O.P.A.- 
W.S.A. subsidy program: 

1. The imported product favored by artificially low rates must be 
essential. 

2. Importation should siaiu be by private interests. (Where 
commodities are brought in by public agencies, the payment of lower 
rates involves a transfer of funds from one agency to another. In some 
instances, however, the W.S.A. has subsidized the Commodity Credit . 
Corporation. ) 

3. The resulting reduction in costs should not result in a windfall 
gain to the importer or any other distributor. It is not helpful, for 
example, to reduce war risk insurance rates if imports are a small part 
of total supplies in the United States and demand is elastic to some 
extent, so that prices are determined by the costs of domestic output 
and not by the contribution of the foreign country. In these circum- 
stances a reduction would merely improve the profit position of private 
enterprise at the expense of the government. Again, any reduction 
should automatically be passed on to the buyer where the objective 
of the reduction is a decline of prices. 

4. Where the effect on the domestic economy of a rise of prices was 
not likely to be serious, it was preferable to raise ceiling prices rather 
than to put the burden of assuring the continued flow of imports on the 
public exchequer. An example is the pending price regulation on im- 
ported distilled liquors. In. a limited number of cases, the best way 
out seemed to many neither to allow increases of prices nor subsidized 
rates on insurance or freight. In these instances, one of three possible 
results would follow: (1) the commodities would no longer be im- 
ported; (2) the foreign seller, unable to find alternative markets or 
other uses for-the factors of production employed” in producing the 
exported commodity, would reduce the selling price, thus assuring con- 
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tinued sales at low American ceiling prices; or (3) a black market 
would develop. On the whole, the effect of rigidity of domestic prices 
in the face of increasing costs abroad and the rise of shipping and in- 
surance costs has been either violation of price ceilings or discontinu- 
ance of sales in the American market. The way out seems then a 
flexible price ceiling for these luxury and semi-luxury items which will 
allow recovery of costs. In this manner, the supplies of imported com- 
modities will rise and to that extent the inflationary gap be reduced.’ 


IV. Inflationary Aspects of Subsidies 


Payments of subsidies have certain inflationary effects which should 
be considered as at least a partial offset to the deflationary effects. 
Subsidies must be financed. In the present situation, one may assume 
that expenditures required to finance subsidies will be inflationary. 
That assumption is made because the government will presumably fix 
the tax burden at the maximum, irrespective of subsidy requirements. 
Assume that subsidies will require 3 billion dollars annually and that 
total federal expenditures are to be 110 billions, the latter being the 
figure proposed by the President for 1943-44. My contention is that, 
irrespective of the payment of subsidies, the tax bill will be 50 billion 
dollars as proposed by the President, or 40 to 45 billions, as seems 
more likely. Once expenditures attain 100 billion dollars, the size of 
the tax bill is determined by considerations other than the exact level 
of public expenditures. In other words, the excess of disbursements 
over tax receipts will be increased pars passu with the payment of 
subsidies.” Against this increase in pressure on all markets is to be put 
the gains to be associated with concentrated reductions of prices in 
very essential areas. 

So far we have assumed that the subsidies involve the Treasury in ` 
additional expenditures. In the next section it will be argued that this 
is not necessarily the case. If subsidies net a saving to the Treasury, 
then this discussion of the pressure of additional purchasing power is 
irrelevant. 

Subsidy payments on commodities to be used now or ultimately for 
public purposes are to be distinguished from those to be used privately. 
This distinction is of great importance since the government’s expendi- 
tures in 1943-44 will be in excess of two-thirds of the national income. 


' SA program along these lines is being given very serious consideration at the present l 
time. 

t There is one reservation required here. The purchases of bonds out of cash balances 
that might otherwise have been spent had prices been higher (in the absence of these 
subsidies), will be incfeased. In part, however, the money saved on subsidized commodi- 
ties will be spent on other commodities. 


1943] "HARRIS: SUBSIDIES AND INFLATION >` 569 


What the government pays out in subsidies, it recovers in its capacity as 
buyer. Savings in buying prices are larger, moreover, than they at first 
seem because any rise of prices tends to have a pyramiding effect. 
There is no subsidy involved where the government (e.g., the Metals 
Reserve Corporation) buys at 20 cents and sells to a government con- 
tractor at 15 cents. Such transactions are, in the long run, likely to 
save the ‘Treasury money. Pyramiding is thus discouraged. Metal Re- 
serve’s losses (for example) are offset by equal or larger savings by the 
Army and other procurement agencies. The vast expenditures of 
government procurement agencies which are not recovered in the 
selling price should not, therefore, for the most part be considered 
subsidies. 

The political prejudice against subsidies may be reduced if it can be 
demonstrated either that the subsidy would save the government money 
in the long run; or, second, that the reduction in the cost of living 
might be very large as compared to the cost of the subsidy. 

Let us discuss the first issue first. We may use as an example the issue 
of the incentive payments to farmers. It is clear that the payment of 
100 million dollars for incentive payments on nonbasic farm products 
will save the consumer many times the 100 millions. Objection on the 
part of the farm bloc arises because they prefer a general rise of prices 
for all sellers of the nonbasic farm products, rather than a subsidy to 
high-cost producers. The payment of the subsidy would, in general, 
keep prices down on numerous products. The pressure for a rise of 
wages would therefore be reduced, for wages rise in response to higher 
costs of living. Since the government is planning to spend two-thirds 
of the national income, and since wages are roughly one-half of the 
national income, it is evident that any success in keeping down farm 
prices will save the government large sums of money. The government - 
will gain more, not only because wages are kept down, but also because 
the government is a very large purchaser of farm products. In short, 
it may be argued on purely fiscal grounds that a subsidy program in 
many instances will reduce the budgetary deficit, rather than increase it- 

For the purpose of considering the relative magnitude of the savings 
to the consumer and the cost to the Treasury, let- us assume that the 
cost to consumers of an essential item is reduced by one billion dollars _ 
by virtue of government subsidies. If the cost of living were reduced 
by one billion dollars and a subsidy cost 100 million dollars, it would 
generally be agreed that the subsidy was worth while. The cost of — 
living would be reduced, of course, in the essential areas. l 

When the consumers are saved a billion dollars, they have one billion’ 
dollars more available for increased consumption, taxation, or loans 


to the government. Where rationing becomes widespread, recourse to ` 
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additional consumption faces increasing obstacles. Additional tax ca- 
pacity is distributed among all classes and is not concentrated in the 
- entrepreneur class, as would follow if, as an alternative to the subsidy 
program, prices (and hence profits) were allowed to rise in response 
to higher costs. A tax program will certainly tax away a large part of 
the excess profits earned when the subsidy plan is not used; but not all. 
Entrepreneurs with low costs will get large excess profits while those 
with high costs may get no additional profits as a result of the rise 
in prices. 
The differences in the two methods may be put as follows: Where 
prices are allowed to rise, the consumer pays more and the increased 
tax capacity is found in the entrepreneur class. Under a subsidy pro-. 
gram, the government gains in that a further rise in the cost of living 
and wages is prevented. Furthermore, since prices are kept down, a 
better distribution of goods results because low income groups are 
thus able more nearly to obtain the goods that they require. And a 
larger part of any untaxed income associated with the subsidy program 
‘and lower prices will be left in the hands of the lower income groups 
than under a nonsubsidy pricing program. 
_ Large savings may be made for industrial users also. The govern- 

ment consumes most of the lead, zinc, and copper mined currently. It 
has been estimated that the premium system paid for high-cost quotas 
has cost the government 20 million dollars; but total savings were 
400 millions. 


V. British Success with Subsidies 


That a subsidy system can be used with great effectiveness is evi- 
denced by the British example. Their great success in stabilizing prices 
since 1941 is associated in no small part with the subsidy program. Of 
the British food index which covers 14 products, 11 products, repre- 
senting about 90 per cent of the weighted index, are subsidized. The 
- major payments are made to keep down the price of bread, flour, milk, 

- meat, and potatoes. The cost of food fell from 124 in April, 1941, as 
compared with a pre-war value of 100, to 120 in December, 1942. 
Subsidies are applied in order (1) to move fish to areas where it other- 
wise would not go because of the burden of transportation costs; (2) to 
increase agricultural output; (3) to divert: milk and eggs to low 
income consumers. The British also subsidize bakers and millers to 
keep the price of bread down. In many cases, they purchase imports at 
one price and sell at a lower price, and control mark-ups by distributors. 

That subsidiesmay even save the Treasury money may be gathered 
from the following rough calculations for Great Britain. Figures are 
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based on An Analysis of the Sources of War Finances, and An Estimate 
of the National Income and Expenditures in 1938, 1940, and 194t: 


Subsidies in 1941 = £139 million- Per cent of subsidies 
1941 in 1941 to items in 
(£ million) column (1) 
(1) (2) 
Personal expenditures 4,550 3.0 
Government expenditures 5,107 2.7 
National income 6,338 -2.2 


It may be assumed that subsidies have contributed significantly 
to the reduction in the cost of foodstuffs and to the prevention of fur- 
ther rises. The retail cost of foodstuffs declined by 4 per cent from 
April 1, 1941, to the end of 1942 and the total cost of living rose by 
1 per cent. Even if it were assumed that the cost of living would have 
been only 10 per cent higher in 1943 than it actually is, large savings 
would have accrued to the government. If we assume that labor ac- 
counts for one-half of total government expenses, a rise in the cost of 
living of 10 per cent would have resulted in an increase in-labor costs 
to the Treasury of £250 million, or roughly twice the cost of the 
subsidy. We assume here that wages would follow rises in the cost of 
living closely. Observe also that the rise in the cost of living might well - 
have been of the order of 50 per cent in these 2-3 years, had price 
control not been introduced. 

The subsidy program is an integral and important part of the price 
control program. In fact, stabilization of prices and wages, as provided 
in the spring of 1941, would not have been practical without the sub- 
sidy program. The cost of living had risen by 25-30 per cent in the 
preceding 18 months and might well have risen another 15-20 per cent 
per annum in 1941-43 had not a vigorous subsidy program been 
. launched.” 


Without attempting a summary of the paper, a few conclusions 
should be emphasized. 

1. A well administered subsidy program will save consumers much 
more than the cost to the Treasury. 

2. Against the outlays by the Treasury are to be put savings to the 
government as purchasers of materials and labor. A probable outcome 
is a net saving to the Treasury. 

™ Cf. Dominion of Canada, Report of the Wartime Prices and Trade Board, p. v. Cost 
of subsidies for the first 15 months of the price ceiling (ended February 28, 1943) were 
68.6 million dollars. These costs are small compared to the rise of 350 millions in the 


cost of consumer goods which might easily have been incurred in the absence of the price 
ceiling. 
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3. Subsidies are, therefore, probably anti-inflationary; and even if 
a price rise should result, the rise will be spread thinly over the whole 
economy and the reduction will be concentrated in areas of very 
essential commodities. 

4. Subsidies cost much less than they at first seem. For the most 
part, outlays are recouped by savings on government contracts. What 
one government agency loses as seller, another gains as buyer. Here I 
have in mind a somewhat different point from that made under No. 2 
above. The government gains because its agencies and contractors buy 
directly from government agencies that sell at a loss. This is the im- 
portance of point No. 4. In addition, the government gains because there 
is less pyramiding, as prices of labor and farm products and mark-ups 
are. kept in check. That the government will probably save money 
through a wise use of subsidies (as is argued in point No. 2) is ex- 
plained by both these considerations. 

5. Finally, why are subsidies not used more widely in the United 
States? f 

a. In view of other fiscal operations, the prejudice against deficit 
spending can be passed over. In any case, this consideration is probably 
irrelevant. The cost to the government may well be nil; and even if 
there is a cost, the much larger gains in lower cost of living and poiu 
stability are to be considered. 

b. There is great danger of abuse. This is a particularly Tibora 
matter in the United States where group interest wields much political 
power. Perhaps the smaller influence of groups in Canada and the 
United Kingdom than in this country explains the greater popularity 
of subsidies in those countries where deficit financing is considerably 
less popular than here. The answer to the argument of danger of abuse 
is that subsidies should be determined on nonpolitical grounds by a 
public body not subjected to political pressures. This is, of course, much 
easier said than done. 

c. Administrative complications are a deterrent and should be. Yet 
careful choice of the areas of subsidies and the level at which they are to 
be paid will reduce the weight of this factor. 

d. Subsidies are frowned upon by Congress because it is not dis- 
posed to trust administrators with the use of large funds. 


MOULTON’S THE NEW PHILOSOPHY OF PUBLIC DEBT? 


By Davin McCorp WricHutT* 
I 

“Tt is not enough for the knight of romance that you agree that his” 
lady is a very nice girl—if you do not admit that she is the best God 
ever made or will make you must fight. There is in all men a demand for 
the superlative, so much so that the poor devil who has no other way 
of reaching it attains it by getting drunk.” 

In these famous sentences Mr. Justice Holmes. long ago summed’ up 
that preference for oversimplification and dogma which is one of the 
besetting weaknesses of human controversy. Today the same urge 
for the superlative of which he spoke manifests itself with particular 
force in the current discussion of the national debt. Most laymen must — 
have it that the public debt is either a monster crushing out our lives, 
or else that it involves no burden, entails no cost, and is the sole con- 
dition of freedom. ; . 

On a first reading, Dr. Moulton’s extremely interesting study. is 
likely to appear a continuation of the same strain of argument. The 
dangers of the debt are magnified and constantly repeated, while the 
short volume—but ninety-three pages in all—fairly bristles with dog- 
matic statement and highly colored adjective. More careful reading, 
however, gives a different impression, and a thoughtful reader may 
well conclude that Moulton, in spite of himself, is in far greater agree- 
ment with his opponents (for example, Professor Hansen) than he ever 
admits, Lest the casual reader be misled by the polemic character of | 
Moulton’s work, we may begin by summarizing the points on which - 
he and his opponents may fairly be said to agree and then pass on ‘to 
points of difference. - 

In the Brookings trilogy, The Distribution of Income and Economic 
Progress, Dr. Moulton gave a version of the “over-saving” thesis _ 
which would not, I feel certain, recéive the unqualified support of 


* Mr. Wright is associate professor of economics at the University of Virginia. 

7H. G. Moulton, The New Philosophy of Public Debt. (Washington: Brookings Inst. 
1943, Pp. vi, 93. $1.00.) << 

*O. W. Holmes, “Natural Law,” Harvard Law Rev., Vol. 32 (Aug., 1918), p. 40; 
reprinted in The Dissenting Opinion of Mr. Justice Holmes (New York, Vanguard Press, 
1929), p. xiii, g : 
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Professor Hansen.’ Yet both Hansen and Moulton would certainly 
agree that after 1929 (if not before) excessive saving, or, as Hansen 
would put it in more precise Keynesian terms, an insufficient propensity 
to consume, was a major problem. Both, too, would feel that the re- 
distribution of wealth furnished a promising method of attack on this 
problem. And, while Hansen would favor the use of other methods, 
in addition to redistribution, it is clear that the basic diagnoses from 
which both writers take their departure have a good deal in common. 

Furthermore, and this will doubtless surprise many hasty readers 
of Moulton’s book, Moulton is not an opponent of deficit financing 
- per se. He says specifically that he favors the use of deficits in periods 
of “depression and readjustment.”* “It is,” he says, “only necessary 
that the debt be kept under easy control—that is, well within revenue 
possibilities.”” Moulton nowhere defines what he means by “easy” con- 
trol or “revenue” possibilities, but from other statements scattered 
through the book it would appear that he would agree that the follow- 
ing factors were among the most important to consider: “the level of 
the national income, the kind of taxation levied, and the wisdom of the 
public investment and public expenditures made.”® Yet these are the 
words he himself uses in summarizing Hansen’s views, and the reader 
is justified in asking what after all ¢s the point of difference between 
- Moulton and Hansen. 

This theoretical point concerning which Moulton believes himself 
to differ from Hansen, Berle, and others, is summarized by Moulton 
as follows: “The new philosophy . . . holds that public finance is 
really only a matter of bookkeeping, that a rising debt has no adverse 
. consequences, and that without a constantly increasing debt we cannot 
. hope to have full employment and prosperity.’ In other words, Moul- 
ton charges his opponents in general, and Hansen and Berle in par- 
ticular, with the opinion that a public debt entails no burden and that 
a constantly rising debt is always essential to full employment. 

It is much to Dr. Moulton’s credit that, instead of firing a broadside 
at an unnamed group of writers, he has named names and picked 
specific economists for attack. However, his selection of opponents 
is a singularly unfortunate one and greatly diminishes the effectiveness 


*H. G. Moulton, et al., The Distribution of Income and Economic Progress (Washington, 
Brookings Inst., 1935). It should be stressed that Professor Hansen does not. hold an 
underconsumptionist theory of the cycle such as Moulton’s or Hobson’s. Hansen’s cycle 
theory is more similar to that of the over-investment school or to D. H. Robertson’s, 


“Moulton, The New Pkilosopky, p. 50. 
5 Ibid., p. 52. 

Ibid., p. 60. ° 

'Ibid., p. 3. 


1943] WRIGHT: PHILOSOPHY OF PUBLIC DEBT—A REVIEW - 575 


of the book. For, while Professor Hansen undoubtedly has frequently 
shown a very great enthusiasm concerning the advantages of public 
spending, it may nevertheless be stated without fear of successful 
contradiction that he has mever written anything which, fairly inter- 
‘preted, can be construed to mean that he adhered to any of the views 
attributed to him by Moulton in the passage just quoted,’ and the same 
is probably true of Berle.” Indeed it would be difficult to find any out- 
standing economists who have espoused such views. Mr. Lerner comes 
nearest to it, but even he sees clearly the inflationary danger and the 
necessity, at times, for taxation if inflation is to be avoided.” While 
persons holding the extreme views Moulton attacks have undoubtedly 


* After searching Professor Hansen’s writings Moulton lists five quotations which 
“prove” that Hansen believes a public debt to entail no burden. Two of these are. dis- 
cussed later on in the text. The remaining three are: “costs and incomes are just opposite 
sides of the same shield”; “a public debt internally held . . . has none of the essential 
earmarks of a private debt”; “fan internal debt] is in fact so different from what we 
usually think of as debt . . . that it should scarcely be called a debt at all.” The New 
Philosophy, p. 7. While considered hurriedly these do sound uncompromising, they none of 
them necessarily imply either that the debt has no burden or that it is always a good thing. 
Considered in their context the first is seen to be part of a discussion of the relation of 
costs and incomes, the second deals with the public debt as an instrument of national 
policy, and the third comes from a discussion of the well-recognized difference between 
public and private debt. 

It is curious that despite Moulton’s apparent diligence in ransacking Hansen’s writings 
he should have missed so many quotations which could have made Hansen’s position 
quite clear. For example, after detailing Professor Pedersen’s views3—which correspond 
somewhat closely to what Moulton thinks of as the “New Philosophy’—Hansen says, 
“While the above statement places the emphasis in the right place, it is nevertheless, unless 
properly qualified, an over simplification” (italics added). A. H. Hansen, Fiscal Policy and 
Business Cycles (New York, Norton, 1941), p. 144. i 

Again on page 174 of the same book we find the following statement which disposes of 
all doubt on the matter: “With respect to proportionality, a large debt in relation to 
national income may imply a disproportionate amount of wealth invested in government 
bonds. . . . The rentier class might accordingly become too large. ... Even an ideal tax 
structure will restrain more or less the inducement to invest,” etc. (Italics added.) It is 
unfortunate that Moulton does not appear to have read this passage, coming though it 
does at the end of a section headed “Limits to the Public Debt” which might have been 
expected to attract his attention. Had he done so he would have avoided most of the mis- 
conceptions in the New Philosophy. Numerous other quotations might be given to show 
that Hansen has been well aware of all the possible friction urged by Moulton. . 

’ The most extreme statement made by Berle, with which the author is familiar, is his 
remark that the dangers of a breakdown of government credit have been “wholly over- 
stressed.” This certainly does not deny that they exist. See Hearings before the Temporary 
National Economic Committee, May 23, 1939. Further, how did Moulton miss the follow- 
ing remarks by Berle from the same source: “The use of the Federal credit by providing 
relief . . . is not a permanent solution. There is always the danger that the time may 
come when an economy so organized will reach the end of its tether’ (italics added)? 
Moulton is quite unjustified and misleading in saying that “nowhere does Mr. Berle suggest 
that a balanced budget is necessary or that a continuous growth of the public debt might 
have adverse effects.” Numerous quotations by Berle might be citeg which would clearly 
rebut this. See infra, note 15. 


See A. P. Lerner, “Functional Finance,” Social Research, Vol. X (Feb., 1943), p. 38. 
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been found in the economic fold, he is, as far as most of the profession 
are concerned, aiming at a straw man. 
I 

-As far as the mechanics of presentation are concerned,. Moulton 
has done a good job. The book is well organized. First the “New 
Philosophy” is detailed. Next comes a series of quotations by which 
Moulton tries to show that various writers adhere to this philosophy.’ 
The third chapter contains Moulton’s version of how the new ideas 
have developed. Chapter 4, “Appraisal,” is the core of the book. In it 
Moulton sets forth three grounds upon which he believes that the 
alleged adherents of the new philosophy base their case for a “‘con- 
stantly” expanding debt. These are (1) the mature economy, (2) a 
. “chronic excess of money savings,”* (3) the idea that business enter- 
prises are no longer dependent to any great extent upon investment 
markets for expansion capital.” 

Each of these theses is elaborately criticized and dissected, though, 
oddly enough, Moulton admits (parenthetically) regarding all of them 
that they may possibly be correct. He reconciles his own “over-saving” 
views with his present criticisms by alleging that the New Deal has 
brought about a substantial redistribution of wealth sufficient, perhaps, 
to dispose .of the problem of saving. This is a remarkable claim and 
careful scrutiny of the text will show that Moulton is by no means as 
sure of it as he at first sounds. 

After disposing of the stagnation idea, he passes on to give brief 
mention of Berle’s capital bank scheme, the idea that the public debt 
is a good thing because it supports the banks, and some of the prob- 
lems of taxation.” The remainder of the chapter is taken up with a 
discussion, on fairly customary lines, of the burden of the debt and its 
limits. During this discussion Moulton makes a number of concessions 

4 Moulton presumably uses the adjective “money” in connection with savings to meet 
the Keynesian terminological objections regarding the “equality” of savings and investment. 


It should be noted that this does not meet the difficulty. To the rigid Keynesians, al 
money is “saved” or “hoarded” all the time, as Haberler points out. 

HOn this point Moulton says that when new investment is low replacement will 
naturally take a larger share. But T. C. Blaisdell, Jr., whose statements are quoted (The 
New Philosophy, p. 36) had merely stated that many corporations did use replacement 
and depreciation allowances for expansion. This fact is undoubted, and does not neces- 
sarily imply the confusion charged by Moulton. The doctrine that‘ corporations are 
becoming more independent of the capital markets for expansion capital has many bases 
other than a comparison of gross investment with replacement. 

*Moulton’s criticism of Berle is based partly on the tacit assumption that all gov- 


"ernment enterprises which do not “earn” their costs—t.c., which have to be subsidized 


` from taxes—are worthless. This of course is an absurd exaggeration. As Berle points out, 

the same line of thought would mean that the Brooklyn Bridge was worthless because it 
was supported by taxes, while the George Washington Bridge, supported by tolls, must 
therefore be worth while. See further infra, note 24. 
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and alterations regarding his earlier statements. So much so, indeed, 
that one wonders whether it would not have been fairer to his own 
ideas, as well as those of his opponents, had these concessions been 
placed nearer the beginning of the book. In conclusion two brief 
chapters discuss debt and inflation and debt: and post-war plans. 
The style throughout is clear and lively and of a type likely to appeal 
to the popular reader.** On the whole, however, despite these exposi- 
tory excellences, most economists who are at all conversant with the 
facts will, I believe, put down Moulton’s book with a sense of disap- 
pointment. We read today of paper cities erected near European capi- 
tals to mislead the bomber pilot and induce him to drop his bombs in the 
wrong place. Dr. Moulton is in much the position of one of these airmen | 
who has devastated the false Berlin, or the false London. He has blown 
up the target at which he was aiming, it is true, but it is not the target 
he thought it was. Nevertheless, Moulton’s book may well prove to 
have done a signal public service. If the New Philosophy described by 
him is definitely not that taught by Keynes and Hansen, it is neverthe- 
less the philosophy many people, especially laymen, have misunder- 
stood them to teach. It is difficult to rebut a number of vague misap- 
prehensions precariously existing in the mind of numerous persons, but . 
when these are gathered together in a widely circulated book it fur- ` 


nishes, as it were, a focal point for discussion, and, in consequence, -. 


gives an admirable opportunity for clarification. It becomes possible to 
define definitely wherein the writers attacked by Moulton do adhere 
to the views attributed to them and where they do not. 

The basic weakness in Moulton’s attack on the Keynes-Hansen 
school is that he fails to grasp the fundamental idea of their entire 
position: that the appropriateness of a particular economic measure 
can only be judged relatively to surrounding circumstances.** He insists 
on misconstruing Hansen’s teaching that a public debt is sometimes 
a good thing into a doctrine that it is always a good thing. Relativity 
is completely lacking in his cosmos. Statements made with reference to 


one set of circumstances are torn from their context and quoted, without — 


“Tt should be emphasized, however, that Moulton’s errors are not simply the usual 
inaccuracies inseparable from popular writing. They are frequently basic. 

* Compare the following from Berle: “It comes hard to many of us to realize that 
economic measures are not laws of God, but are expedients, entirely proper in one set of 
circumstances and entirely fatal in another. Chairman Eccles of the Federal Reserve 
Board spent most of his time after 1933 in urging the freest possible expenditure of 
currency and credit, recognizing that deflation was the great enemy. Yet, in the August 
(1941) number of Fortune, he wrote one of the ablest arguments ever made for exactly 
the opposite process—‘for hardboiled fiscal and credit policies” He was right both times. 
Once the peace comes, he, and all of us will have to shift back at onc# to the main problem 
of seeing to it that there is adequate finance to construct markets up to the full limit of 
employment and production.” A. A. Berle, Jr., “And What Shall We Do Tomorrow?” 

’ Fortune, Oct., 1941, p. 124. ; . , 
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explanation, or qualification, as if applicable to quite different situa- 
tions. Moulton, indeed, in his desire to ascribe to his opponents a sweep- 
ing advocacy of extreme doctrine, is scarcely as just in his selection and 
arrangement of quotations as one would expect. For example, the most 
unqualified statement attributed to Hansen, “We shall come out of the 
war debt free. We shall have no external debt, only an internal debt,” 
is taken from an interview published in the Chicago Journal of Com- 
merce of June 27, 1942.*° If, however, we turn to that Journal for 
August 31 of the same year we find the following: 
“On June 27th, there appeared in the Chicago Journal of Commerce 
a lengthy interview with Dr. Hansen. . . . Because Dr.. Hansen felt 
that he was misquoted in some instances, thereby conveying a wrong 
impresston, the Chicago Journal of Commerce asked him to prepare 
an article specifically setting forth his ideas . . . which is presented 
. herewith.” (Italics added.) Yet, although Moulton quotes from the 
second article, he does not scruple to use quotations from the first 
. interview. Surely this is not-very magnanimous treatment. 

To recount all the instances in this little book of the misleading 
use of quotations wrenched from their context would be a weary and 
` invidious process. One further example, however, is worthy of mention. | 
Moulton says: “That Dr. Hansen believes it is not only unnecessary to 
maintain a balanced budget but that a permanently expanding public 
debt is essential to prosperity . . . is indicated by the following: “The 
attack on chronic unemployment by means of . . . a continually rising 
public debt is essentially a conservative proposal.’ ”™ 

The mistake here, of course, is the confusion between the relative 
and the absolute size of the debt. One may well advocate a continually 
rising debt, as Moulton admits, if, on the average, the national income 
is.rising sufficiently. But this does not mean that one advocates a con- 
tinually rising debt relative to the national income. It should further be 
noted that Hansen is here using the word “conservative” in the sense 
of the protection of property rights—not with reference to “sound” 
finance. More complete quotation would have made this clear.*® 

It is quite impossible in an article of the present length to discuss 
each and every point of controversy treated by Moulton. It will, there-. 
fore, be necessary to select only a few outstanding ones and to give 
even them but rather brief treatment. This will result in a somewhat 
incomplete picture, but, unless something of the sort is done, the dis- 


18 Moulton, The New Philosophy, p. 7. 

" Ibid., p. 8. 

“What Hansen actually said was that a continually rising debt was “conservative... 
in the respect that it does not necessarily involve a redistribution of incomes.” Moulton 
omitted the explanatory sentence. This is typical of many quotations throughout the book. 
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cussion would assume inordinate proportions. An attempt will be made, 
however, to mention in the notes certain of the points which are omitted 
in the text. : 

Let us begin by examining some of Moulton’s views regarding what 
he calls the stagnation thesis. The writer, it should be said, has never 
been an unqualified adherent of the stagnation view for the reason 
given in his Creation of Purchasing Power, that “While at a particular 
point of time we can say with some confidence that the propensity to 
consume is too low with reference to the inducement to invest, to go 
further and say that this state of affairs will probably continue... 
may transcend the realm of economics and enter the realm of proph- 
ecy.”™ To explain more fully, I am somewhat inclined to disagree with 
Professor Hansen as to the probability of an insufficient inducement 
to invest, after the war, relative to our propensity to consume. The 
stagnation thesis, it seems to me, makes ceteris paribus assumptions 
relative to the international institutional milieu which may not prove 
valid. A reorganization of world trade which opens for investment the 
great areas of Chiha, etc., may, it is at least reasonable to hope, absorb 
all our savings. l 

Moulton, however, misunderstands the thesis itself—at least in the 
form put forward by Professor Hansen. He never grasps that Hansen 
is not arguing for a high propensity to consume or a low one for its own 
sake but only with reference to the conditions obtaining at some one 
point of time. If the inducement to invest did increase, so as to ensure 
full employment, nobody would be better pleased than Hansen, and 
he would immediately recognize that a low propensity to consume was 
no longer a problem. There is then no analytical difference between 
Hansen and the writer. But Moulton, as said before, misses the rela- 
tivity of Hansen’s statements. He ridicules David A. Wells and other 
economists of the 1880’s who put forward ideas similar to Hansen’s, 
because later on prosperity returned.” He fails to realize that at the 
time they wrote Wells and Carroll Wright may have been quite justi- 
fied in their beliefs. In this connection it should also be said, regarding 
the probability of an increase in the inducement to invest, that Moul- 
ton’s point that it is possible for technological change to take the place 
of population growth (a point which, as. Moulton admits, is well recog- . 
nized by Hansen) is not the same thing as saying that it wil? take the 
place of population growth.” He confuses hypothesis with history— 
possibility with reality. 

*See D. McC. Wright, The Creation of Purchasing Power (Cambridge, Harvard Univ. 
Press, 1942), p. 42. ė 

* Moulton, The New Philosophy, p. 26, et seq. i 

* Ibid., pp. 24-25. 
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As a means of rebutting the stagnation thesis, one of the oldest con- 
fusions in economics is employed, namely, the confusion of unsatisfied 
wants with effective demand. Moulton writes, “But it is equally true 
that the unfilled wants and desires of the existing population constitute 
potential markets. If (italics mine) the existing system is operated 
so as to expand consuming power in proportion to the increase in pro- 
ductive power,” there is no reason for trouble.” Precisely. But how? 
Moulton implies later on that one of the best methods would be a 
redistribution of wealth. Yet wherein does this differ greatly from 
Hansen’s desire to raise the propensity to consume? 

It must be pointed out that responsible proponents of the “stagnation 
thesis” by no means believe that technical progress and increased 
total production are impossible. They only maintain that, with the exist- 
ing propensity to consume, relative to investment outlets, increases are 
unlikely. In other words, a lower propensity to save (higher propensity 
`~ to consume) would, they think, result in a more rapid growth of output. 
Moulton’s quotation from Hansen that “there is no evidence that our. 
-economy is in any sense becoming decadent, inefficient, incapable of 
continued progress in productivity” by no means implies an abandon- 


, ment of the “stagnation thesis.’’* What Hansen is saying is that #f we — 


find ways of effectively expressing unsatisfied wants in the market place, 
then we can-continue to progress. This of course is Moulton’s own view. 
Probably Moulton would have realized more fully the extent of the 
agreement between Hansen and himself had he obtained a clearer idea 
of what is meant by the “propensity to consume.” The propensity 
to consume is a schedule, similar in construction to the Marshallian 
demand curve, detailing the amounts which will be saved under given 
conditions at various levels of the national income. The schedule, fur- 
thermore, is, in Keynes’s belief, likely to be so shaped that a larger ` 
proportion will be saved at higher than at lower levels.of income. Had 
Moulton seen this more clearly, he would not have cited, in refutation 
of Hansen’s statements, statistics which, if anything, substantiate them. 
He points out that Department of Commerce figures show a decrease 

in the ratio of private savings to national income from about 12 per 
. cent in 1929 to an average of roughly 7.5 per cent in 1936-39, From 
these data the conclusion is drawn that a far-reaching change has been 
-brought about in our savings habits. These figures, however, do not 


 Ibid., p. 24. 

= Ibid., pp. 29-30. 

* Ibid., p. 32. Moulton also criticizes Hansen, on page 33, for slurring over the rôle 
‘of taxes. He says that Hansen’s statement that consumption in the late twenties equalled 
88 per cent of the national income and that the same was true in the late thirties implies ` 
that “the remaining 12 per cent in each case represented funds available for private 


MoI G 
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rebut Hansen or necessarily indicate a change in the propensity to 
consume, in the schedule sense. The period 1936-39 was one of lower 
income levels relative to 1929. Therefore we should expect a smaller 
proportion saved than at higher levels. The error here is similar to that _- 
of confusing a change in demand, in the sense of the amount actually 
bought, with a change in the demand curve. 

Enough has been said to show that the “stagnation thesis” as 
Hansen has put it forward, at any rate, is completely misstated by 
Moulton.” Probably the next most important confusion concerns the 
extraordinary conclusion drawn by him from Hansen’s diagnosis of 
the “1937 episode.” Hansen had said: “I think that [the] recession 
of ’37 was to a very large extent due to [the] . . . decline in the net 
income creating expenditures of the government.”** From this Moulton 
evolves the doctrine that Hansen thinks “any reduction in net govern- 


investment.” But, says Moulton, in one case taxes might have taken all the savings. In 
another they might not. This criticism is irrelevant. What Hansen is stressing is that if 
the 12 per cent saved were hoarded it would start a deflation, unless offset by deficit 
financing or forced onward by taxes. Even if taxes took all the savings it would not neces- 
sarily mean a reduction in investment in real terms. Government would be doing the 
investing. Of course if one believes that al government investments are waste then per- 
haps they should all be classed with consumption. But such an extreme view is absurd— 
though the writer has been at some pains to rebut extreme statements of the opposite 
order, See my Creation of Purchasing Power, p. 144. I am indebted to Dr. Richard A. 
Musgrave, and Dr, Marie Butler for much statistical and other material in connection 
with Moulton’s criticisms. 


= It is interesting to compare Moulton’s summary of his appraisal of the ization 
thesis with what we have learned to far. The summary appears on page 42 of The New 
Philosophy and runs as follows: “(1) The mature economy thesis is not supported by the 
evidence and it bas apparently now been abandoned by its leading exponent.” Regarding 
this, we have seen that Moulton’s statistics evince great confusion of thought, and that 
the quotation used to show “abandonment” of the thesis is an error. 

“(2) The argument that we are confronted with a permanent excess of money savings 
is based upon a fallacious comparison—that of consumption with national income—which 
takes no account of increasing taxes and their effect upon savings.” On the contrary, 
Moulton’s figures do not show that taxation has greatly increased the propensity to con- 
sume—if at all. See also supra note 24. 

“(3) The belief that business corporations have in recent years largely freed themselves 
from dependence on the general capital market grows out of a failure to differentiate 
between the replacement of old and the creation of new plants and equipment.” This 
statement is almost wholly incorrect. Even assuming the alleged mistake to have been 
made, which is very doubtful, the doctrine stated has many other bases and its possible 
validity is admitted by Moulton. 

~“(4) The contention that the depression of 1937 was due to a reduction in the govem- 
ment’s ‘net contributions to purchasing power’ belies the pump priming theory itself; and 
it overlooks the significant fact that aggregate purchasing power .. . was rapidly 
increasing up to the time the depression began.” As will be shown shortly, Moulton in 
this criticism has forgotten the acceleration principle and confuses the effects of an 
absolute increase with its rate of change. The doctrine stated does nòt necessarily “belie” 
the pump priming theory. 

_™Moulton, The New Philosophy, p. 40. 
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ment outlays will only lead to disaster.’’’ Moulton further remarks that 
“Hansen’s analysis obviously overlooks the fact that it is aggregate 
national purchasing power, private and public, that counts. The sta- 
tistics . . . show that aggregate purchasing power was rising rapidly 
' during the period in question.”** 

What Moulton has forgotten here is the importance of the rate of 
. change. Hansen, of course, had not overlooked aggregate purchasing 
power. If one reads his original treatment of the problem, it will be 
seen that it runs in terms of the “acceleration principle.’’*® Hansen’s 
feeling was that, because private investment had not risen sufficiently 
to offset the decline in government spending, the rate of growth of 
total demand was declining even though the absolute growth might 
` still be great. The relation which obtains in some circumstances between 
the rate of growth of consumption and capital demand is an elementary 
principle of business cycle theory. The Keynesians certainly do not 
believe that a net decline in public spending must cause a collapse. If 
the total rate of investment (public and private) is sufficient, they feel 
(with Moulton) that no difficulty need ensue. 

Another important issue which may be briefly mentioned is Moulton’s 
treatment of the inflationary problem. He quite properly warns us of 
the danger of what the writer has called “pressure group” inflation.” A 
large part of the chapter on inflation, however, is taken up with a highly 
disingenuous attempt to confuse wartime controls with the peacetime 
inflation problem.™ In time of peace, if large-scale hoarding is going on, 
net increases in the money supply do not necessitate rationing, price 
fixing, etc. Similarly, if the deficit merely accompanies and expresses’ 
increases in production, there need be no large-scale price increases. 
The tacit confusion of war and peace seems indefensible; for, since 
the problem turns largely on the “elasticity of supply,” which is 
so different in the two circumstances, generalizations based on war 
experience are quite inappropriate, elsewhere. l 

The final point to be discussed is the relation of deficit financing to 
the post-war reorganization of world trade. Moulton tries, I believe;: 
to show that the reorganization of world trade on less mercantilistic 
lines and the return to the gold standard are impossible if large-scale 

™ Loc. cit. 

™ Moulton, of. cit., p. 41. . 

7In making this point I do not necessarily imply that the acceleration principle was 
the chief cause of the 1937 crash. I am only showing that Moulton’s objection to Hansen’s 


analysis is not valid. For statistical material relating to the downturn; see S. H. Slichter, 
“The Downturn of 1937,” Rev. Econ. Stat., Vol. XX (Aug. 1938), p. 97. 


* Moulton, The New Philosophy, pp. 77-78. Cf. my Creation of Purchasing Power, p. 226. 
“ Moulton, The New Philosophy, p. 86, et seq. 
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deficit financing be employed.” While I do not regard a return to the 

gold standard with enthusiasm, nevertheless I feel that it should be 

realized that deficit financing and the gold standard are not always in- 

compatible. As J. E. Meade points out, all that is needed is that the 

~ major nations of the world expand more or less simultaneously in times ` 
of unemployment.” Furthermore, this roughly simultaneous expansion 
can occur, not only if there are elaborate interlocking treaties, but also 
if there is a general body of internationally recognized doctrine relating 
to compensatory public finance. If this is followed spontaneously by 
monetary authorities in all important countries, little maladjustment - 
will ensue. The gold standard, it must be realized, worked, when it . 
worked, because of a general acceptance of certain rules by the central 
banks of the world—not because of international coercion. This is, of 
course, a matter on which a great deal more could be said. 

From what has been pointed out in this survey of a few of the issues 
of Moulton’s book, it will be seen that we have found many confusions 
and misstatements, but few substantial differences between Moulton 
and those opponents whom he names.* The analytical points on which 
he believes himself to differ from Hansen and Berle are clearly a mis- 
take. Is there then no real difference? To say as much would be going . 
too far. It seems to me that there is a very real difference in emphasis 
and in indicated policy. While I hesitate to state Moulton’s views too 
dogmatically, I believe that the real point of difference lies in whether 
we are to regard the balancing of the budget as a desirable aim or as the 
chief aim of economic policy. 

Moulton tells us that a Brookings:study is forthcoming concerning 

‘methods of balancing the budget after the war. This study should be 
interesting in view of his statement that it may be “essential” that the 
budget be unbalanced in time of “readjustment.” Perhaps, therefore, 
I do not interpret him fairly in what follows, and if so I offer my apolo- 
gies in advance. Yet it seems to me that the post-war policy toward 

. which Moulton’s analysis tends is one of rigid economy aimed at 

‘balancing the budget as the first consideration, and with unemployment 

only a sécondary matter. On the other hand, Professor Hansen, and 
™ Moulton’s position is so difficult to define clearly from this book that I may be doing 
him an injustice in this statement of his views on foreign trade. 
” See J. E. Meade, An Introduction to Economic Analysis and Policy, 2nd ed. (Oxford, 


Oxford Univ. Press, 1937), Pt. V, chap. 7. Of course if there is a deficient supply of gold 
to maintain a satisfactory price level other complications might ensue. 

“The fact that it has been impossible, in view of limitations of time and space, to 
comment on all of Moulton’s criticisms is not to be taken as necessarily admitting the 
validity of any of those not mentioned. Some selection had to be, made and I took 
those which I thought most important. To point out each inaccuracy and misstatement 
in this book would require a review at least twice as long as the present one. 


N 
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many others whom Moulton considers his opponents, would rank the 
aims of economic policy in the following order: (1) increasing the 
standard of living; (2) reducing’ unemployment to a minimum; 
(3) balancing the budget." For the remainder of this article we will 
‘discuss the issue raised*by this conflict of standards. 


7 


II 


Surely, after all that has been written on the subject, we should 
now be able to bring to a close the long and weary controversy as to 
whether or not an internally held national debt entails a burden to 
_ society. In this regard the writer agrees with Dr. Moulton and Pro- 
. fessor Hansen that the extreme position that a debt involves no-bur- 
den has long been shown to be untenable.” On this point, indeed, Moul- 
‘ton is probably at his best in the book for, while he contributes noth- 
ing very new, most of what he has to say is substantially correct. 

` Let us run over the arguments which are advanced to maintain that 
no burden is involved. First of all there is the “one big family” argu- 
ment. Taxes are mere transfer payments, the money is taken out of 
one pocket and put into another, etc. It is easy to show that this 
argument can not be pushed too far. The process of transfer involves 
administrative waste and friction. There is a vast problem concerning 
the distribution of wealth. Unwise taxes may hinder private invest- 
_ ment and the growth of the national income. In this connection Mr. 
Lerner’s ingenious attempt to minimize the possible deterrent effects 
of high progressive income taxes upon investment has failed to ac- — 
complish its purpose. As a matter of formal logic his demonstration 
must be conceded that the gains and losses from investment can beso 
balanced as to leave the investor indifferent between them. What he 
has overlooked, however, is that the investor may prefer to do nothing 
at all. The rewards of entrepreneurial - endeavor may be smaller than 
the supply price asked by the entrepreneur. 

‘A second line of argument suggests that the money supply can be 
increased to take care of taxes needed to service the debt. Mr. Lerner 
suggests that the interest charges on the national debt can be ten, 
twenty, or any number of times the national.income. All that is needed - 
is that enough money be put into circulation to enable the populace 
to buy the current output of goods after they have paid their taxes. In -. 


` other words, on the average, each citizen could be getting his regular a 


€I list the criteria in the order given because it seems to me that too much Sa ahinals 
on employment alone, as the chief aim, entails the risk of baving this standard used to 
justify “make-worlk and monopoly restrictions of all sorts. 

™ The summary which follows represents my own views and should not bė interpreted 
as accurately presenting the views of either Hansen « or Moulton. 
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earned income of, say, $100, and in addition, interest on government 
bonds of, say, $1,000. But this $1,000 would be taxed away, leaving - 
him neither better nor worse than if there had been no debt, and free 
to use his regular income to buy his share of the current output of goods 
and services. A species of revolving fund is set:up which is used over 
and over again to pay taxes and interest’ but never allowed to get into 
circulation.” Even assuming this process to work smoothly, and, as 
various economists, including Moulton, have pointed out, there are 
many possible difficulties, it still would greatly increase the power of 
the state over the economic well-being of each individual tax payer. 
Perfectly uniform income taxes for all citizens in any income range 
- might leave all able to buy their share of the national product. But- 
very slight variations in uniformity, for example through ingenious 
classifications, could serve nearly to wipe out individuals and indus- 
tries distasteful to the governing body. If, on the average, taxes amount 
to but a small fraction of each man’s total receipts, it requires a very 
noticeable and arbitrary amount of discrimination to destroy him, but 
if taxes amount to nine-tenths of his money receipts, very small “ 
advertent” discriminations could do the job. After all, the power of the 
state to redistribute income is to some extent limited by the propor- 
tion of total money receipts passing through the hands of the tax col-. 
lector and out again. The larger this proportion, the greater the op- 
portunity for redistribution in individual cases, even though on the 
average enough still remains to buy the current output of goods. 

Again it is said that interest charges may be avoided by issuing in- 
terest-free bonds or currency. The writer feels that in time of secular 
stagnation this suggestion has considerable merit.** But it does not— 
unless depression lasts forever or unless there is indefinite hoarding— 
completely avoid the necessity of taxation. That amount of currency or 
bonds not absorbed in handling an increased output at substantially 
unchanged price levels may have to be taxed away, when the boom is 
well started, in order to avoid inflation. Only if large-scale hoarding 
continues despite the boom can we avoid this result. Thus the issuance 
of interest-free bonds in depression shéfis taxation to a time when | we 
can bear it better but it does not necessarily avoid it. 

Other possible frictions may be mentioned. If freely ee ee 
low-interest-bearing bonds are sold to the banks, the Treasury, in time 
-1 of boom, may have to convert to a higher rate or else face a choice. 

‘between inflation and the depreciation of government bonds with pos- 
* Moulton misses the revolving fund idea. See The New Philosophy, p. 63. At the same 


_ time as I have pointed out: elsewhere there are considerable difficultigs involved in this 
process, See my Creation of Purchasing Power, p. 142, e seq. 


*The Creation of Purchasing Power, p. 184, et seq. 
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sible danger to bank solvency. There is a third course of restricting 
severely the negotiability of the bonds and setting up a fund to bluff 
‘the market. But the possible expense, waste, and difficulties of timing 
are obvious. 

Again, deficit financing may merely underwrite the inflationary de- 
mands of pressure groups and maintain monopoly positions which would 
otherwise be broken. The multiplier argument shows possible but not 
necessary results. Public works which compete directly with private 
business may destroy “confidence.” The idea that debt is “but” the ob- 
verse of investment is open to the objection that, while production 
nearly always entails debt, debt does not always entail production. 

Finally, there is the political argument. As I have indicated in an 
earlier issue of the Review, much of the opposition to deficit financing 

“comes from those who feel that a political party may perpetuate itself 
in office by buying up the country through relief and public works. “No- 
body shoots Santa Claus.” This of course is a possible state of affairs.*° 

On the other hand, we will never clear up our thinking on this mat- 
ter unless we separate those ill consequences which are inherent in the 
nature of the public debt from those which are not. None of the pos- 
sible sources of friction which I have named, except the actual expense 
of tax collection, are necessarily bound to occur. There is only one line 
of attack upon deficit financing which postulates supposed evils abso- 
lutely unavoidable in the nature of the process itself; that approach is 
Professor Hayek’s. Hayek seems to feel that any increase in the money 
supply will produce an undue lengthening of the “structure of produc- 
tion.”* For the rest, all that we can say is that undoubtedly all things 
human are liable to a certain amount of mismanagement and that the 
different frictions just named are some of the ways in which the system 
may possibly be mismanaged. The burden is not something which can 
be mechanically determined but rather depends on the intelligence and 
forethought of the governing body. If we looked at the matter more 
impartially, we would spend more time discussing the administration of 
the deficit, and less time debating the possibility of a theoretical limit. 

Someone has said that we could never convince anyone of any propo- 
= See D. McC. Wright, “Mr. Ratchford on the Burden of a Domestic Debt: Comment,” 

Am, Econ. Rev., Vol. XXXTII (Mar., 1943), p. 115. At the same time it should be said, 
in the writer’s opinion at least, that those who attribute the past success’ of the present 
administration to simple corruption of the electorate by means of public works are taking 
a very naive point of view which considerably underestimates the sources of the strength 
of the New Deal. I submit that the New Deal has remained in office because, as Thurman 
Arnold puts it, President Roosevelt has come to symbolize, in the minds of the American 
people, all their most deeply felt (even if sometimes contradictory) aspirations. They 


felt he was trying fo go the way they. wanted to go. Without that feeling no amount of 
` public works would, I submit, have either elected him or kept-him in office. 


“F. A. V. Hayek, Prices and Production, rev. ed. (London, Macmillan, 1935): 
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sition if we stated all the qualifications needed to make it true. Thus, 
in running over a long list of possible frictions, however accurate, one 
is likely to give a wholly false emphasis. Public policy should not be 
decided like some high school debates, by the number of “points” scored 
by one side or the other. Their relative importance must also be con- 
sidered. It is, after all, a somewhat sterile task to run over endless 
hypothetical troubles. Let us, instead, consider the problems which 
deficit financing was intended to solve and the likelihood of unbear- 
able friction. It is likelihood rather than possibility that is the real 
question. l 
IV 


Two hundred years’ experience with industrial capitalism has given ` 
a body of noncontroversial knowledge upon which.all may draw. From 
that experience it is abundantly clear that an unregulated “progressive” 
society, for a variety of reasons, is subject to periodic deflationary crises. 
It may be that the importance of these crises has been somewhat over- 
stressed in recent years. While the theoretical impossibility of predict- 
ing with confidence any bottom is well established, practically it seems 
likely that there will be an end “sooner or later.” 

Also the deflation is not wholly useless for the reasons given by Pro- 
fessor Schumpeter. But the “purgative” theory of the business cycle is - 
after all of very limited validity. Even Schumpeter admits that the 
downswing is likely to go far beyond any possible point of usefulness.“ 
Moreover, we must consider the social atmosphere in which the dis- 
turbance takes place. Specifically, when we are confronted after the war 
with a returning army, each member of which has probably come to 
believe that he has an inherent right not merely to a job, but a good 
job, are we under these circumstances to set up balancing the budget as 
the chief end of economic policy, letting the chips and the unemployed 
fall where they may? It is submitted that this is advice from bedlam 
and that Karl, Marx himself could scarcely have thought up a better 
program for the destruction of capitalism. 

Many conservative writers, it is true, would concede all that has been 
said. What worries them, however, is the fact that there is no guaran- 
tee that deficits and surpluses will cancel one another out, or that the 
national debt will not rise continually both in absolute and relative 
terms. Even more frightening is the case of prolonged secular stagna- 
tion in which deficits merely preserve the status quo, while the interest 
bill constantly rises‘relative to the national income. Must we not admit 

-that a breaking point can some day be reached? 
It seems to the writer that everyone would be a great deal better off 


“J. A. Schumpeter, Business Cycles (New. York, McGraw-Hill, 1939), pp. 150-553. 
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if this question were answered with an unqualified Yes. Certainly it is 
logically inescapable, if we admit the existence of any burden, no mat- 
ter how small, that this burden could theoretically become too great. 
Logically; one must admit that piling an indefinite number of pebbles 
on the back of an elephant will eventually crush the beast. The reason- 
ing, however, which impels me to suggest that this possibility should 
be admitted, once and for all, is that by doing so we remove from the 
‘scene a wholly false issue which serves only to confuse the real ques- 
tion involved. The real question is not, “Can a debt which is constantly 
increasing, relative to the national income, become too great?” The. 
real question is, “Need the debt, in a well-managed program, increase 
continually in this manner?” And to answer this second question we 
must come to the heart of the matter, namely: Wéat is the maladjust- 
ment which is holding up the rise of the national income? 

Deficit financing, though in itself an important weapon, especially 
in satisfying liquidity preference, is, after all, primarily first aid in 
an economy suffering from some basic disequilibrium. Our most ulti- 
mate task is to see that this disequilibrium is corrected, and it is the 
‘diagnosis and cure of the basic trouble- which should absorb most of 
‘our energies. Political reasons, I submit, may be responsible for our em- 
-phasis, instead, on the sterile issue of whether or not there is a burden 
and a limit to the debt, and our avoidance of the. more fundamental 
problems. It is often easier for the “ins,” whether they be conservative 
or liberal, to say that there is no burden and thus distract attention 
from any mistakes in administration which may be contributing to the 
economic deadlock.‘? On the other hand, in the present state of public 
education, it is frequently easier for the “outs” to exploit the average 
man’s fear of debt rather than launch a more reasoned campaign on 
the real issues involved. 

For example, in England in the early thirties the real weakness of 
Great Britain lay in the fact that exchange rates and the internal price 
level were out of line with the world situation. Yet the conservatives 
obtained a de facto ouster of the Macdonald government not on this 
issue (concerning which they were themselves confused) but by play- 
ing up the fear of debt. Since, however, the fear of debt is as undis- 
criminating as it is potent, as available for bad as for good, Keynesian 

-economists have not, I believe, often gone too far astray in trying to 
give the public a more moderate view. That is all that Professor Han- 
sen, for instance, has been trying to do. 

Admitting, however, that deficit financing is largely first aid, are we 

Tt should be rergembered that the “liberals” have no monopoly on deficit financing. In 
this regard it seems to me that Moulton’s adjective “new” is somewhat misleading. The 


idea that a national debt may, in itself, sometimes be a good thing is at least as old as 
~ Macaulay and Alexander Hamilton. 
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therefore to discard it? Shall we tear off the tourniquet and let the 
patient bleed to death while awaiting the doctor who is to sew up the 
wound? Moulton does not go so far and neither, I submit, should any 
other responsible economist. Further, the mere possibility of mis- 
management is not, in itself, enough to discourage us from stepping in 
to prevent a general explosion. 

It is submitted that most thoughtful economists would recognize that 
more deadly, if possible, to capitalism and the rise of the national in- 
come than even continued unemployment is the “security” spirit, the 
urge toward the “security economy”—that happy state in which we 
will have logrolled ourselves into industrial stagnation. I feel that the 
most serious charge against deficit financing is that it may be used to 
underwrite and perpetuate such a system. But in order to understand 
the problem we must consider how this job-conscious “security” spirit 
came to be so strong in otir society. The answer, I think, lies in the total 
inability of pure laissez-faire economics to cope with deflation. - 

You cannot possibly convince a man that he should let his job go, in 
the interest of increased national production, if at the same time pro- 
duction is obviously decreasing. Unless you can ensure a tolerable 
measure of aggregate stability by putting a definite limit to the down- 
swing, people will seek to insure individual stability by monopolistic 
agreement. If one industry is outmoded and should be junked, there 
must be a reasonable possibility that the men employed in it can ob- 
tain jobs elsewhere before you can persuade them to acquiesce in the 
scrapping process. It is a tacit, but overwhelmingly important, assump- 
tion of the classical demonstration of equilibrium that, on the average, 
the death rate of old industries should be about equal to the birth rate 
of new ones. “When losses are made in one industry,” says the classical 
economist, “men will move into other, more profitable ones.” Very good. 
But, in the short period, “other more profitable ones” are, we know 
very well, not always forthcoming. 

Granted this fact, it is clearly impossible, without deficit financing, 
to guarantee tolerable aggregate stability. Price flexibility, as a remedy 
for the cycle, seems a broken reed. Even Pigou admits that wage re- 
ductions will do no good “during the actual progress of a violent col- 
lapse.”* But the actual progress of a violent collapse is just what we 
want to prevent. On the other hand, with deficit financing available, we 
will be able to show that monopoly is not the only road to aggregate 
security.“ Thus, to the writer, an effective campaign for such increases 
in price flexibility and competition as are possible today must presup- 

“A, C. Pigou, “Real and Money Wage Rates in Relation to Hnenpiomesk ” Econ. 
Jour., Vol. XLVII (Sept., 1937), p. 405. 


“Of course in a dynamic system with technical change no economic theory can make 
everybody equally prosperous at the same time. 
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pose the existence, when needed, of deficit financing. Otherwise, it is 
foredoomed to failure. 

Our problem, let me again repeat, is not: Can deficits some day roll . 
up an intolerable debt? Our problem is: What are the maladjustments 
which are making continued deficits necessary? Is there too much 
capitalistic, or union sabotage? Are the taxes too heavy or too light, or 
are they poorly distributed and levied? What about international trade? 
Should there be a greater or a less concentrated distribution of wealth? 
These are some of the questions which we should be discussing. 

Dr. Moulton might have written a book which turned attention to the 
understanding of these problems. He might have helped constructively 
those people, like Hansen, who are wrestling with them. Instead, it is 
likely that his book will be used among laymen to fortify that philoso- 
phy of ultra budget balancing of which he himself seems at times to 
disapprove. With Moulton’s great prestige, the large funds at his dis- 
posal, his talent for exposition, his conservative but by no means 
illiberal point of view, he was in a peculiarly favorably position to 

-winnow the wheat from the chaff and to substitute agreement for con- 
troversy. Instead he has lost a great opportunity. 


MONOPOLIZATION AND THE DECLINE OF 
INVESTMENT OPPORTUNITY 


By Grorce H. HILDEBRAND, JR.* 


Professor Schumpeter’s new work’ presents us with a highly sophis- 
ticated interpretation of entrepreneur capitalism, one that is filled with 
challenges for those who believe that monopolistic practices constitute 
a long-run sabotage of the functioning of the system, or that we have 
entered a new period of permanently depressed rates of private capital 
formation. It is rather remarkable, when viewed in retrospect, that 
the distinguished contributions (extending over more than thirty years) 
of an economist who has dared to tackle problems as significant as 
can be found in economics should have received such relatively limited 
attention. Schumpeter’s work constitutes, as a whole, a bold attempt 
to integrate economic theory with economic history in a synthesis in 
terms of which the mechanics of the capitalistic process may be out- 
lined with reference to historical time. His theoretical position, of 
course, raises many difficulties, but there can be no question of its 
fundamental importance in throwing a clearer light upon the opera- 
tions of an enterprise economy, and in setting up numerous objectives 
for future empirical research. 

The present discussion will be concerned with two general problems: 
(1) an examination of Professor Schumpeter’s thesis that monopolistic 
practices, in general, have helped to expand output in the long run, 
rather than to contract it; and (2) an evaluation of his discussion of 
the possibility of declining investment opportunity. 

It is Professor Schumpeter’s contention that price stabilization, the © 
“administration of existing market structures” in favor of the insiders, 
patents, stabilization tactics, and similar protective devices for organiz- 
ing the market and checking entry provide the necessary degree of - 
risk insurance to induce innovational investments which would not 


* While on leave of absence from the University of Texas, where he is assistant professor 
of economics, Mr. Hildebrand is working with the National War Labor Board in Washing- 
ton. The views he expresses are his personal opinions. 

1 My comments are based mainly, but not exclusively, upon Schumpeter’s most recent 
book, Capitalism, Socialism, and Democracy (New York, Harper, 1942), and are directed 
primarily to Part II, entitled “Can Capitalism Survive?” I should dike to indicate my 
indebtedness to Professor George W. Stocking of the University of Texas for many discus- 
sions concerning Schumpeter’s work. 
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otherwise be made. He also holds that most restrictive strategy is 
primarily of short-run importance, that, given time, the strongest posi- 
tions can be broken by competition. The theory of imperfect competi- — 
` tion, sound as it may be as partial and static short-run analysis, actually 
falsifies what is essentially a process in historical time. It thereby re- 
sults in obscuring with the veil of a priori theory the fact of a steadily 
rising trend of real output from 1875 to 1929. The gauntlet is then ` 
thrown down to the “sabotage school” with the following challenge: 
Given this steadily rising output trend, how is it to be reconciled with 
the thesis that pecuniary motivations call for a strategic withdrawal of 
efficiency? Either business motivations had something to do with the 
trend, or their negative impact was more than offset by some other 
factor or group of factors. But what are these alternative influences? 

The point is a neat one, and Schumpeter believes it can be buttressed 
even further by a more detailed examination of the historical record, 
specifically by a consideration of the rôle of entrepreneurship in the 
_ development of the railroad, iron and steel, automobile, electrical and 
chemical industries. In all of these cases, it was the leadership of 

capitalist enterprise which turned the findings of the sciences to prac- 
tical application. For Schumpeter the conclusion -is obvious: Big busi- 
ness has given us the very achievements which the case from the static 
theory of imperfect competition denies. The only question at issue, 
therefore, is one of fact: Are the achievements of capitalist enterprise in 
the past directly imputable to the presence of monopolistic protections, or 
rather to highly competitive conditions of entry and of sale? Schumpeter 
assumes the former to be the case throughout his argument, and it is 
this assumption which calls for careful examination. 
’ The problem may be broken up for analysis under the following 
heads: (1) what is the relation between monopolistic tactics to reduce 
risks and the behavior of the major (Juglar) business cycle; (2) what 
is the relation between these tactics and the process of long-run indus- 
trial growth, in the past and for the present; and (3) what becomes of 
the function of entrepreneurship in the large corporate enterprise. We 
shall consider these questions in turn. 

There are three periods in American business history in which the 
movement for the “stabilization of competition” was most active. They 
are 1897 to 1903, 1923 to 1929, and 1933 to 1935. In the first two in- 
stances, the movement originated from within the business community 
itself. In the last period, this again was the case, but the movement was 
unique in that it enjoyed the direct support of the federal government. 
Moreover, the field of such activity was expanded between 1933-35 by 
the inclusion of‘collusive agreements in the hitherto relatively competi- 
tive agricultural sphere (the A.A.A. agreements), and by the extension, 
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to new areas of organization, of a trade unionism possessing to some. 
extent “business” (restrictive) objectives. In each historical instance, 
stabilization in the business sphere was directed mainly to industries 
which were already well advanced toward maturity, and did not func- 
tion as the starting point in the growth of a new industry. This sug- 
gests that pecuniary benefits promised by squeezing the market were 
an important motive in the process. The most that need be conceded to 
Schumpeter at this point-is the possibility that “rationalizations” of the 
sort represented by the organization of the United States Steel Cor- 
poration may have offered an opportunity for technological advance— 
an opportunity, however, which, in this instance, apparently was not 
effectively utilized.* 

In the historical instances mentioned above, the movement took its 
start from a background of falling prices, cutthroat tactics, and “ex- 
cess” capacity, while its progress occurred under conditions of cyclical 
expansion. Two theoretical questions present themselves at this junc- 
ture: what impacts may be expected to occur upon saving and invest- 
ment as a result of the introduction of monopolization tactics, and what 
might be the relation between the initiation of such tactics and the de- 
velopment of a Juglar recovery. We shall set out from the assumptions 
that the objectives of stabilization tactics are, on the one hand, to put 
a floor under or to raise prices, and on the other, to check the entry of 
new competition into the industry. 

Investment may be directed to the creation of new products, new 
methods of production, and the exploitation of new resources; or it may 
be directed to the expansion of existing plant and equipment and in- 
ventories. Now with monopolization of an industry, two of the ruling 
aims are to prevent the entry of new competitors and to conserve the 
value of existing assets by holding down capacity and staving off the 
application of technical change. These objectives, if attained, involve a 
reduction, rather than an expansion of existing investment opportuni- 
ties, and the short-run effect is to reduce the rate of new investment. 
The long-run effect is also likely: to be depressive, at least in the sense 
that while innovations will still be made under monopoloid conditions, 
their application will be delayed, and in some cases even short circuited, 
while investment: will not be carried to the point of economic optimum 
for fear of spoiling the market (destroying monopoly revenues). 
as M. W. Watkins, Industrial Combinations and Public Policy (New York, 1927), 

p. vii. 

*Moses Abramovitz concludes in his Paes of the savings and investment problem 
‘that there is strong reason in support of “. . . the notion that the destyuction of monopoly 
controls will make for a higher rate of new ; investment, both immediately and in the long 


run.” (M. Abramovitz, “Savings and Investment: Profits vs. Prosperity?” Am. Econ. 
Rev., Vol. XXXII, No. 2 [June 1942], suppl. p. 85.) 
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On the other hand, profits are a primary source of savings, one which 
works both through the enterprise and through dividend disbursements 
which add to the inequality of income. If increased monopolization 
succeeds in producing a monopoly revenue at the expense of consump- 
tion, and this is certainly a motive for seeking monopoly advantages, 
the result is a further concentration of income and increased saving. 
Moreover, if monopolization results in a more cautious investment 
policy with respect to postponable replacements which are financed 
through costs, the problem of savings offsets will be further complicated 
at the level of gross investment. In terms of both investment and sav- 
ing, therefore, we have good reason to conclude that the impact of a 
successful protective strategy will be depressive on income and output. 
Putting aside the question of the long-wave (Kondratieff) effects for 
the moment, we have grounds for the gravest doubts that monopoliza~- 
tion would produce or intensify a Juglar revival. The expansion of in- 
vestment was not, for instance, Mr. Morgan’s expressed motive for 
rationalizing the railroad industry in 1889, nor for his setting up of the 
U. S. Steel combine in 1901. Quite the contrary. Nor was investment 
expansion the intention of the provisions in the N.R.A. codes which 
included restrictions on plant expansion. 

What about the relation of price stabilization to the level of activity? 
Professor Schumpeter suggests that it provides short-run protection 
from risk, and so induces investments which. might not otherwise be 
made. He also contends that the depressive effects of rigid prices have 
been overemphasized, and that prices rarely remain rigid for more 
than a short-run period. But while he justifies short-run rigidity in the 
industrial sphere, he finds the parity price policy in agriculture full of 
danger. The latter conclusion may readily be granted, but why should 
price fixing (which usually means price raising) be any more com- 
mendable in the case of manufacturing industry? Only if it actually does 
induce investment in great volume. But is price stabilization a primary 
factor affecting investment decisions favorably? It requires some hardi- | 
hood to believe that the price policies implicit in N.I.R.A. aided re- 

_covery when their immediate impact was depressive upon consump- 
tion. Professor Schumpeter, however, believes this was the case. Or 
take the case of the railroads, which enjoyed a high degree of stability 
in their freight and passenger rates throughout the thirties. The result 
was certainly some avoidable excess capacity, even given the primary 

` importance of low levels of national output. Nor did this stability lead 
to that degree of modernization in plant and equipment in the railway 
field which wag clearly possible and called for. Implications of equal 
importance may be found in the railway equipment field, and in other 
industries. 
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Theoretically, there appear to be but two possibilities which would 
favor Schumpeter’s case concerning price effects. A partial stabilization 
in a period of falling prices may have some beneficial psychological 
results, if entrepreneurs do not wait in anticipation of further declines. 
Moreover, if the demand for investment goods is inelastic during low 
levels of total activity, and there is some reason to expect this, a fall 
in the’ prices of such goods might actually decrease investment expendi- 
ture, and so add to “excess” money savings and force income to fall 
further. On the other hand, however, if money wages were to fall pro- 
_ portionately more than other prices during a downswing, the consump- 
tion function would probably shift downward in money terms, aggra- 
vating the savings problem.‘ Clearly, the implications of price stabili- 
zation, as they affect the level of money income and of total activity, 
are complex, but we are at least warranted in making the inference that 
the case for Professor Schumpeter is far from conclusive. 

Our: second broad problem has to do with the relation between 
monopolization tactics and the process of long-run industrial growth. 
We start with Persons’ indices of output.’ On an 1875 base, the upward 
trend in total output works out to be around 3.7 per cent per annum 
compounded to 1930, while the index for leading manufacturing in- 
dustries averages higher than 4.3 per cent over the same period. (A 
deduction of 1.7 per cent per annum from the first index is made by 
Schumpeter to allow for durable producers’ goods, leaving a net over- 
all rate of 2.0 per cent per annum.) These are the global facts which 
‘lead Schumpeter to the conclusion that monopoly capitalism justifies. 
itself. Is this conclusion warranted? I should like to suggest a negative 
answer. The argument seems to me to involve a dangerous confusion 
between the achievements of capitalist enterprise as a whole, and those _ 
of capitalist enterprise operating under monopolistic conditions. We 
may state the counter-argument in the form of a question: Did the 
index of output rise steadily primarily because of the behavior of well- 
entrenched large-scale firms, or did it do so because there was still 
enough virility left in the competitive process to permit innovations and 
the breaking into established fields to go on? Clearly, the motivations 
of those on the inside were not to encourage this penetration, as we 
have already seen, and yet it is the penetration which forms the core of 
Schumpeter’s whole analysis of the dynamics of the capitalist process. 

Let us go into this matter more fully. Schumpeter and Spiethoff, 
among others, have associated the persistent, long-run surges of capital 
formation, and the resultant upward trend in output, with the building 

‘This last, and the preceding, effect were suggested to me in discussions with Dr. ° 
Abram Bergson. 

"W. M. Persons, Forecasting Business Cycles (New York, 1931), frontispiece. 
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‘up of great industries which “fan out” from important innovations. This 

is a long-term, rather than a cyclical, phenomenon, and when present, ` 
it provides a sustaining force which carries the system through its 
Juglars to ever higher levels of performance. It is fundamental to the 
growth of industrialism itself, and the historical data provide a vigorous © 
testimonial to the virility of the enterprise system in this connection. 
But this merely serves to frame the question: Was that virility due to 
_ the protective devices of modern security capitalism, or did it arise 
from the effectiveness of a relatively freer competition in the past? The 
question cannot be answered a priori, or from blanket statistical indices. 
The solution can only be obtained from an historical examination of 
the particular industries themselves, directed toward ascertaining how 
these industries came to be, how they grew, and what they did upon 
reaching a level of maturity. The iron and steel and the automobile in- 
dustry, for instance, all began with a multiplicity of concerns, and only 
when they reached a highly advanced state of development did there 
emerge a drive toward stabilization and concentration, and that drive 
arose from financial quarters interested in the rate of return. Admit- 
tedly, the matter calls for intensive exploration, but until we have the 
answer there are excellent grounds for doubting Professor Schumpeter’s 
thesis. 

Our last question under the rubric of monopoloid tactics has to do 
with the status of the entrepreneurship function in the large corporate 
enterprise. This function concerns the making of fundamental decisions 
—decisions which: have to do with the initiation of change (new data), 
the resistance to change, and the adaptation to change, by the private 
enterprise. In this sense, entrepreneurship is a dynamic, rather than a 
routine, function. In the 19th century, it was supplied usually by.a 
single person, Veblen’s “captain of industry.” He was a man closely 
connected with the actual industrial operations of the concern, and one 
who rose with it. With the growth of the large-scale administrative 
structure of the modern corporation, however, the locus of entrepre- 
neurship changes. On the one hand, there emerges a complicated bureau- 
cratic hierarchy whose only means of functioning is through formalized 
rules and discipline, and whose operations are. thus roùtinized and cir- 

‘cular in nature. Yet the problems of dynamic economic change remain. 
Firms must still win new positions, hold old ones, meet and eliminate 
rivals. It is thus clear that the function of entrepreneurship is still 
called for, though it may be filled by more than one person. This raises 
another question regarding Schumpeter’s argument: How has the 
growth of the big corporate concern affected the functioning of enter- 
preneurship? The problem is an empirical one and difficult to attack, 
but it is fundamental. How is the personnel which performs the entre- 
preneurship function selected, and what factors are actually involved 
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in the making of investment decisions in such enterprises? This carries ` 


us over to “sociological” problems, a field in which the late Professor 
Taussig made notable pioneering efforts. The fact, however, that the - 
problems are sociological does not mean that the economist can afford 
to neglect them. We need to know more about the social structure which 


- governs the selection of managerial personnel, and to what extent talent 


is actually discovered and encouraged. We also need to know more about 
the way in which investment policies are determined in practice. 

It is not enough, therefore, to allege that big business has made dis- 
tinct achievements, at least until 1929. The real questions are whether 
this was the best conceivable level of attainment, and whether we may 
continue to look with confidence in the future to the same degree of 
performance. Does the appearance of the giant concern, with a large 
agglomeration of assets and a complicated administrative structure, - 
restrict the enterprise function? Is its dominant motive safety, se- 
curity, resistance, and reluctant adaptation? Has the achievement to 
1929 been attained because of bigness, or in spite of it? Was the 
persistence of effective competitive conditions basic to the rising out- 
put trend? To what extent are firms large for commercial or market 
reasons; to what extent for industrial and technological ones? Just how © 
does security of a market position lead a firm to take risks in invest- 
ment policy?* What are the historical facts in this regard? Are the rela- 


-tively higher rates of return in monopoloid industries “bait to lure timid 


capital” to the field, as Schumpeter suggests, or is monopoly primarily 
a device for the exclusion of competing capital, for the restriction of 
capacity, and for the protection of the market position? 5 
These are unanswered questions. It is by no means clear, however, 
that tbe gathering shift to corporate and monopoloid capitalism since 
1870 justifies a belief in the necessity for a continued over-all growth 
rate of 3.7 per cent per annum compounded for the future. There is . 
more than a little reason to believe that qualitative changes now going - 
on in our economic structure are making highly dubious any extrap= _ 
olation based upon past experience.” Yet this is precisely the difficulty © 
*The theoretical core of Schumpeter’s argument with regard to investment and the 
large-scale enterprise seems to be that modern technology decrees that innovations now 
consist predominantly of relatively large lumps of indivisible capital. The resulting magni- 
fication of risk thus calls for the protective hedging tactics which competitive theory 
would condemn as monopolistic. The acceptance of the argument, of course, commits one 
to the thesis that the economy is becoming increasingly monopolistic with the progress 


of technology and the formation of capital—a contention for which there are strong 
grounds. i - 

| Professor Schumpeter is obliged to explain the unusually low level of activity in the - 
thirties in terms of a Juglar downswing superimposed upon the downgrade of a 
Kondratieff long wave. But not only does the validity of the long-wave hypothesis’ still 
have to be established; there are good grounds for believing the environment has changed, 
as Professor Schumpeter himself freely admits, though he confines his concession to changes 
in the social and political sphere, rather than the economic, 
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with Schumpeter’s argument: it projects the past into the future in a 
timeless fashion which implicitly neglects or minimizes a changing his- 
torical situation. Thus Professor Schumpeter must contend that eco- 


`. nomically the thirties are but a special case, and that they do not reflect 


any permanent changes in the capitalistic framework other than the 
appearance of an unfavorable climate of political opinion. Per contra, 
it may well be that the motives of security capitalism have become 
greatly intensified in recent years, as an accompaniment of the shift 
to the big concern, and that they have grown now so dominant that even 
in the presence of permissive conditions for expansion, they constitute 
a continued bar to a renewal of the upward trend in output. The hesi- 
tations of corporate enterprise in the presence of a virtually insatiable 
wartime demand and of practically riskless conditions of investment are 
a case in point. At the very least, we need to know far more about the 
actual behavior of giant concerns, particularly with regard to their 
policy making, before we can impute all the achievements to bigness 
per se. 

The problems which have been raised above are not to be taken as 
indicative of an uncritical hostility to the giant concern, or of a naive 
faith in atomistic competition. Nor are the morals of the issue relevant. 
What is at issue is the thesis that since monopolization accompanied the 
growth in output, therefore it was the cause. One must certainly recog- 
nize the productivity of the large enterprise in many instances. The 
problems raised suggest only that the facts must be probed much more 
deeply before it can be concluded that monopolization per se is a 
stimulator of growth. 

The second broad issue with which we are concerned has to do with. 
Professor Schumpeter’s treatment of the supposed decline of invest- 
ment opportunity. The dating of the break in trend is still a matter of 
issue, although some would place it as early as the eve of the First 
World War. The stability of prices and the well-established margin of 
idle resources in the twenties suggest a lagging rate of expansion, at 
least in the sphere of capital formation, which is the dynamic element 
in a capitalist economy. However, it was the continuously depressed 
conditions of the thirties, with their low average rate of utilization of 
available resources and the weak recovery of 1935-37, which provided 
the greatest impetus for the doctrine that a fundamental change has 
come over the conditions of investment opportunity for private enter- 
prise. If we ignore the position of those who simply deny that the prob- 
lem exists because Say’s law in some form obviates such a possibility, 
there appear to, be two explanations for the decline. First, there is the 
thesis that a qualitative change has come over the structure of invest- 
ment opportunities. This is the position taken by Professor Hansen, 
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and it rests heavily upon the declining rate of population increase and 
upon the disappearance of extensive territorial growth as stimuli to 
private investment. Then there: is a second view, of which Professor 
Schumpeter is a leading exponent. It is that the changed political and 
social environment of enterprise capitalism acts to obstruct the process 
of private investment and, by cutting down its volume, leads to stag- 
nant conditions. This position presumes that a fourth Kondratieff long 
wave would appear, if these exogenous social forces had- not super- 
vened. 

Professor Schumpeter’s view, much in the manner of the Hege- 
lian dialectic, makes the very success of capitalism, which involves a 
high degree of insecurity because the process rests upon autonomous 
and unpredicted change, generate its opposite, the demand for security; 
which resolves itself in the death of the function of entrepreneurship. 
The social service state of modern times thus turns out to be the mortal 
enemy of the capitalistic system. It encourages anti-capitalistic groups 
and tendencies, obstructs innovations, and cuts down investment. It 
gives rise to an atmosphere of hostility and it increases the sense of 
risk. This leads to depressed conditions, and produces the pressure for 
more state control and participation, and so on in mutually compound- 
ing effects. 

Schumpeter’s position inverts the usual argument, because it makes 
the unfavorable environment the cause of the running down of the 
investment process, whereas the customary interpretation is that inter- 
ventionism is a surface phenomenon which only reflects deeper under- 
lying economic changes. When the sequence is reversed, as in Schum- 
peter’s case, the position taken amounts to assuming that capitalistic 
enterprise is incompatible with interventionism, that it is a form of 
economic society that is only compatible with laissez-faire political 
. conditions. Yet the ‘“Neo-Mercantilist” Kondratieff, in Professor 

Schumpeter’s own study of the business cycle, was able to get under 
way in Europe by 1898 in the presence of a steady accretion of social 
legislation and laborism after 1870. Certainly the comparable changes 
in the United States have been less severe, though they have come much 
later. What special features in the American situation make it impos- 
‘sible for these changes to be absorbed? 

How is it possible for Professor Schumpeter to reverse matters and 
so blame the state, rather than the economic system, for what the fol- | 
lowers of Professor Hansen would term secular stagnation? Essentially, 
his answer is that the grounds for the asserted decline of investment 
opportunity are weak, while there is no a priori basis for expecting the 
system to run down of its own accord. The vanishing of investment 
opportunities is ascribed, in his examination of the problem, to the 
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saturation of consumer wants, to the decline in the population growth 
rate, to the filling up of the geographical frontier, and to the emptying 
of the reservoir of potential innovations. All but the last factor are 
regarded by Professor Schumpeter either as having no explanatory 
value, or as capable of being offset by the limitless possibilities for 
technological change. Those who question the enormous potential in- 
volved in this last avenue of investment are then chided*for a sheer 
want of imagination. And since, in his opinion, the possibilities are un- 
limited, as history shows, what happens to the case of the stagnation- 
ists? It simply disappears, as it also does under Say’s law of markets. 

It may be agreed that there is no sign of an impending saturation 

-of consumer wants, if the parametric character of purchasing power 
distribution is neglected. But to make this assumption is to eliminate 
the problem of effective consumption demand. Yet ours is an economy 
which experiences a high savings flow at high levels of income, and for 
that income level to be maintained, these savings must either find their 
way into investment or be offset by equivalent income-generating ex- 
penditures in some form. Otherwise, the savings have to be passed back 
to low income groups in some way if their consumption desires are to 
become effective. Lending such savings to consumers is no permanent 
solution, and the result is that the argument from consumption demand 
fails to solve the savings problem. 

Professor Schumpeter’s argument, however, simply contends that the 
technological frontier provides an adequate outlet for any “excess” 
savings in the long run, so that the problem of converting to a more 
dominantly consumption economy does not have to be faced. He con- 
tends that the changed status of the “bourgeois family” will curtail the 
flow of personal saving, and that future innovations would be suffi- 
ciently adequate to absorb any flow of saving then likely to eventuate. 
The evidence, however, indicates that the savings stream is quite rigid 
and institutionalized, because of the pattern of distribution and the 
resultant propensity to save, and because of the structure of corporate 
savings. Even if the promised flood of innovations were to work as a 
long-run stimulator of capital formation, there would still be a short- 
run problem of excess savings. In addition, there is certainly the possi- 
bility that the long-run rate of capital formation will, as was the case 

_. to some extent in the twenties and most markedly in the thirties, con- 

tinue to be too low to permit the economy to operate at the high levels 
proved possible by the war. Moreover, it has been remarked that the 
stimulus of technological change for capital formation in the past was 
combined with stimuli of equal or greater intensity arising from the 
requirements of territorial and population growth, a fusion of favor- 
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able circumstances for investment that is not likely to reappear.* Thus 
there is considerable warrant for doubting whether intensive techno- 
logical development can ‘carry alone the load of adequate savings ab- 
sorption. To do so, a prodigious quantity of capital-using innovations 
would certainly be called for.® It would appear, therefore, that even if 
the record of technological change and of the growth'in net available 
output of the past, upon which Professor Schumpeter relies so heavily, 
were sustained for the future, there would remain ample ground for 
concern about the ability of our economy to sustain a satisfactory level 
.of resource utilization. Moreover, this concern can be founded upon 
purely endogenous factors operating within the system, without re- 
course to the argument from a changed social and political environ- 
ment for enterprise capitalism. The thesis of a changing structure of 
investment opportunities for private capital is not successfully refuted; 
‘and more, there remains some reason for continuing to ascribe the 
phenomena in the political sphere to underlying changes arising in the 
economic domain. Nevertheless, Professor Schumpeter has written a 
provocative book, rich in style and knowledge, and certain to prevent 
the stagnation controversy from becoming as sterile as Ricardianism in 
its later phases. i 
2A. R. Sweezy, “The Government’s Responsibility for Full Employment,” Am. Econ. 
Rev., Vol. XXXII, No. 1 (Mar., 1943), suppl., p. 21. 


? A word is necessary concerning the problem of the population growth rate. As Schum- 
peter says, the falling rate will affect the pattern of wants, and when it is combined with 
technical change, it promises an increased output per head, though this, it may be added, 
may well be dissipated in unemployment. Moreover, a sustained rapid growth rate, such 
as that which prevailed throughout the 19th century, induces large blocks of investment 
far ahead of the market, as in the case of the railroads, and it calls for considerable 
public construction. It also holds down personal saving in favor of consumption. Finally, if 
the proportion of immigrants in the annual increments is large, a rapid growth rate de- 
presses money wages, 


COMMUNICATIONS 


Retirement of Internally Held Debt 


What was for years a favorite parlor trick of economists has lately be- 
come the center of a good deal of-controversy. This is the demonstration 
of the idea that an internally held debt represents no net obligation so far ` 
as the country as a whole is concerned. The conclusion has been recognized 
for years; is a logical deduction from the bookkeeping truism that a debt 
is also, when viewed from the side of those to whom the debt is owed, a 
credit; and is obviously correct when both debtors and creditors are regarded 
collectively. The use to which this rather musty observation has been put 
in support of deficit financing as part of a fiscal program to promote full 
employment is chiefly responsible for having raised it into an issue of the day. 

Both sides to the controversy have missed, it seems to me, a very essential 
- point, with the result that advocates have been led into statements too sweep- 
ing to stand analysis, while opponents have failed to make use of an im- 
portant basis of criticism. A fair sample of the former is the statement by Hansen 
and Greer that “when . .. principal payments are made . . . the money 
is merely shifted about within the economic system.’”* An example of the 
latter is the extended attack recently made -by Dr. Moulton on this and 
other ideas expressed by Professor Hansen.? 

_ The contention that a repayment of the principal of government debt is 
merely a transfer within the economic system does not apply with respect to 
debt held by commercial banks. Since approximately 40 per cent of the 
national debt is now (at the middle of 1943) held by banks, for the most 
part nominally commercial in character, the claim is not only invalid as a 
generalization but becomes greatly narrowed as to its application. 

When $1,000 is collected from taxpayers and transferred to an individual 
in payment for a government bond, the amount of circulating medium is 
not changed: deposits of taxpayers decline, but deposits of the bondholder 
rise by an equal amount. When, on the other hand, $1,000 is collected from 
taxpayers and used to pay off a bond held within the commercial banking sys- 
tem, the operation involves considerably more than the transfer of demand 
‘deposits. Circulating medium is not merely shifted about; it is destroyed. 
Taxpayers are burdened without corresponding gain to others. The volume 
of purchasing power is not maintained at the same level but is diminished. 
Banks, far from benefiting as a consequence of the payment they receive, - 


1 Fortune, Nov., 1942, p. 169. 

*In his booklet, The New Philosophy of Public Debt (Washington, Brookings Inst., 
1943). The articles recently published on the subject in this Review and other economic 
periodicals have been concerned for the most part. with the payment of interest on debt 
rather than with repayment of principal. 
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are in a worse position since they experience a decrease in earning assets.® 

The loss of earning assets is not necessarily compensated by the fact that 
the decline in deposits increases the amount of free reserves and thereby 
allows an expansion of deposits and the acquisition of other earning assets. 
The destruction of demand deposits as a consequence of the repayment of 
debt is the precise counterpart of the creation of deposits through Treasury 
borrowing from commercial banks, The latter has become the subject of cur- 
rent discussion in connection with the threat of inflation and calls for no re- 
capitulation. The significance of the freeing of a certain amount of reserves, . 
however, requires further consideration. If lack of reserves were actively 
restricting the expansion of deposits so that the freeing of reserves was im- 
mediately followed by the acquisition of private credit by banks, the net 
result would be more or less similar to that assumed in the conventional — 
presentation: instead of a reduction in the total of debt there would have 
been a shift from government to private debt, but the volume of purchasing 
power would have been maintained at its former level. 

In recent years, however, the amount of reserves has not been an active 
influence in restricting the expansion of bank deposits and there is little reason, 
on balance, to anticipate a material change in this regard after the war. Con- 
sequently, it is scarcely to be expected that an expansion of private borrow- 
ing from banks will prevent a net burden from emerging if the national debt 
is reduced. Should private borrowing from banks take place which would 
have occurred even without the release of reserves that resulted from the re- 
duction of federal debt, the latter must still be regarded as having caused 
a burden on the community without itself producing any offsetting gain in 
the sense of a transfer of purchasing power to someone else. It may be more 
realistic to anticipate that the repayment of certain government securities 
may be made possible, and the burden thereby offset, by new government 
borrowing at banks. But this obviously would not constitute a net repayment 
of federal debt and therefore the consideration is not Beuiane. to the argu- 
ment. 

The fact that taxpayers undergo a monetary loss ‘through eee ‘of 
principal without any other group of the population experiencing à monetary 
gain is simply the obverse, as was implied above, of what happens when there 
is an expansion of bank deposits as a result of government borrowing. Through 
borrowing from banks the government obtains spendable funds in the form 
of demand deposits without any part of the population necessarily having 


*On strict quantity theory grounds it might be contended that the burden imposed 
upon taxpayers would be offset by a gain to holders of existing money claims—the reverse 
of that abstraction of purchasing power which characterizes “forced saving.” Any such 
defense of the argument under examination would savor strongly of rationalization; it 
is certainly not the impression conveyed by the words “money is merely shifted about,” 
nor does it seem likely that it is the idea that was meant. It is far from convincing to 
. assume so precise a working of the quantity theory as this defense implies. A further 
objection is that it leaves out of account the depressing effect of a fall in the level of , 
prices. If it were argued that the burden on taxpayers would be balanced by the gain to 
others through a rise in the purchasing power of money, it would be necessary to include 
allowance for the burden imposed by the deflationary pressure also Involved. 
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any less money to spend. The underlying principle is the same in both in- 
stances, the difference being only that the one relates to the contraction pħase 
and the other to the expansion phase. It is curious that the principle should be 

_ $0 widely overlooked in the contraction phase when it is so generally recognized . 
in the other, In the case of payments on account of interest, the usual contention 
holds, namely, that the operation represents a shifting about of funds. For this, 
unlike. the repayment of principal, does not involve a destruction of demand 
deposits. 

A further word is called for as to the applicability of the foregoing remarks 
with respect to different parts of the national debt. For expansion in the vol- 
ume of government debt held by banks, which is currently in disfavor on the 
ground that it tends to be inflationary, might also be criticized as the source of 
possible deflationary developments in the future. How serious the deflationary 
tendency of a future contraction of bank credit may be is not, however, alto- 
gether clear. In view of the great expansion in circulating medium now taking 
place, the absolute volume of circulation may come to be regarded as less 
significant than in the past and devices, such as rationing, for influencing the 
freedom with which it may be utilized may be regarded as more significant. 

Would it be possible to prevent a contraction in the volume of bank credit, . 
while allowing the government to reduce the size of the national debt? The 

_ answer to this question is very clearly in the affirmative as far as it relates to 
debt held outside the banks. Repayment of Series E war savings bonds 
might, indeed, prove distinctly inflationary in tendency. This would follow if 
these securities were predominantly held by lower income receivers so that 
payment out of taxation involved the transfer of purchasing power from 
citizens of a lower average marginal propensity to consume to those of a 
higher. The argument presented in this note is pertinent to that part of the 
national debt held by banks. But the time has passed, if, indeed, it ever existed, 
- when valid generalizations could be offered as to the effect of debt retire- 
ment irrespective of the form in which that debt is held. 

. Caartes R. WHITTLESEY 

University of Pennsylvania 


Further Commentary on Welfare Economics 
l I 


I am concerned lest some of the homely truths expressed i in the last part of 
` Professor. Stigler’s recent sermon on welfare economics come under discredit 
because of loose statements in the earlier parts.1 More specifically, his Section 
I does not in my opinion give an adequate summary of the so-called “new 
welfare economics”; the criticisms embodied in Section II, which are not 
jejune or obscure, do not seem well taken; and the alternative suggested in 
Section IT is in no sense an alternative. 

~ These points may be developed in reverse order. Speaking as but one of ` 


1G. J. Stigler, “The New Welfare Economics,” Am. Econ. Rev, Vol. XXXII, No. 2 
(June, 1943), pp. 355-59. 
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the authors cited,? I must emphatically state that the “new welfare eco- 
nomics” is not intended as a substitute for the “old,” all pretensions not- 
withstanding. It is an attempt to derive necessary conditions whose validity 
is independent of value judgments as between individuals, or more accurately, 
whose validity depends only upon less restrictive, and less well-defined value 
judgments than had previously been assumed. It involves the implications of 
the relatively mild assumptions that (1) “more” goods are “better” than 
“less” goods; (2) individual tastes are to “count” in the sense that it is 
“better” if all individuals are “better” off. 

I am not concerned to discuss here whether the propositions which emerge 
are or are not “interesting and important.” Suffice it to say, (1) that prog- 
ress is made in economic thought when old confusions are clarified (unfortu- 
nately for the subject at hand, the reverse is also the case); (2) that any- 
one, like Professor Stigler and myself, who wishes to enter into the third 
realm in which assumptions concerning interindividual comparisons are en- 
tertained will find that the earlier work has somewhat simplified his task, 
rather than served as a hindrance or distraction.* 

Thus, it is only through a misapprehension that the Stigler message could 
be conceived as an alternative to the welfare economics under discussion; 
nor can the grave charge be sustained that anything in the latter subject . 
is at odds with the precepts of elementary sociology textbooks. However, frank- 
ness necessitates the regrettable admission that neither the old nor new wel- 
fare economics qualifies as sprightly conversation in the Dale Carnegie, the 
Oscar Wilde, or even the Oxford Movement sense. 


I 


The assertions that economic welfare is not the sole or “primary” social end, 
that a change in policy may alter indifference curves and tastes, etc., are not 
so novel or so relevant to a criticism of the new part of the “new welfare eco- 
nomics” as to require any notice here. Stigler’s relevant objections are con- 
fined to a caliginous illustration designed to show that the new welfare 
economics leads to the absurd conclusion that society should ceasé wasting 
resources on the prosecution and prevention of theft. However, his salvo is 


1The single most important paper in this field was not included inthe list of repre- 
sentative writers. I refer to the.classic memoir on this subject by Abram Bergson, which 
appeared in the Quarterly Journal of Economics, under the title “A Brief Formulation of 
Certain Aspects of Welfare Economics,” February, 1938. Subsequent writers have not 
improved upon this statement, and many have fallen short of it. Mention should also 
be made of the recent contributions of T. Scitovsky, “A Note on Welfare Propositions in 
Economics,” Rev. of Econ. Stud., Vol. IX, No. 1, pp. 77-88. 

* As Bergson has shown, the more recent developments proceed in an evolutionary fashion 
out of the contributions of Pareto and Barone, and represent no break in thought. 

“Tt would not be possible or fair to appraise Professor Stigler’s own welfare program 
and philosophy from so brief an account. One could wish that he bad elaborated on the 
General Electric example, bringing the same analysis to bear upon the problem of grade- 
labeling, upon whether or not Canadian gold mines should be enabled to run in time of 
war, and a host of other social dilemmas much in need of the light which the magic word 
of consensus can yield. í 
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misdirected since this conclusion, whether absurd or sensible, cannot be’ de- 
duced as a theorem from the new welfare economics. The latter does not tell 
us which of any two situations is better, and it does not tell us when so- 
ciety really has the choice between two given situations. For a limited set 
of pairs of situations, it does tell us which would be better if we had the 
choice between them. Most important of all, it does not tell us that a move- | 


ment about which it can give a determinate answer as to its desirability is. ` 


better than a movement about which it can give no such answer. ` 

The choice between present institutions relating to theft and an anarchic 
policy is one which involvés the third realm of value judgments; ‘the choice 
‘between present institutions and an alternative situation in which thieves 
are bought off instead of driven off is also of this third variety, unless a new 
situation is defined in such a manner as not to'be a legitimate alternative 
open to society (e.g., society will pay only those thieves whose supply of 
services has not been elicited by the professed bribe).° 

I suspect that Professor Stigler was attempting to express something like ` 
the remarks of the last paragraph. If. so, he did- not succeed very well, and 
part of the failure may be attributed to the wish to score a point against 
the new doctrines. On the whole, the best way to ascertain what a theory 
does not cover is to investigate what it does include. I turn therefore to a 
brief criticism of Stigler’s summary of the doctrines in question. 


i 


As Professor Stigler has suggested, the recent writings have been rather 
formidable; his own attempt to state matters very simply suggests that the 
difficulties are intrinsic rather than expositional. Although difficult to appre- 
hend for the first time, the subject, once mastered, is easy enough. 

In his summary, the author fails to mention what is at the heart of the 
matter—that the conditions referring to marginal cost and price, and to indi- 
- viduals’ rates of substitution are-necessary but not sufficient to determine an 
equilibrium. Speaking technically, the number of equations is less than the 
number of unknowns, so that we are left with a manifold infinity of values, 
constituting what I have elsewhere called a “generalized contract locus.” 

‘This lack of emphasis explains the occurrence of what can only be a mo- 
mentary lapse, which leads the author to state that “income (of all countries 
together) is maximized by free trade.” Aside from the meaningless expression 
in ‘the parentheses, the statement is wrong from almost any point of view, 
and most particularly from the standpoint of the new welfare economics. Hav- 
ing discussed this briefly in the article cited by Stigler and at length in the 
other article referred to above, I need not elaborate on this point. The im- 
portance of the matter far transcends the field of international trade, since 
the same problem is .raised by those who discuss the senses in which perfect 


“The new welfare economics does not imply that “exhaustive” expenditure of resources 
which only serves to redistribute income is a bad thing. It is all right for the Social 
Security Board to use up punch cards! . 
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“competition is “optimal.® a far as I know, this was adequately analyzed 
_ for the first time by the “new welfare” economists, and I would welcome any 
l earlier citations, 

IV 


“A theory cannot have pretensions, although a theorist may. Much of Pro- 
‘fessor Stigler’s. argument is ad hominem rather than ad rem. Utilizing similar 
arguments, how can we account for’ Professor Stigler’s depth of feeling which 
leads him to describe the new welfare economics, as “bizarre,” as an “analy- 
tical trick,” as “pretentious”? Is it possible that he was sold a bill of goods, 
perhaps- by an English economist, and now that he has examined the pur- 
chase more carefully has found it not to be quite what he had expected? 
It is natural to shout “false Messiah” under the circumstances, and highly 
desirable to purge one’s mind of previous misconceptions, However, it would 
seem more decorous for this catharsis to take place in private, rather than 
- on the printed ‘page. 

On the other hand, the above analysis may be over subtle. Perhaps a suff- 
cient explanation is to be found in simple Weltschmerz, induced by excessive 
brooding over the assault by the O.P.A. on the chastity of the economics 
profession. l 

PAUL A. SAMUELSON 

Massachusetts Institute of Technology i 


Who Makes the Inflationary Gap? 


In a note in the June Review" I described two concepts of the inflationary gap 
which are statistically measurable for past periods and which, with assumptions . 
regarding the course of business and government financing, may be forecast for 

- a limited period in the future. The concepts are: (1) a potential inflationary gap, 
and (2) areal inflationary gap, the latter being the more significant-one for the 
problem of price inflation. The real inflationary gap, it was pointed out, is essen- 
tially the amount of expansion of cash balances in the hands of individuals and - 
business enterprises. 

Further work on the significance of the real inflationary ‘Bap, or expansion 
of cash balances, has resulted in a statistical appraisal, for the period for 
which data are available (1927-1942), of the character of the pressure on: 
prices resulting from changes in the cash balances of individuals.? The seg- 


*Consider for example, the following quotation from F. H. Knight, Ethics of Com- 
petition, p. 218, “whether the fundamental tendencies of free contractual relations under 
‘competitive control lead to the maximum production of value as measured in price terms. n 

1 “Measuring the a a Gap,” ” Am. Econ. Rev, Vol. XXXII, No. 2 (June, 
1943}, pp. 365-69. 

3 Cash balances, in this analysis, include both demand id time eoa ia money “in 
circulation outside of the banks. Inclusion of ‘time and savings deposits-is necessary in ` 


statistical analysis for two reasons: (1) lack of information regarding time and demand. ~ $ 


deposits, respectively, held by corporations and by individuals; and (2) the changed ` 


conditions attached to both types of deposits in recent years compared with -the ‘period i 


prior to 1933. 


toe 
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ment of the real inflationary‘ gap, or expansion in the vane. of circulating 
media, which remains with individuals appears to have far more influence on 
the prices of consumers’ goods and services than is exercised by the total. 
real inflationary gap. This segment, which is about four-fifths of the total 

_ real inflationary gap, produces a pressure on prices which may be described — 
as follows: 

1. Increasing average cash balances of individuals exert a pressure on 
prices equal to the difference between the rate of such expansion and the rate 
of change in the supplies of goods and services reaching consumers. ` 

2. Decreasing average cash balances of individuals exert a downward pres- 
sure on prices approximately equivalent to the percentage eae in such 

- balances per capita. 

Associated with this pressure on prices is a high degree of stability, except 
“ under special circumstances, in the ratio of consumers’ expenditures, includ- 
‘ing personal taxes, to average cash balances of individuals. This ratio stood 
~ at 1.45 in 1942, which is nearly identical with the average annual. ratio during 
the preceding eleven years. The ratio was 1.44 in 1940, and 1.46 in each of. .. 
the years 1938, 1939, and 1941. The ratio becomes unstable when a shrinkage `’ 
- occurs in the average cash balances of individuals, and may also vary to some .- 
extent with business fluctuations.? 

A close correlation exists between the pressure on prices thus calculated, 
and the actual change in prices of consumers’ goods and services, except in. 
years such as 1929, 1931, and 1934, when extraordinary changes occur, or 
appear certain to occur, in the volume of individuals’ cash balances. The 
factors which are influential in expanding or.contracting the amount of cash 
balances per capita held by individuals may therefore be regarded as the chief ` 
‘influences causing inflation or denatigg of prices of consumers’ goods and 
services. 
` The aggregate ‘amount of shi balances of möividuals, and, therefore, 
changes in the average amount.of such balances per capita, may be assumed 
to be the net result of: 

1. Individuals’ decisions regarding the cash balances which they wish to 
carry and regarding borrowing from or repayment of indebtedness to banks. 

2. Actions of business enterprises, particularly corporations, regarding the 
amount of cash balances held by them and regureliig borrowing or repayment 
_ of indebtedness to banks. 


The data from which this ratio is Sipe consist of: (1) consumers’ expenditures 


’. and taxes paid by individuals as estimated by.the Department of Commerce, and (2) esti- : 
‘mates of average cash balances of individuals which I have prepared. My estimates of the, : 


average cash balances of individuals are derived from the Federal Reserve series of total: ~ 
deposits and money in circulation at the beginning, middle, and end of each year, adjusted 
for (1) government deposits (including both United States deposits and those of states 
and political: subdivisions), (2) cash balances of corporations, (3) deposits owned by 
foreigners, and’ (4) difference between the average volume of ‘total deposits and currency 
outstanding throughout the year (as indicated by monthly data on money in circulation 
and weekly data frem reporting member banks) and the average on the three dates: to 
which the Federal. Reserve series pertain. Time and- savings deposits are necessarily 
included since they cannot be segregated in the cash balances of corporations nor in 
deposits owned by foreigners. 
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3. Actions of banks in the making of loans and the purchase of securities. 

4, Actions of foreigners; or of the federal government, as the only im- 
portant purchaser or seller of monetary metals within the country, which 
result in net exports or imports of monetary metals. < 

5. Actions of banking and monetary authorities (a) influencing the loan 
and investment policies of banks, or (b) directly influencing the volume of 
bank deposits or money in circulation, 

6. Actions of the government, particularly in wartime, influencing the 
amount of government obligations sold to banks. 

The influence of individuals upon the aggregate cash balances held by 
them is relatively small. They may influence the total slightly by increasing 
or repaying personal indebtedness to the banks. Theoretically, they may shift 
cash balances to or from corporations by making larger or smaller payments 
to corporations, through purchase of goods or investment in corporate securi- 
ties, than the wage, dividend, and other payments received from corporations. 
Whether the shifts in cash balances between individuals and corporations are 
in fact influenced more or less by actions of individuals than by actions of 
corporations is unknown, but the writer believes that the control of corpora- 
tions over their aggregate cash balances is considerably greater than the con- 
trol of individuals over the aggregate cash balances held by them. Under 
present wartime conditions individuals may also, in theory, reduce their cash 
balances, or prevent them from growing, by purchasing United States govern- 
ment securities; but, in practice, the sale of government obligations to banks 
increases the cash balances of individuals without regard to the volume of 
bond purchases by individuals. 

At times the actions of business enterprises in seeking a large volume of | 
new loans, or in seeking to repay existing debt, may have considerable in- 
fluence upon the volume of bank loans and discounts. However, business de- 
cisions with respect to requests for bank loans are less potent than bankers’. 
decisions regarding the amounts to be loaned and regarding other changes in 
their portfolios. The reflex influence of business on bankers and on bank 
supervisory authorities—that is, the degree to which bankers, when passing 
on loan applications or purchasing or selling securities in the market, and 
bank supervisory authorities, when examining the portfolio of a bank, are 
influenced by the waves of optimism or pessimism among business men— 
may in fact be more significant than business men’s own actions in attempting 
to increase or to decrease their indebtedness to banks. 

However, to attribute dominant influence to bankers—in the complex of 
_ decisions by individuals, business officials, bankers, bank supervisory officials, 
`. international shippers of monetary metals and of capital funds, and monetary 
and Treasury officials affecting the aggregate amount of cash balances held by | 
individuals—is clearly erroneous. Bankers’ decisions are profoundly influ- 
enced, at times almost completely dominated, by their reserve position, and 
this is established for them by Federal Reserve policy, an purchases of 
monetary metals, and international gold movements. . 

Under the international - gold standard theory the valine of bank credit 
and therefore the volume of bank deposits is dominated by gold production 
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and gold movements, via their effect upon gold reserves. With gold produc- 

_tion moderate in amount relative to existing stocks, gold movements become 

.. the arbiter of the fluctuations within each country of the volume of cash 
balances of individuals and business. This theory, so long as it worked, created 
so much havoc that central banks everywhere were impelled to take action to 

: offset, the infliience of gold movements. However, the belief persists that at 
times gold movements are the dominating factor in the shrinkage or expansion 
‘of the aggregate cash balances of individuals and business concerns.* 

The extent to which the aggregate amount of cash balances of individuals 
and business. is controlled or influenced by actions of monetary and bank 
supervisory agencies is also.a much disputed matter. Actions of the bank 
supervisory agencies as such must be distinguished from the actions of the 
‘Board of Governors of the Federal Reserve System in its capacity.as a cen- 
tral bank or monetary authority. Bank supervisory officials doubtless have 


some influence on the volume of bank credit and hence on the volume of. 


‘circulating media through the standards which they use in examining bank 
portfolios and judging the adequacy of bank capital, particularly in the case 
of temporary relaxation, during a period of crisis, of customary standards. 
However, the actions and attitudes of bank supervisors are a minor rather 
than an important influence upon the aggregate volume of cash balances of 
individuals and business. 

The influence of the Board of Governors of the Federal Reserve System, 
in its capacity as a monetary authority, upon the cash balances of individuals, 
or upon the volume of the total circulating media, can best be stated in the 
form of quotations from official publications. 

. Banks supply an important part of the money needed for the functioning of our 
economic system. . 


Efforts to regulate the supply, the availability, and the cost of money, and to some 
extent the way it is used in extending credit, are the direct concern of governmental mone- 


tary and banking authorities. The principal monetary function of the Federal Reserve 


‘System is to see that banks have adequate reserves to supply the public’s legitimate. de- 
mands for money and to restrain banks from supplying excessive demands. Through the 
use of monetary and credit powers that influence the volume of reserves and the cost of 
pale additional reserves, limitations may be placed on the availability and cost of 
money. s } 


- ‘Mr. Warren F. Hickernell, foes emple in an article in Foreign Commerce Weekly, 
May 8, 1943, states: “In 1932, when foreign funds were withdrawn, it was necessary to 
compel liquidation .of vast amounts of commodities and securities. . . . The gold raid on 
“American banks after Great Britain went off the gold standard on September 21, 1931 
, . wrecked the banks and caused prices and deposits to reach depths which not only 
‘ inapatred business working capital but reduced bank capital to the level where the majority 
of banks would have been closed except for the public-welfare lenience of examiners who 
` feared the econoinic’ and social consequehices of law enforcement.” However, under section 
. 11(c) of the Federal Reserve act'the Federal Reserve Board had power to suspend gold 
‘réserves in a crisis, so that foreign funds could have been withdrawn in gold without 
necessitating contraction of bank deposits in the United States. 
In the Annual Report of the Board of Governors of the’ Federal Reserve System for 


` 1940, the following statement is made on page 4: “Bank reserves and bank deposits con- ` 


tinued to increase in 1940, again establishing new high records. The principal factor in the 
increase was the inflow of gold from abroad... .” 


“"Woodlief Thomas, “Monetary Controls,” Banking Studies, pp. 323 and 334. 
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The Federal Reserve authorities have considerable control over the volume of bank . 
reserves, but they have no ‘corresponding control over the use of bank reserves, and in 
particular they do not have power to create a demand for credit. They are able to expand 
bank reserves to meet almost any conceivable demand for credit once that demand comes 
into existence and also to curb or discourage a demand for credit when it shows signs of 
developing speculative excesses. They possess no means, however, of apeme, Done 
customers to borrow or of impelling bankers to lend! l 

. The role of credit authorities in financing a war without inflation is Jeeu 
subordinate to that of other Government agencies. . . . In wartime thè Federal Reserve 
authorities must provide the banks with adequate reserves to serve as a basis for purchas- 
ing such government securities as they are expected to purchase.” : 


The volume of government securities which banks are expected to purchase 
in wartime, mentioned in the above quotation, is an amount which is deter- 
mined by Treasury decisions—allotments to banks, issues of bills and cer- 
tificates of indebtedness designed primarily for sale to the banks, and the 
timing of financing drives for the sale of securities to wealthy individuals and 
business concerns other than banks. At the present time, therefore, the Treas- 
ury exercises the dominant influence upon changes in the cash balances of 
individuals. 

This résumé of Jouin influences upon the expansion or contraction of 
the cash balances of individuals indicates that the control over those balances 
is somewhat similar to control of the pigskin in a wild football game. Some- 
times the aggregate cash balances of individuals are controlled by banks, some- 
times by foreigners, sometimes by the Board of Governors of the Federal 
Reserve System, sometimes by the federal Treasury, and sometimes by busi- 
ness corporations. These are the principal players who vie with each other in 
attempting to catch, or to throw to someone else, the ball of inflation and 
deflation. Together or alternately, they produce an annual inflationary gap 
in ‘the hands of individuals which, during the past fifteen years, ranged from 
8 billion dollars in 1942 to a negative figure of 4 billions in 1932. Together ` 
they reduced the average cash balances of individuals per capita from $357 in 
1927 to $257 in 1933, a net contraction of 28 per cent, and did not succeéd 
until 1939 in restoring the figure to its 1927 amount.® Under the stimulus of 
war, the players are pushing the per capita cash balances of individuals to 
unprecedented heights.° 

Looking to the future, the stability of the ratio of consumers’. expenditures 
to individuals’ cash balances and the character. of ‘the ‘pressure of the infla- 
tionary gap on prices suggest that the greater part of ‘the amplitude of busi- 
ness fluctuations could be eliminated by a monetary. policy which achieves. the 
dual objectives of (1) avoiding at any time a decrease in the per capita cash’ - 


“The Federal Reserve System—Its Purposes and Functions, pp. 114-115. , 

"Annual Report of the Board of Governors of the. Federal Reserve System, 1942, p. 26. . 

* Perhaps it is a coincidence—and perhaps’ not—that the Federal Reserve index of in- ‘ 
dustrial production, reduced to a per capita basis, did-not come back to its-1929 level until 
1940. : 

$ Continuation of the policy pursued thus far in the war of making ùllotments of bonds 
to banks and timing financing drives so that banks purchase about two-fifths of the se- 
curities issued by the Treasury will result in cash balances in the hands of ‘individuals at 
the end of 1943 of more than $600 per capita. 
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balances of individuals, and (2) increasing the cash balances of individuals 
at a rate approximately equal to the rate of increase in production of con- 
sumers’ goods and services, adjusted for taxes paid by individuals. Economists 
would doubtless agree that it is entirely feasible to set up a central monetary 
authority with adequate power to control, within reasonably-narrow limits, the 
` aggregate bank deposits and currency held by individuals and business and 
therefore to exercise an overwhelmingly dominant influence upon changes 
from year to year in the cash balances per capita held by individuals. Such 
an authority might need greater powers with respect to the direct purchase of 
assets for monetization, and possibly also greater powers of control over the 
~ maximum credit expansion of commercial banks, than are now possessed by 
any government agency, 
CLARK WARBURTON 
Washington, D.C. 


Reply to Professor Clark on Imperfect Competition Theory 
and Basing-Point Problems 


I 


In his remarks! upon my recent article,? Professor J. M. Clark raises several 
issues which warrant brief additional comment. According to Clark, the “main 
argument” with which he disagrees is a principle which he formulates as fol- 
lows: “regular and habitual freight absorption is inherently and always a. 
monopolistic practice within the meaning of the antitrust laws, and proof of 
collusion.” My own somewhat different statements bearing on this point were: 
“Regular and systematic price identity of this sort (identical delivered prices 

‘according to a formula) over a period of time can exist only as the result of 
monopolistic agreement or of monopolistic coercion, actual or implied” (p. 
733); and “It is a generally accepted principle, clearly conceived first in the 
theory of ‘dumping’ in foreign commerce, that systematic price discrimination 

. can occur only with monopoly” (p. 742). 

Apparently, Clark recognizes and accepts the well-established principle 
“that discrimination cannot exist under competition, but only under monop- 
oly”. (his phrasing), but he appears to be unwilling “to classify freight ab- 
sorption as discrimination” (his Section II) and implies a denial that freight 
absorption is discrimination. Whenever a mill is charging “phantom freight” 
and is taking “freight absorption,” it is making a difference in prices among 

* Possible exceptions to this are: (1) a situation such as the present, when a shrinkage 
is occurring in the volume of consumers’ goods and services which can be made available 
to consumers; and (2) significant changes in basic factors influencing the rate of use of 


` money by individuals, such as the length of pay roll periods, or the number of persons 


receiving their income regularly at short intervals compared with the number receiving 
most of their income at certain seasons of the year. 

*“Imperfect Competition Theory and Basing-Point Problems,” Am. Econ. Rev., Vol. 
XXXIIL, No. 2 (Jume, 1943), pp, 283-300. 

7V. A. Mund, “Monopolistic Competition Theory and Public Price Policy,” Am. Econ. 
Rey., Vol. XXXII, No. 4 (Dec., 1942), pp. 727-43. 
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its customers without a corresponding difference in quality, service, or con- 
ditions in the terms of sale, and such a price practice is the generally accepted 
definition of price discrimination. Since Clark is sympathetic to a policy of 
allowing freight absorption in some degree, and since price discrimination by 
the Robinson-Patman act is prima facie illegal with the burden of proof 
resting on the seller to prove that it is not so, it is evident why he is reluctant 
to identify freight absorption and price discrimination. 

In endeavoring to make a case for freight absorption and pricing formulas, 
Clark and other defenders of the basing-point practice have misused recent 
monopolistic competition theory. The argument runs that, because identical 
delivered prices by two (or a few) competitors can conceivably not be collu- 
sive, therefore they always must be innocent in the case of systematic formula 
pricing by numerous rival sellers. Such an application of the theory permits 
these defenders to get away from the disagreeable fact that the basing-point 
practice is illegal under present law, and enables them to shift attention to the 
question of so-called “larger bearing,” as to how the law ought to be changed 
to enable their clients to retain the major advantages of their monopolistic 
practices. 

ea 


In attacking the proposition that freight absorbing sales do not regularly 
and systematically occur under conditions of effective competition, Clark 
says that this doctrine presupposes “a kind of competition for which the 
necessary conditions do not exist in large-scale manufacturing.” That is not 
an argument against the proposition, as Clark assumes it to be. At best it is a 
begging of the question, or an imperfectly expressed truism. It simply admits 
the monopolistic conditions which make necessary some kind of legal action 
if the competition called for by the antitrust laws is to be attained. It merely 
states the problem while pretending to invalidate the proposed solution. 

Clark’s proposition could be accepted more unreservedly if it were made 
to read: “a kind of competition for which the necessary conditions do not 
now exist in a number of industries (generally large-scale manufacturing) in 
the absence of a more effective legal prohibition of discrimination.” The rea- 
son for any legal prohibition of discrimination is the fact that the actual 
“conditions” in a good deal of manufacturing industry today give sellers a 
degree of monopoly power which they exploit to the injury of nearby buyers. 
It is true that if there is only one seller at a place and he is allowed to dis- 
criminate, he may very fully exercise his monopoly power. 

Clark’s claim (latter part of Section II) that differential mill nets are “‘nat- 
ural” is also true in the sense that it is natural to desire profits, and dis- 
crimination is profitable to a monopoly if permitted by law. But to argue for 
price discrimination on the ground that it permits a monopolist to get greater 
profits is very naive if an economist is taking the public point of view. 


OI 


Clark quite naturally attacks my concept of competition. “There is a real 
clash here between two concepts of competition,” he says. Of course there is, - 
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and the difference lies in his general acceptance of modern business rivalries 
based on pricing formulas as being an expression of the maximum attainable 
workable price competition in substantial accord with the antitrust laws. 
With multiple sellers acting as one on price, there are certain to be rival 
salesmen, sales talks, and service gestures, but to identify these wasteful forms 
of non-price competition as “price competition,” as economists employed by 
basing-point industries do, necessarily makes competition a concept which is 
out of accord with established usage of words. 

Clark’s present inclination to regard as price competition existing forms of 
business rivalries between sellers adhering to the basing-point formula forces 
him to the view that, discrimination is a result of overhead costs rather than 
of monopoly. It is undeniably true that real differences in overhead costs may 
encourage an enterpriser to discriminate in price, provided he can get away 
with it. However, under conditions of effective, open, above-board competition, 
either ina produce-exchange or quotation-price type of market, a seller cannot 
get away with systematic price discrimination. It is in the monopoly condi- 
tions prevailing in modern industry that price competition is replaced by a 
codperative system of “price matching” discrimination, designed to avoid real 
price competition. 

When “price cutting’ (in the sense of discrimination, not merely the re- 
duction of a uniform price) develops, it may become chaotic if a seller uses 
his local monopoly advantage for moving mill prices up and down to match 
delivered prices on distant sales. It is erroneous to find the reason in an allo- 
cation of overhead costs, for such an allocation can exist only if one is al- 
lowed to discriminate. If discrimination were prohibited, the overhead cost 
thesis to justify it would, of course, vanish; and one in a given industry, like 
the cement industry, could not state that the industry “must systematically 
restrain competition or be ruined,” to use the revealing phrase of John 
Treanor, a frank industrialist. 3 
IV 

Clark takes the sharpest issue with my statement that basing-point de- 
fenders (academic ones) charge that “perfect competition” is the goal ex- 
pected and sought by those concerned with making competition more effective. 
In behalf of economists hired by basing-point industries, Clark (assuming his 
authority to do so) thoroughly and completely wishes to deny this charge. 
This is a refreshing and gratifying assurance. The charge appears to have 
been made in the first instance by Professor de Chazeau in his analysis of the 
work of Professor Fetter on the basing-point plan. In his review of de Cha- 
zeau’s study of iron and steel prices, as well as in his rejoinder to de Chazeau’s 
reply, Fetter emphatically denied any claim that the mill-base policy would 
restore “perfect competition,” or anything resembling such a statement.? Mr. 
de Chazeau in his reply failed to withdraw the charge,‘ which then became a 


. *F. A. Fetter, “The New Plea for Basing-Point Monopoly,” Jour. Pol. Econ., Vol. XLV, 
No. 5 (Oct., 1937), pp. 589-91; and “Rejoinder to Professor de Chazeau’s Reply, ” ibid., 
Vol. XLVI, No. 4 (Aug, 1938), p. 567. 

1M. G. de Chazeau, “Public Policy and Discriminatory Prices of Steel: A Reply to 
Professor Fetter,” Jour. Pol. Econ., Vol. XLVI, No. 4 (Aug., 1938), pp. 537-66. p 
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part of the regular stock arguments of the basing-point defenders. It was a > 
major and essential contention of the economists testifying for the industry ° 
in the Cement Institute Case in 1940. 

Both Clark and de Chazeau conferred with the economists employed by 
industry in this case on concepts of competition and related terms before these 
men took the witness stand. i 

Clark’s statement that, after examining my references, he can find no basis 
for my allegation can be answered by turning to the records themselves. The 
reader can readily check my references in the work of Professor de Chazeau 
and in the U. S. Steel Corporation T. N. E. C. study which the Corporation 
states was directed by Professor Yntema, for these publications are widely 
available. Copies of the Cement Institute Proceedings (Docket 3167-2-45), 
however, are not so accessible. I used the official typewritten copy of the 
Proceedings available at the Federal Trade Commission, Washington, D.C. 
As an example of this testimony, Dr. Clare E. Griffin, in testifying for the 
Cement Institute, stated in summary that a major factor in the reasoning of 
the critics of the basing-point plan is that they base their conclusions upon 
some preconceived concept of perfect competition (p. 43297). Griffin further 
testified, “They [the older economists] made certain assumptions which were 
the assumptions that the present-day economist designates by that term, 
‘perfect competition.’ I think the older economist, as perhaps my earlier an- 
swer implied, when he talked about competition, was implying that that was 
perfect competition” (p. 42948). Again, as an example, Dr. Fred R. Fair- 
child in his testimony for the Cement Institute declared that Professor Viner’s 
analysis of price competition is one which prevails under conditions of pure 
or perfect competition, and that Viner appears to have ignored the distinction 
between imperfect competition and perfect competition (pp. 44774-44775, 
45329-45331). 

In Clark’s review of my article, he himself appears to express the charge 
which he seeks to deny. Thus in Section IV he says: “the earlier theory, 
whatever it did or did not explicitly and consciously assume, required the 
presence of certain kinds of conditions (already discussed) which are the 
marks of perfect competition.” And again, in the same section: “it is in this 
sense that the case against basing-point pricing takes perfect competition as a 
standard.” 

Clark claims that I fail to distinguish the issue that basing-point apologists 
charge critics with wanting to establish perfect competition from the “real” 
issue that critics want to convict any industry of collusion if it fails to bring 
about a price structure which only perfect competition could bring about. To 
this charge I must deny again any claim, or knowledge of any claim by any- 
one, that the uniform mill-base rule would create in practice “perfect compe- 
tition.” What is claimed is that, with an application of the law against dis- 
crimination (which Clark does not want) and with no private agreement or 
coercion, actual or implied, there would be possible a much nearer approach 
to the kind of workable competition (possibly never “perfect’) called for by 
the antitrust laws. The defenders of workable competition do affirm that his- 
torical and empirical studies indicate that the price structures which basing- 
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point and freight-allowed industries have brought forth are monopolistic and 
based on collusion. The pricing formulas which now prevail so widely, more- 
over, in the major industries were the result of a deliberate change from the 
uniform mill-base rule. 

V 


Clark’s plea for more information on industrial pricing problems and poli- 
cies is one with which all earnest supporters of antitrust law policy will agree, 
provided that the studies are carried on along inductive, empirical and his- 
torical lines. The studies of industrial prices and price policies approved and 
made by economists employed by basing-point industries are largely based on 
hypothetical assumptions, theoretic possibilities, and conjecture. In the list 
of questions which Clark wants to study, the question of the legality of the 
basing-point practice is singularly absent. The mountain of factual evidence at 
hand on the basing-point practice and its legality, as well as the recent (July 
17, 1943) cease-and-desist order of the Federal Trade Commission in the 
Cement Institute Case, makes Clark’s plea at this time a tacit confession 
that as matters now stand the economic arguments in defense of the basing- 
point practice have collapsed. 


VI 


It is gratifying that Clark concludes his review by agreeing that something 
needs to be done about the practice of academic economists serving as experts 
.for corporations charged with violating the antitrust laws. If the present trend 
continues it promises soon to be impossible to maintain the spirit of academic 
freedom and impartiality which should characterize university life and work. 
Economics is in serious danger of becoming a “kept” science, reflecting the 
views and interests of the dominant industrial groups, rather than of consumers 
and the nation, generally. 
In view of the growing feeling that economic experts hired by private cor- 
porations are partisan and biased in favor of the side they represent, it would 
. be wholesome if the American Economic Association would create a committee 
to study the practice of employing academic economists in antitrust litigation 
and to formulate and present a tentative code of ethics regarding the use of 
academic testimony in such cases. 
Vernon A, MUND 


University of Washington 


Rejoinder 

Professor Mund’s reply to my article convicts me of having failed to make 
clear to him the fact that T was not arguing the whole issue of basing-point 
practices (something I could not properly do) but was merely disputing his 
theory of competition and its relation to freight absorption. His reply does 
not, in fact, defend his theory; it merely argues that the practices can be 
condemned on other grounds, and attacks my theory, not as being untrue 
- but as being an” unqualified defense of the practices. This last fits strangely 
with the first, which implies that the theory—the only thing I was attacking— 
is not essential to the case against the practices. 
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My argument aimed at no particular conclusion as to what should be 
done with basing-point practices. If my theoretical view prevailed, it would 
simply mean that the practices would be contested on grounds other than the 
theory Mund holds; and the case (which of course includes much other 
material) would be unaffected except to the extent that it may hinge on this 
theory. How much difference this would make is not obvious. It would fore- 
stall possible future sweeping general action based on this theory alone; and 
condemning all freight absorption as such, without need of relying on inquiry 
into the special circumstances of a particular case, Aside from this, the effect 
might depend on the extent to which the theory lends factual evidence a force 
it would not otherwise have. 

The reader of Professor Mund’s reply might fairly be invited, in the light 
of the above, to reread my original article. In treating it as a stock basing- 
point defense, he attacks positions I have not taken: notably in the last 
paragraph of Section I of his reply, the last sentence of Section II, the second 
and third sentences of Section III, and all but the first sentence of Section V. 
An attempt at clearer definition of the issues under debate may therefore be 
warranted. 

They are issues of theory, coming under the general theme: “Discrimination, 
including freight absorption, is monopolistic.” This breaks up into two 
groups of leading propositions. The first is concerned with the effectiveness 
of competitive pressures on prices; and centers largely on the effect of freight 
absorption in bringing the “oligopoly principle” into play, though it has 
numerous ramifications! This is an important issue, on which my previous 
writings should make clear the general character of my position. My article 
proposes no verdict, but advocates full investigation and relevant discussion. 
To that end, this issue should be kept distinct enough from the issue of 
collusion so that neither would be supported by evidence pertinent only to the 
other, rather than merging them as Mund does.? Or that is my naive idea, 

The second group includes various forms of the proposition: “Discrimina- 
tion proves collusion.” Here the discrepancy between my statement of Mund’s 
position and the one which he prefers, noted in the opening paragraph of his 
reply, arose partly from a feeling that his working doctrine was more un- 
qualified than his preferred formal statement. This has now crystallized into 
the belief that there are two distinct ideas here, one of which I was com- 
batting, while the other needs fuller formulation before debate could be 
usefully joined. They might turn out to be inconsistent with one another. 
I will call them Propositions 1 and 2. 

Proposition 1, in its more significant positive form, states categorically 
that competition tends to an approximately uniform mill-net price structure. 
It rested originally on the traditional principle that competition, because of 
its inherent nature or by the action of its basic force (the option of the 
buyer to trade with a rival seller), prevents any producer from being able to 
“get away with” differential mill-nets. This is the thesis Mund has developed 
through a series of articles, and his frequent unqualified condemnation of 


* An allied phase was mentioned in my article, footnote 8. 
3 See his reply, Section IL. l 
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discrimination appears to arise from it. I do not accept it as applied to» com- 
petition in which the effective rival seller is located at a distance from the 
producer in question. Mund appears at one point to concede my contention,” 
but retorts by shifting to the issue of the effectiveness of “discriminatory” 
competition, and claiming that I have begged that question (which I was not 
at that point discussing). This shifting of issues leads him into two instances 
of question-begging. One is his statement: “If discrimination were pro- ' 
hibited, the overhead cost thesis to justify it would, of course, vanish .. .” 
presented in support of the thesis that competition in itself suffices to ex- 
tinguish “discrimination.” The other is the last paragraph of Section IL of 
his reply, where the logic is equally circular. 

Proposition 2 rests on the experience of basing-point industries, unlike 
Proposition 1, which antedates this experience. As a generalized thesis it 
appears to be in an embryonic state at present, lacking formulation which 
would show what operative forces it depends on, how they work, and what 
kind of price structure they would bring about in the absence of collusion. 
Thus it has not, so far as I am aware, been stated in positive form cor- 
responding to the above statement of Proposition 1, but only in negative 
form as Mund appears to state it in the opening paragraph of his reply. 
The trouble is that the negative form of statement does not reveal whether it 
is a genuine outgrowth of basing-point experience or merely a qualified 
form of Proposition 1, derived from it by a fortiori reasoning. My best 
present formulation of Proposition 2, largely from indications outside Mund’s 
writings, is as follows: “The experience of systematic basing-point pricing ` 
shows that it cannot be set up without concerted action, and tends to be 
broken down unless certain disintegrating forces are restrained by methods 
involving collusion or coercion or both. These disintegrating forces include, 
among others, pricing that must be ‘discriminatory’ in order to produce the 
indicated effect; therefore the symptom of absence of collusion is not uni- 
form mill-net pricing, but pricing in which ‘discrimination’ exists, but is irregu- 
lar and unsystematic.” 

Mund might not accept the second sentence of this statement. He appeals 
to factual experience, but reconciles it with the uniform mill-net principle. 
I believe this to be an inconsistency which can remain unrealized only so long 
as the operative mechanism of Proposition 2 is not fully worked out. It is to 
be hoped that this proposition may be developed to a point permitting ap- 
praisal of its rationale and its relation to the uniform mill-net principle. 

As to the plea for forward-looking inquiry, Mund construes it as a mere 
call for more facts; rather than for asking a different kind of question; and is 
excessively suspicious of any economic inquiry separate from inquiry of the 
present legal type. I had expected that members of basing-point industries 
“might violently condemn my modest and qualified suggestion of modified pro- 
cedure as weakening their legal protection; but I certainly did not expect that 
it would be twisted into the reverse guise.* The question would hinge on the 
nature of the legal arrangements which, as I am keenly aware, would be neces- 
sary to develop this suggestion into anything deserving the name of a proposal, 


* See his reply, Section II, second paragraph, first sentence. 
*See his reply, last sentence of Section I. 
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Such development seemed hardly called for in view of the little likelihood of 
action in this direction at this time. 

In the matter of the disputed citations, Mund maintains his former position 
and. documents it with quotations which illustrate my contention, thus at- 
testing his sincerity but not his correctness.” Let me make one more attempt 
at clarification by expressing the logical counterpart of this set of ideas in 
terms of simpler content. Statement A: “Hitler wants to walk on the water” 
is not identical or interchangeable with Statement B: “Hitler takes walking on 
the water as a standard”; or with Statement C: “Hitler wants to confiscate 
the property of all Jews who do not succeed in walking on the water; and it 
is in that sense that he takes walking on the water as a standard.” Mund 
does what is logically equivalent to using a refutation of Statement A to 
refute Statement C; and citing passages, representing that they all contain 
Statement A, when most of them contain Statement B or C or some other 
statement instead. He even quotes my statement of the second half of C as 
evidence that I have subscribed to A. The important thing is what Hitler 
actually wants, not what various commentators have said about it. 

Mund states that I agree that something needs to be done about academic 
economists serving as experts for corporations charged with violating the 
antitrust laws. I am left in some doubt how far we agree. What I said was: 
“, . . the state of the economist as expert witness wants improving, whichever 
side he testifies for.” I do not credit either side with a monopoly on partisan 
bias. : 

Other comments have reached me indicating that some readers have in- 
terpreted my remarks as approving misrepresentation by suppression on the 
part of witnesses. It had not occurred to me that my language could be so 
construed, or I should have safeguarded it more effectively. Since it seems 
necessary, I will say that in speaking of the witnesses “obvious obligation of 
truthfulness,” I had no reservations, and would set as a standard that the wit- 
ness should give essentially the same answer to a given question regardless 
of which side the answer favored or seemed to favor. I also suggested that 
the witness is limited by the selective list of questions he is asked. He may 
dislike this limitation but acquiesces in it. If he takes active part in mapping 
the questions he is to be asked (something I did not contemplate), his re- 
sponsibility reaches farther; but few witnesses can be held responsible for all 
angles of a major case. Should a witness refuse to testify on one point on 
which his verdict is clear and useful to one side, because the whole case in- 
cludes other points on which his verdict would be less clear, or unfavorable to 
that side? 

Other points invite comment; but one must stop somewhere, even though 
there are loose ends, as presumably there e'ways will be. They may be covered 
by a general proviso that silence does not imply assent to Professor Mund’s 
interpretations of economics, law or history. 

; J. M. CLARK 

Columbia University . 

*I have recently found one passage in the Daugherty, de Chazeau and Stratton volume 
(p. 1146, lines 16-19) which comes nearer Mund’s interpretation than the ones he cites 
from that source. It runs, however, in terms of “pure” and not “perfect” competition; 
which, as the authors treat them, are quite different. 
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Basing-Point Problems: Comment 


Professor J. M. Clark’s discussion? represents an” important contribution 
toward a clearer appraisal of the basing-point problem. It is unfortunate that 
so large a proportion of the literature on this issue has proceeded in terms of 
inadequately defined epithets such as “competitive,” “monopolistic,” and 
“discriminatory” rather than with reference to the realities of the market 
place, so that at, times the whole controversy has appeared to belong more 
in the realm of semantics thari of economics. 

One of the points raised in passing by Professor Clark merits further em- 
phasis. The location of demand for such products as steel and cement is 
shifting constantly. It would be neither practical nor economic in each indi- 
vidual area to have sufficient plant capacity to meet maximum possible demand, 
with excess overhead representing a heavy charge upon the price structure. 
There must be sufficient flexibility in the system to permit mills with unused 
capacity to ship into areas where demand is straining the facilities of nearby 
producers. The only issue is the best means of achieving such flexibility. 

. Assume the typical case of an industry manufacturing heavy construction 
- materials, with mill clusters scattered irregularly throughout the country. 
_ There is a construction boom in an area adjacent to one producing center, 
calling for materials substantially in excess of producing capacity at that 
center. The deficit can be supplied by calling upon temporarily idle facilities 
of more distant mills. Assume further that base prices at the adjacent and 
remote mills have been approximately equal. (Whether this equality reflects 
_ similarity in costs, competition at the fringes, or some form of collusion is not 

relevant to the present discussion.) What are the practical alternatives in this 
situation? 

1. The price in the shortage area may rise to a level permitting the most 
distant mill whose increment of supply is required to maintain its prevailing 
plant quotation and to charge full freight. While this may be in accord with 
orthodox theory, it would result in a substantial increase in the costs of the 
construction projects and inordinately high profits for the local mills. The 
unfavorable effects of these high costs may persist long after the immediate 
emergency has passed. 

2. Prices charged by the local mills may remain relatively stable, while 
more distant producers still insist upon adding full freight to their prevailing 
plant quotations, Favored or fortunate buyers would be able to obtain their 
-materials from local sources; those forced to depend upon distant mills would 
incur a serious competitive disadvantage, or find it necessary to abandon the 
projects upon which they are engaged. 

3. The distant seller can reduce his own mill price sufficiently to wmi 

_him to meet the price prevailing in the shortage area, after adding full freight. 

In many cases, of course, the consequent loss in revenue on nearby business 

would exceed the gross amount of the distant sale. 

4. He can mest the price prevailing i in the shortage area on sales to that 
area, without modifying the price in his own home territory. 


**Tmperfect Competition Theory and Basing-Point Problems,” Am. Econ, Rev., Vol. 
XXXII, No. 2 (June, 1943), pp. 283-300. 


1943] COMMUNICATIONS - 621 


I have yet to meet an economist who would consider the results of the first 
two alternatives as particularly desirable, or a business man who would regard 
the third alternative as sane. The last alternative, involving some- form of 
freight absorption, is left as the only practical. solution. 

Naturally sales involving freight absorption will not in practice be limited 
to situations of the type described. Whenever demand in a seller’s home terri- 
tory is insufficient to engage his productive capacity satisfactorily, he will 
seek to dispose of his surplus in more distant areas provided the amount of 

. freight he must absorb is not so great as to make the transaction unprofitable. 
The lower the fraction of capacity at which a mill is operating the greater 
the incentive to make such sales will: ordinarily be, since most business men 
will exert more sales effort to convert a loss into a small profit than to augment 
a profit already substantial, and they will strive harder to maintain a mini- 
mum working labor force than to take on work involving the hiring of addi- 
tional employees. Consequently there will be a general tendency for sales 
involving freight absorption to move from areas in which mills are operating 
at a low fraction of capacity to areas in which demand is greater relative to 
nearby facilities. This rule cannot be invariable, and there will always be some 
uneconomic cross shipments. However, these are the necessary price for in- 
creasing the flexibility of the industrial system and preventing the formation 
of airtight local monopolies. 

It has been argued repeatedly that freight absorption necessarily involves 
“price discrimination” and that price discrimination is necessarily “monopo- 
listic.” This line of reasoning verges on pure semantics. In part it reflects too 
narrow a concept of “price,” defining it purely from the point of view of the 
seller and ignoring that of the buyer. The discrimination that concerns the 
latter, particularly in the field of construction materials, is any difference be- 
tween the total price he pays and that paid by his competitors, The distri- 
bution of his total price between the seller and the transportation agency is 
of no greater—and no less—significance to the buyer than is the distribution 
of the seller’s net return between labor, materials, overhead and profits. There 
would be real discrimination if a rigid insistence upon uniform mill nets re- 
sulted in adjacent and competing buyers paying different delivered prices. 
This principle is recognized in law as well as economics; thus the Robinson- 
Patman act prohibits price discrimination only where there is resultant injury 
to competition, and specifically permits a distant seller to meet the price offer 
of a more advantageously located rival. 

It is perfectly true that many basing-point systems, as well as other elab- 
orate systems of geographic pricing (e.g., price zones), are collusive in origin 
and monopolistic in effect. But this does not arise from the fact of freight 
absorption as such, but from the clearly artificial and restrictive forms it 
takes.* As Professor Clark points out, markets differ in nature and all cannot 


7To illustrate, the recent Federal Trade Commission decision in the cement case finds 
that there are a considerable number of practices in connection with the calculation of 
freight designed to insure complete uniformity of delivered prices in*each locality. These 
may well be regarded as collusive and monopolistic. However, the findings of the Com- 
mission also indicate uniformity of base prices charged by each mill, applicable to its home 
territory on sales on which no freight absorption occurs. The arbitrary elimination of 
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be appraised by the same yardstick. Freight absorption is a natural and ap- 
propriate method for avoiding progressive constriction of: markets for heavy 
industrial products; there is nothing inherently anticompetitive about it. 
Rigid adherence to a uniform f.o.b. plant price may, in certain cases, be far 
more monopolistic in origin and effect than a basing-point system or other 
scheme of freight absorption. The judgment as to whether the price structure 
observed in a particular industry is, in fact, monopolistic must be reached by 
a careful examination of its origin, details, and effects, and not on the basis of 
abstract reasoning unrelated to the world we live in. 


SAUL NELSON 
Washington, D.C, 


Comment on Review of Industrial Concentration and 
Price Inflexibility 

Once an author has committed himself to print he must stand the test of . 
professional criticism, and such criticism is to be welcomed. However, criti- 
cism founded upon misunderstanding, careless reading or misinterpretation 
and likewise committed to print must stand the test of rebuttal, Mr. John 
M. Blair’s review? of my Industrial Concentration and Price Inflexibility 
(Washington, American Council on Public Affairs, 1942) merits rebuttal 
partially on the grounds outlined. 

The reviewer has concentrated upon two chapters of the book dealing with 
the flexibility of prices relative to costs. The first of these, Chapter V, which is 
concerned with methods, is somewhat tedious, and if the reviewer passed over 
it in haste he can hardly be blamed. Unfortunately, his criticism of the 
results of the statistical study, Chapter VI, is largely invalidated by what 
was written in the preceding chapter on methods. 

The object of the investigation contained in these two chapters should 
be clarified. It was to determine whether previous studies of the relation- 
ship between concentration and price inflexibility (in the sense of amplitude 
of price decline during depression) had ignored variables other than concen- 
tration which would account for inflexible prices. The most important of 
these other variables which suggests itself immediately but which had gen- 
erally been ignored is variation in prime costs. 

If one industry experiences a drop of twenty per cent in its prime cost in a given period 

and another experiences a rise of ten per cent, it would be unreasonable to charge that, 

_ because the average price of the products of the first industry fell twenty per cent and 
the average price of the products of the second remained the same, the second industry’s 
price was inflexible in view of the changes which occurred. Yet this is exactly the position 
which the National Resources Planning Board, for instance, must take.” : 

Having determined that the relationship of price change to prime cost 
change merited investigation, the writer then undertook to find the data. 


freight absorption would in no way cure the latter situation and might, in fact, aggravate 
it. There is no reason for focusing upon freight absorption per se as the principal monopo- 
istic element or for arguing that the only way in which competition can be preserved is 
to insist upon the maintenance of uniform mill nets by each seller. 


1 Am. Econ. Rev., Vol. XXXII, No. 1 (Mar., 1943), pp. 181-83. 
7 Industrial Concentration and Price Inflexibility, pp. 91-92. 


: 
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The only source of data available for the comprehensive study required was 
the Census of Manufactures. From these data Professor Mills dnd the Na- 
tional Bureau of.-Economic Research had calculated unit price and unit 
direct cost indices by dividing indices of total value and of total direct cost 
by indices of production. The “ideal” index formula was used to construct 
the production indices, which were adjusted for changes in coverage resulting 
from changes in the composition of output from one Census year to the next.* 
Index numbers were derived in the following manner: 


Quantity Index, 
oe y Zgo Igp 
Zgopo Eqopi 


Zpin 
Z pogo 


Value Index, 
Y 


and Price Index, 





Epi ae y Eqo Ugh 
ZgoPo Egobi 


This reduces to 








2 y- Zpigo Zin 

Zpogo Epoq 

The method and the corrections employed answer in part Mr. Blair’s 
criticism that “changes in composition generally make industry-wide value 
of products unusable as prices. . . .”* He states later on, however, that 
. . unit value figures for an individual commodity are affected much less—though still 


seriously—by changes in composition than are unit value figures for an entire industry, 
and thus approximate prices far more closely than do the industry-wide figures. 


This argument is, of course, mostly gratuitous. The indices of unit value de- 
rived by Mills reflect the changes in composition inherent in average prices 
for individual commodities. It can be seen from inspection of the index 
formula that base and given year weights are employed for each link in 
the chain index. Therefore, the bias in the index based upon changes in com- 
position is inherent in the average prices of individual commodities which 
are used as weights in deriving the industry production index. If changes in 
composition do not affect the average prices for commodities seriously, as Blair 
contends, then they do not affect the unit value indexes for the industry 
any more seriously." The effect of changes in coverage was unimportant, 


" [bid., 96-99. 
‘Am. Econ. Rev., Vol. XXXII, No. 1, p. 181. 


* Parentheticaily it should be noted that the author did not assume as the reviewer 
loosely charges that the composition of output remained constant in using these indices. 
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A test of the reliability of the Census indices is provided by comparing the 
- movement of an index of manufactured goods prices derived from the Census 
with that of an index derived from the Bureau of Labor Statistics wholesale 
price data. Mills has shown in Prices in Recesston and Recovery that the two 
indices agreed well during the 1920’s and the following comparisons were 
made for 1931 and 1933: 


Index derived from . 1929 1931 1933 
Census data 100 78 66 
Bureau of- Labor Statistics 100 81 76 


Because the two indices agreed well in 1931, the author concentrated upon 
this year, despite the fact that the failure of the two indices to agree in 1933 
cannot be attributed solely to-error in the index derived from the Census. The 
` author cautioned also that “the results should be presented only for groups of 
industries where a general tendency may be discernible despite some error 
in either direction for individual industries” (p. 112). 
But let us proceed to the nub of the reviewer’s criticism. The reviewer 
concludes that: 
The relationship between actual prices and actual costs is ignored in any work of this 
` kind, and no conclusions regarding a necessary “amplitude of price change” or a “re- 
striction upon price cuts” can be drawn from data which merely indicate the percentage 
change in costs. - 


- This charge that the author forgets that “he is dealing only with percentage 
movements” is uncalled for. On page 107 in the book in the middle of a dis- 
cussion of this difficulty, the following sentence appears: 

It is obvious that a change of a given absolute amount in price and cost will produce 


a larger change in a fixed base index of cost than in a similar index of price, since a base 
value in absolute terms for the cost index is smaller than the base value for the price index. 


For this reason, the author employed the roundabout method of calculating the 
` change in the price index which could be expected on the assumption that 
actual dollars and cents prices moved by exactly the same amounts in dollars 
and cents as actual dollars and cents direct costs. The price index number 
which would have resulted, had prices reflected exactly the change in direct 
cost, was called the “expected price index” and was calculated as follows: 


Expected Price Index, 


1 
Pe=P,— [c a C3) 2] 
A 


where C refers to the cost index, P to the price index, p, to the base year 
actual price (or value of output) and c, to the base year average direct cost 
(or total direct cost). 


The reviewer lifted a sentence to this effect which he quotes out of context. The context 
is a model analysis beginning on p. 98 and ending on p. 107. For purposes of this model 
analysis, not only was composition of output assumed to be constant, but competition was 
assumed to be purel The second assumption should have been warning enough to the 
reviewer that the author was not concerned with the outdoor world in that section of 
the book. 
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Movements in the unit value index for each industry were compared with 
movements in the expected price index. For the period 1929-31 for 107 
industries the Pearsonian coefficient of correlation was +0.85. For 86 indus- 
tries for which adequate data were available for the period 1929-33, the co- 
efficient of correlation was +0.92. There was, for a similar group of indus- 
tries, no correlation of economic significance between concentration and 
price change for the same periods. If the reviewer or any one else can make 
a showing that concentration was responsible for price inflexibility rather 
than differential direct cost behavior, the writer is willing to be shown. 

Evidence was presented indicating that concentration was of some signifi- 
cance in accentuating depression, but that its effects could not be discerned 
by observing price behavior alone. This portion of the work dealt with 
changes in the margin between direct cost and price which is a more meaning- 
ful subject for investigation than mere price behavior. Since this portion 
of the work was ignored in the review, there is no cause for elaborating upon it 
here. 

ALFRED C. NEAL 

Washington, D.C. 


A Correction 


In the report of Proceedings at the meeting of the Association last January, 
the following paragraph appears at page 458:1 

“Mr. Crowther said he had been accused of weasling on his own views— 
a crime worse than being diplomatic. This accusation, however, had been 
based on the assumption that Mr. Crowther was a follower of the views of 
Lord Keynes. The assumption was without foundation. Mr. Crowther defied 
any member of the round table to find an article in The Economist supporting 
Lord Keynes’s views on international trade.” 

May I correct this? At an earlier meeting, Professor Haberler had made a 
strong attack on certain highly restrictionist views which he attributed to Lord 
Keynes and of which he accused me of being an unavowed adherent. I said 
that I doubted whether Lord Keynes would recognize his views in Professor 
Habeler’s description of them, but that in any case I did not hold them. What 
I was dissenting from was not (as your report indicates) Lord Keynes’s 
views, but those attributed to him by Professor Haberler. 

Since then, I have confirmed from Lord Keynes himself that his views 
on international trade are not, and never have been, such as Professor Haber- 
ler described them. Would it ‘not be an advantage in discussions of this kind 
if an attempt were made to avoid misrepresentation of other people’s opinions? 

GEOFFREY CROWTHER 

London 


1 Am. Econ, Rev., Vol. XXXTH, No. 1 (Mar., 1943), suppl. 


BOOK REVIEWS 


Economic Theory; General Works 


Die räumliche Ordnung der Wirtschaft; Eine Untersuchung über Standort, 

: Wirtschaftsgebiete und internationalen Handel. By Aucust Löscu. (Jena: 

Fischer. 1940, Pp. 348.) l 

` The theory of international trade, always a vigorous part of general economic 
theory, has been enriched by an important new contribution. With Ohlin’s sub- 
stitution of economic regions for countries, the main stream of international 
trade theory changed in emphasis, and general location problems came to the 
fore. In his Enquiry into Location, Economic Regions, and International 
Trade; Dr. Lösch has advanced this important field of general economic 
theory in a significant and original way. His book is a detailed study 
of location problems and theory, and of the exact nature of economic 
regions which were only loosely defined by Ohlin. He applies his new 
ideas to international trade theory and various practical problems. No 
short review can do justice to the wealth of theoretical and factual ma- 
terial presented by Dr. Lösch. Since most of Lésch’s ideas are not available 
in English,? I shall be concerned mainly, first, to explain and examine 
` critically some of his theoretical contributions, and, second, to show how 
he uses his theory in discussing the theory of comparative cost and the 
transfer problem, 

The book is divided into four main parts. The first deals with location 
(Standort), the second with economic regions, the third with trade. The 
fourth part gives numerous examples, mostly drawn from American data, 
for each of the previous headings. The spiritual ancestors of Lösch are 
Alfred Weber and Bertil Ohlin; the theoretical framework is that of 
E. H. Chamberlin, as well as that of the general equilibrium school. 


I 


Lésch’s central thesis for which he makes out a convincing case may be 
formulated briefly as follows: a logical pattern of locations would develop even 


* A microfilm edition of the book is available at University Microfilms, Inc., Ann Arbor, 


.  *Some of the fundamental ideas of the book may be found in “The Nature of Economic 
Regions,” South. Econ. Jour., Vol. V (July, 1938), pp. 71-78. Also easily accessible in this 
country are Dr. Lésch’s contributions to the Weltwirtschaftliches Archiv: “Wo gilt das 
Theorem der komparativen Kosten?” 48 Band, Heft 1 (July, 1938), pp. 45-65; and “Eine 
neue Theorie des internationalen Handels,” ibid., 50 Band, Heft 2 (1939), pp. 308-28. 
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in the absence of special explanations of a historical or economico-geographic 
nature. The location of mines, mountains, rivers, ancient fortresses, etc., may 
explain satisfactorily special locations. Yet, even if the.earth were a perfectly | 
smooth sphere, cities would emerge, roads would be laid out in definite pat- 
terns and economic regions would come into existence. Purely economic fac- 
tors will lead to a spatial-order of the economy. | 

The keystone of Lésch’s theoretical structure is presented in his Part II. > 
The special interest of his solution lies precisely in the apparent lack of realism 
of his assumptions. It is easy to see why definite economic regions might 
appear when differentiating historical or geographic facts are given. It is 
not at all self-evident that a determinate pattern of locations should develop 
even if the earth were å homogeneous sphere. Nor is it clear what such a pat- 
tern would be. Yet Lösch demonstrates that a regular hexagon would be the 
ideal market form. Lésch summarizes his. findings as follows: “We found first 
simple hexagonal market areas which surround every center of production 
and consumption. There is, secondly, a net of such market areas for each 
group of commodities; and, thirdly, we have a systematic order of these nets - 
of the various commodities. This self-sufficient system is the ideal picture of 
an economic region proper. Such regions, finally, spread according to certain 
laws all over the world” (p. 90). 

Since this is a significant result which gives precision to the concept of eco- 
nomic regions, it is of interest to show in some detail how this result is reached. 

The assumptions under which Lösch derives this ideal market area are: (1) 
that industrial raw materials are distributed evenly in a homogeneous plain; 
(2) that population is evenly distributed and homogeneous; (3) “that all 
occupations and methods of production are open to everybody.” By these 
assumptions all special factors are excluded and the effect of purely economic 
factors-can be investigated. Under these conditions each producer is con- 
fronted with a falling demand curve. But this does not mean, as it does under 
conditions of monopolistic competition, that the individual producer has -an 
influence over price. The falling demand curve indicates rather the amounts 
sold simultaneously at various prices in various places. Price is lowest at the 
factory and rises with increasing distance until the demand curve cuts the Y 
axis; Since the firm sells in all directions in a homogeneous plain, the total 
demand confronting it will be given by a cone which is generated when the 
demand curve is rotated around the price axis. The area over which the firm 
sells is given by the circle which forms the base of this cone. 

As long as the firm makes profits the demand curve will be shifted to the 
left and the circle will become smaller. “This process which Chamberlin .. . 
has made familiar for product differentiation is also valid for differences in 
location” (p. 68). However, three circular market areas tangent to each 
other would still leave an unused space between them. Hence the circles will 
bé squeezed into hexagons whose final size is determined by the equilibrium 
condition that no profits be made. If, on the other hand, the same demand 
were spread, not over a hexagonal market, but over a triapgular or square 
market area, more land would be needed and the transport lines would be 


A 


ṣ š . 6. 
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longer. Hence the “honeycomb” is the most economical shape for the market 
area of the individual firm.® 

The market area for each good is therefore a hexagon with a radius ọpọ 
of its inscribed circle. This radius is characteristic for the particular good and 
depends on the cost and demand curves. Since population is spread discon- 
tinuously even when it is evenly distributed it follows that p too cannot 
be a continuous variable. The problem now becomes the determination of the 
“influence of the original settlements on the location and size of market 
areas,” 

The table below and graph on page 629 have been reproduced to clarify the 
following discussion. Let a be the distance between the smallest settlements 
A,, A, etc. Let b be the distance between the towns B,, B,, etc., which are 
the smallest towns in which industrial production will take place. p is ex- 
pressed in cost of shipping, b in kilometers or miles. Let nV be the “greatest* 
distance to which a good has to be sold in order to make its production 
profitable” (p. 73). 

The nV of the smallest market area around the settlement A, which coin- 


Tre TEN SMALLEST POSSIBLE Economic AREAS 








From: Lösch, Réumliche Ordnung, p. 76. 
Legend — n: number of settlements which are fully supplied. The supplying town is included. 
Partially supplied towns are consolidated into whole towns. 
b: distance of supplying towns= distance of the centers of the areas= diameter of 
the inscribed circle. 
nV: “notwendige Verende di adeti from supplier to the farthest still 
necessary customer. 
a: distance between the original settlements. 


* These ideas are worked out in greater detail in “The Nature of Economic Regions,” 
South, Econ. Jour., Vol. V, pp. 71-78. See particularly the graphs presented there which are 
identical with some of the graphs in the Räumliche Ordnung. Here Dr. Lösch discusses also 
the consequences of the relation of his assumptions in great detail. 


“There is an ambiguity in this formulation. #V should probably be the least distance, not 
„the farthest, as the German expressly states. 
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cides with the small town B, is equal to a, the distance between the smallest 
settlements. But B, supplies fully only two settlements besides itself. For the 
next two larger areas, nV is still equal to a, but the areas are rotated around 
A, in such a way that each supplies partly or wholly seven settlements. The 
border of the second area will go through all six settlements immediately sur- 
rounding A,, the border of the third area runs through open fields. (Cf. the 
accompanying graph.) From the table it appears that “the distance between 
two enterprises of the same kind is equal to the distance of the supplied set- 
tlements times the square root of their number” (b = ay'n) (p. 75). 









omm 


The ten smallest economic regions around 4, = B,* 


* “Sectors with many towns are hatched. Alternative centers are bracketed. The original 
settlements are indicated by simple points. The encircled points are centers of market 
areas.” Lösch, Räumliche Ordnung, p. 75. : 


The various nets for the different commodities will have at least one point 
in common. Here a metropolis will arise. Then “the nets are turned around this 
center in such a way that we get six sectors with many, and six with few 
locations of production. When ordered in this way, the number of locations 
coinciding in one place is greatest... . The sum of the minimum distances of 
the industrial locations is smallest, and therefore not only transport [cost] 
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but also transport lines are minimized” (p. 81). The facts conform to the 
theoretical expectations to a surprising degree.® 

Lésch’s approach explains among other things the distribution of small and 
large towns, the average distance between small towns being less than that 
for larger towns.® It explains further the behavior of prices in space which is 
of special interest to the theory of international trade. The metropolis will have 
the lowest prices; with increasing distance from this center prices will first 
rise, then fall and then rise again. For this reason Lösch objects to the use 
of a price level for the country as a whole. “The dispersion around such a 
mean is too great” (p. 83). It would be difficult to quarrel with this con- 
clusion. The significance of Lésch’s approach for the purchasing power parity 
theory is obvious." 


H 


Before examining critically Lösch’s ideas on the nature of economic regions, 
I shall briefly summarize his discussion of the general equilibrium of location 
(Allgemeine Standortgleichungen) which he treats at the end of the first 
part of his book. He divides the problem of spatial equilibrium into (1) the 
location of industrial production; (2) the location of agricultural production; 
and (3) the relation of those locations to each other. His assumptions here are 
identical with the assumptions from which he derives the form of the economic 
regions. The first equilibrium condition is, then, that there be no abnormal 
profits. This condition implies first, that the area served by each individual 
firm is as small as possible. For, if the area served by it is too large, the firm 
will make profits, inducing other firms to enter the market and thereby re- 
ducing the area served by the existing firm. This process will stop with the 
competitive elimination of profits. The no-profit condition implies, secondly, 
that no areas exist which are not served by at least one firm. This follows 
from the assumption of competition and the even distribution of population. 
Hence the existence of untapped “corners” would either induce existing firms 
to expand. or additional firms to enter the business. The borders of the in- © 
dividual market areas are given by indifference lines such that price -f.o.b. 


* Compare the picture for Indianapolis reproduced in the Southern Economic Journal. 
Lösch gives a similar -picture for Toledo in his book. It is no objection that both cities lie 
in a plain with characteristics favorable to Lésch’s theory. 

€ Compare the frequency distributions for the distances of towns of 300-1,000, 1,000-4,000, 
and 4,000-20,000 inhabitants in Iowa given in the Southern Economic Journal. At a later 
point in his book Lésch compares his results with those reached by Singer with which they 
agree. (H. W. Singer, “The ‘Courbes des Populations’, A Parallel to Pareto’s Law,” Econ. 
Jour., Vol. XLVI [June, 1936], pp. 254-63.) Lösch concludes that “distances increase with 
the size of towns, that for each size a characteristic distance exists which can be described 
by a frequency curve” (p. 287). 
` "The rest of this section is filled with a detailed elaboration of the principles outlined, 
discussing such problems as price differences, dumping, freight rate changes, political fron- 
tiers and effects of their changes. Lösch concludes that a decrease in freight rates will 
increase the possible economic area over which a firm will sell, but that it will probably 
decrease the actual ene, His discussion of boundary phenomena, though highly original and 
significant, was excluded from consideration here as a comparatively minor point. 
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plus freight rate times distance is the same for a particular consumer no matter 
from which neighboring factory he buys. Mutatis mutandis the same equa- 
tions are valid for the locations of consumption. The best locations for con- 


sumers and for producers are different. “The best location of industrial pro- ' 


duction and consumption would be a giant city; the best location of the pro- 
duction and consumption of agricultural commodities would be an even dis- 
tribution [in the plain]” (p. 62). 


Lösch concludes therefore that competition will maximize the total number 


of independents, and that the condition of maximum profits, which under 
pure competition equal zero profits, is practically equivalent to the other 
condition that total demand be maximized. This presumably means that, 


with the location pattern defined by the equilibrium conditions, total satisfied . 


demand would be greater than with any other location pattern. It is pre- 
sumably the general way of saying that a hexagon is the most efficient market 
area, From the reasoning it can be seen that these conditions are not ad- 
ditional to the no-profit condition but are rather the spatial implications of 
the equilibrium conditions ordinarily discussed’ in non-spatial economics. 
Yet “the maximization of the total number of independents” does not seem 


to be a particularly happy concept. The maximum number of firms is simply , 


equivalent to that number of firms which will eliminate profits. But this num- 
ber is not determinate. If constant cost at the location of the firm is assumed, 
there will perhaps be a maximum size to the firm since the price of the product 
rises, and sales fall, with increasing distance from the location of production. 
On the other hand, there would be no minimum size under these conditions. 
The maximum number of firms seems to remain an unclear concept. 

Neither do spatial considerations remove the difficulties which beset Cham- 
berlin’s tangency solution under conditions of monopolistic competition.’ 
Lésch mentions these difficulties in one place without, however, recognizing 
their ramifications. Yet these difficulties have to be considered in a theoretical 
structure which depends entirely on this very tangency solution. 

The same difficulties arise in a somewhat different form when Lésch’s im- 
pressive structure of hexagons, nets of hexagons, and economic regions is con- 
sidered. The validity of his theory rests on his ability to determine success- 
fully the size of the original hexagons. When constant cost at the location is 
assumed, the same objections are valid which have just been raised in con- 
nection with the maximization of the number of independents. Under such 
conditions there is nothing which can prevent the demand curve from being 
shifted to the left indefinitely. 

But the difficulties do not disappear altogether even when the assumption 
of constant cost is dropped, and even if it is assumed that firms producing a 


"See R. Triffin, Monopolistic Competition and General Equilibrium Theory (Cambridge, 
Harvard Univ. Press, 1940), pp. 78 f. Also Professor Chamberlin’s discussion with N. 
Kaldor: E. H. Chamberlin, ‘“Monopolistic or Imperfect Competition?” Quart. Jour. of 
Econ., Vol. LI (Aug. 1937), pp. 557-80; N. Kaldor, “Professor Chamberlin on Monopo- 
listic and Imperfect Competition,’ Quart. Jour. of Econ., Vol. LII (May, 1938), pp. 513- 
29; E. H. Chamberlin, “Reply”. Quart. Jour. of Econ., Vol. LIT (May, 1938), pp. 530- 
38. 
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particular commodity have a determinate optimum size. In his argument, 
Lösch approaches equilibrium from a situation in which there are too few 
firms. In this situation more and more firms, located between the already exist- 
ing firms, will enter the market until profits are eliminated. Assume, however, 
that equilibrium is approached from the opposite situation in which we have 
too many firms, all of optimum size, whose market areas overlap. Then there 
exists no way of determining which of the firms will be eliminated. 

` The difficulty really seems to be that, while the pattern of locations itself 
and the relation of the market areas to each other is determinate, the location 
of the whole pattern in the plain remains indeterminate. Like Archimedes, 
who needed a fixed point to stand on to raise the world, Lésch needs one fixed 
‘location around which the pattern of hexagons and nets of hexagons can 
develop. One original location has to be given, and Lösch does not indicate 
how it can be found. Accident, or historical or geographic facts might de- 
termine this original location of production. In the absence of such factors it 
is difficult to see what the exact position of the hexagonal pattern in the 
plain will be, exactly which point all the various nets of hexagons will have 
in common, exactly where the metropolis will arise.* 

uI 

Of the many problems which Lösch discusses in his third main division, 
I shall consider here only what he has to say, first, about the theory of com- 
parative cost, and, second, about the transfer problem. 

Comparative cost. The principle of comparative cost can, according to 
Lösch, be applied only to the choice of an occupation by an individual. For 
reasons of exposition, Lösch nevertheless starts with two countries. His solu- 
tion for more than two commodities is the same as that given by Haberler.’° 
Unfortunately, Lésch does not state simply that the dividing line between 
the goods which will be imported and those which will be exported will be 
determined by reciprocal demand or the equilibration of the balance of pay- 
ments. He talks of a “principle of the fair balancing of the balance of pay- 
ments” (p. 148, my italics). What is meant by this remains unclear despite 
a reference to a later page. Lösch may simply mean “automatic.” When the 
two trading parties belong to the same currency system the loss of purchasing 
power by the one is automatically the gain of the other. Not so when there 
is a difference in the currency systems, “Only with different currency systems 
is the principle of the fair balancing of the balance of payments an ordering 
force” (p. 200). Despite this principle, Lésch’s first result is no different from 
that reached by Haberler, Ohlin, or Viner: “The principle of comparative cost 
is valid between two countries; but a comparison of costs between only those 
two countries is insufficient to determine in which direction and with what 
probability [sic/] they will trade with each other. The exchange rate and the 


? This comment is intended less as a criticism of Lésch’s theory than as a reminder of the 
limitations of any Ictation theory. 
2 G. Haberler, The Theory of International Trade (London, Hodge, 1936), p. 138. 
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other countries interrupt the system in such a way that we can say a priori only 
that the order of the goods according to their. advantage may be pierced 
[durchléchert] but not changed” (p. 150). 

Lésch’s main criticisms of the comparative cost theory is that the classical 
theory has treated countries as points with no extension, or at best as small 
- islands. As Lésch’s analysis shows, there will be considerable differences of cost 
and demand conditions within a country. Therefore, Lösch concludes that “abso- . 
lute prices and comparative advantages will be everywhere different” (p. 165). 
Furthermore, price movements vary locally and have little respect for national ' 
boundaries. Consequently, the same commodity may be imported and ex- 
ported in the same country, -From the equilibrium condition that the number 
of independents be maximized, it follows, furthermore, that a good will be pro- 
duced in as many locations as possible. 

Lésch’s first criticism that the comparative cost theory has neglected 
spatial extension must be accepted. But it is difficult to see why this is such 
a devastating criticism as Lösch implies. Haberler has shown that the classical 
approach ana Ohlin’s approach are reconcilable. The neo-classical formula- 
tion of Ohlin and Haberler and that of Lösch are similarly reconcilable with 
each other. Fetter, Haberler and Viner, to name only a few, have always in- 
sisted on such facts as that commodities may be simultaneously imported and 
exported, and that a whole range of commodities may be traded only domesti- _ 
cally. Ohlin’s whole attempt to substitute economic regions for countries lies - 
in the same direction as Lösch’s. The contribution of Lösch lies, I believe, 
mainly in a more precise and meaningful formulation of the concept of economic 
regions. 

This point can be made clearer by reproducing a criticism specifically 
directed at Ohlin: “According to Ohlin, a country will specialize in such 
goods in the production of which factors of production are used which are 
relatively abundant. But the regionally different scarcity of factors is neither 
a necessary nor a sufficient condition for trade, as can be seen from our model 
of economic regions, in which trade will occur in spite of an even distribution 
of productive factors... . Ohlin overemphasizes the supply side in a one-sided 
manner as if the demand side were less important” (p. 166). 

This, I believe, is an unintended misrepresentation of Ohlin’s position and, 
in general, of the most recent formulations of the theory of international 
trade. In fact, neither has neglected the demand side. I refer to Leontief’s 
article“ in which he shows that even with the same substitution curves, trade 
between two countries will occur if the indifference maps are different, and 
vice versa, that different substitution curves may be offset by the shape of the 
indifference maps. 

Furthermore, “relative scarcity of factors” has at least two different mean- 
ings: scarcity relative to demand, and scarcity relative to the factor propor- 
tions in the other countries. The valid objection that it is difficult if not 
impossible to tell which factors are relatively scarce when more than two 


W, W. Leontief, “The Use of Indifference Curves in Internationa? Trade,” Quart. Jour. 
of Econ., Vol. XLVII (May, 1933), pp. 493-503. 
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factors are assumed"? is not raised by Lösch. Ohlin also points out that large 
scale production and historical accident may determine the production of a 
region which otherwise has no special advantage. At most, Ohlin may be ac- _ 
cused.of assuming his regions while Lösch derives them.*® When all these 
points are considered, it seems fair to say that Lösch has provided in his gen- 
eral location theory a much more subtle and powerful solution. His theory 
is, however, despite his disavowals a legitimate offspring of a proud ancestry 
from Ricardo downward. But then, as Professor Schumpeter has often re- 

marked, it is a matter of taste whether one speaks of a refutation of a theory 
or of its correct formulation. 

The transfer problem. The first point which Lésch works out in detail is 
_ that when purchasing power is transferred from person to person, or from 
` place to place, the effect will not be simple price level- changes or shifts in 
the demand curves. The paying and the receiving localities will become 
centers of price waves which will propagate themselves in all directions with 
diminishing intensity. In the receiving place prices will rise; hence money 
will be spent outside of it where prices will be affected to a ‘smaller degree. 
Mutatis mutandis the same will happen in the paying center. These price 
waves are, in a sense, the spatial counterpart of the diminishing rounds of a 
‘dynamic multiplier, from which they have, however, to be distinguished. 
The price waves will advance with diminishing intensity, first, because 
purchases tend to fall with increasing distance and, hence, prices will be less 
and less affected; and, second, because the change i in purchasing power will 
be increasingly absorbed with, each further transaction. “The area of the 
districts between which the real transfer will take place does not coincide 
completely with the regions in which purchasing power has decreased or 
increased. . . . The real transfer takes place between sub-regions [Teil- 
gebieten] of the area in which purchasing power has fallen and sub-regions 
of the area in which it kas risen” (p. 182; italics in the original). 

- In the real world, the price waves need not propagate themselves smoothly 
and continuously. Jumps may and will occur when, for example, goods 
- wanted cannot be procured except at a distance. This modification of Lésch’s 
scheme is, however, easily made, although he himself does not consider the 
problem. 

When ‘two currencies are assumed and credit creation occurs, the transfer 
will occur according to Lésch in the following steps: First, there will be a 
_ temporary transfer consisting of (a) the original price change due to the 
“shift of purchasing power; (b) an additional price change due to credit 
creation, (c) an immediate partial transfer in goods, and (d) an “early 
-total transfer.” Second, since the price waves which started at the paying 
and receiving center are still under way, there will be a “final” transfer 


™See J. R. Hicks, “Distribution and Economic Progress: A Revised Version,” Rev. of 
` Econ. Siud., Vol. IV (Oct., 1936), pp. 1-12. Also W. F. Stolper and P. ‘A. Samuelson, 
“Protection ‘and Real Wages,” Rev. of Econ. Stud., Vol. TX (Nov., 1941), pp. 58-73. 


“In reality, little more than words were changed: interregional trade was added to 
international trade. What was true for a country was now also valid for the region. But the 
structure of such an economic region was not investigated” (p. 65). 
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when these price waves meet. And, third, there will be a “kickback” 
(Rückstoss) since the transfer would otherwise occur twice. I omit Lösch’s 
discussion of the effects of differences of the currency systems. 

‘The difference between Lösch’s and the more usual view is, according to © 
Lösch, that the older transfer theories, whether of the Keynesian or Ohlin 
type, confused the temporary with the final transfer. “For the final transfer 
the shift in purchasing power is indeed sufficient though it will as a rule 
lead to a first price change even when the creditors buy exactly what the 
debtors would otherwise have bought” (p. 201). And “Even when the 
general price level changes, the international transfer takes place near the 
border. The intra-national transfer between the border region and the 
interior has to be added” (p. 202). 

Lésch’s discussion of the transfer problem is unfortunately not always 
clear, The difference between the “early total transfer” and the “final 
transfer” remains unclear in the short paragraphs which Lésch devotes to 
their discussion. The exact difference between the “total transfer” and the 
kickback is even less clear. Lésch’s position seems again to be essentially a 
more subtle formulation of the Ricardian approach. Like Ricardo, according 
to whom gold will return to the paying country after it has made the real 
transfer of a unique capital movement possible, Lösch has a kickback in his 
example in a form similar to Ricardo’s. Part of the kickback will be in gold, 
part in commodities. As with Ricardo, it is the final transfer which is 
essential, while the temporary transfer (in gold) and the kickback (the 
return of the gold) are merely technical complications of developed monetary 
systems. The significance of Lésch’s contribution lies rather in showing that 
even a general fall in the price level, say, through a raising of the discount 
rate, will lead to a transfer first at the border region, and gradually to a re- 
adjustment throughout a larger area, “Since the central bank cannot wait 
until the wave of purchasing power reaches the border, it anticipates the 
relevant effects by changes in the discount rate. These effects are in both 
cases identical: as a rule goods flow from the border regions of one country 


into those of the other” (p. 201). The direction of the intra-national transfer -. 


itself is from the border region into the interior. 

Lésch’s reasoning can be equally applied to the case of reparation payments 
and to that of capital movements in general. In the case of reparation 
payments which are collected by a tax, the whole country would be deprived 
of purchasing power more or less evenly. Nevertheless the receiver would 
tend to spend the money nearest his place of consumption, #.e., as near the 
border as possible. This would tend to raise prices there and would originate 
price waves which would then move into the interior with diminishing 
intensity. The same would hold in the case of capital movements financed by 
credit creation. It is possible in all cases that prices within the same country 
move in opposite directions. 


IV 


The main contribution of Lésch’s book—and it is a significant one—lies 
in its detailed examination of the location problem and its application to 
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the theory of international trade. In this, Lösch is a subtle and powerful 
analyst, and it is to be hoped that his contributions will be made available 
in English in the not too distant future. It is harder to admit that his 
contributions are in such striking contrast to everything which up till now has 
gone under the:heading of international trade theory. His attacks are at 
times unjust and rest here and there on misunderstandings. His agnostic 
attitude toward both utility and indifference analysis has unfortunately lead 
him to avoid explicitly the classical problem of the gain from trade as 
insoluble. But neither his unjust’ attacks, nor his expressed liking for 
Hegelian philosophy, nor other hardly relevant statements of a philosophical 
nature’ for which this reviewer lias no.use, touch the core of his contribu- 
tions. His philosophical statements are apt-to irritate the reader and to 
draw his attention away from the main arguments, Even with all these 
shortcomings the book deserves a place on a shelf with Taussig, Haberler, 
Ohlin, and Viner. 
W. F. STOLPER 
Swarthmore College 


Studies in the National Income, 1924-1938. Edited by A. L. Bowrey. Nat. 
Inst. of Econ. and Soc. Research, Econ. and soc. stud. I. (Cambridge: 
Univ. Press. New York: Macmillan. 1942. Pp, ix, 255. $3.50.) 


A thorough-going study of national income would provide, to begin with, an 
estimate of the value of the economy’s end-product by means of all available 
methods. The aggregate would be obtained by the summation of production or 
of expenditures, by the combination of income payments or of income receipts; 
and these various estimates of the national product would be compared and 
reconciled as well as possible with one another and with i ii esti- 
mates prepared by other statisticians. 

Significant breakdowns of the aggregate also would be prepared in a com- 
plete description of the national product. Each of the estimates would be made 
to yield a valuable set of components: the production data would be classified, 
for example, by industry—farming, manufacturing, service, etc.; the statistics 
on income payments would show separately wages, salaries, rents, interest, and 
so on; income receipts would be distributed by size of income; expenditures 
would be classified by character of goods purchased—food, clothing, durable 
goods, services. And all the various quantities, aggregates and sub-aggregates, 
would be expressed as far as possible both in monetary terms and in physical 
terms, would be given for a reasonable long series of time-periods, and would 
be accompanied by margins of error. 

Such a comprehensive and articulated structure of quantitative estimates, 
the first goal of every organization working in the field of national income, has 
not yet been reached in any country. The National Institute of Economic and 
Social Research has been able to take only a step toward it in this report on 
the British national income for the period 1924-1938. 


“For example: “It is impossible to understand fully the Swabian economy without an 
understanding of Swabian philosophy” (p. 125). Examples could be multiplied. 
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The volume, edited and largely written by Professor Bowley, presents an 
interim report on a large investigation conducted under his direction at the 
Institute. It is the result of the labors not only of Bowley but also of Messrs. 
Booker, Campion, Devons, Elsas and Neuman and of Misses Dessauer and 
Marley, at the Institute; and draws upon the published work of other British 
statisticians, notably Flux, Feavearyear, Rhodes, Stamp and Stone. Like many 
other scientific investigations, the study was interrupted by the war. The 
present report is therefore unfinished and consists essentially of a series of 
more or less rough notes (some previously published), put together by Bowley 
in amazingly little space, on some of the main aspects of the study. The text 
bears the marks of haste, It is hard reading. 

Only the close reader will be able to detect the outlines of the structure the 
National Institute was in the process of building; but all will appreciate Pro- 
fessor Bowley’s courage in publishing the report at the present time, uneven 
_ and incomplete as it is. Anyone interested in economic trends in Britain during 
1924-1938 will find this report useful. And the student will find something 
to learn—-and something to quarrel with—in the elaboration of methods, the 
dexterous statistical manipulations, and the frank discussion of discrepancies 
and probable errors, 

The primary estimates of national income offered in the volume are derived 
essentially by a combination of the payments and receipts methods, following 
very closely the procedure worked out by Bowley and Stamp in The National 
Income, 1924 (1927). The main categories include incomes reported to the 
income-tax authorities (£2,194 million in 1924), wages and earnings below the 
exemption limit of £150 per annum (£1,790 million), small and other exempt 
property-income (£135 million), and pensions, employers’ contributions and 
sundry incomes (£154 million), yielding a grand total (called “aggregate in- 
come” in the 1927 report of Bowley and Stamp) of £4,273 million. From this 
are subtracted transfers; namely, income due to foreigners and national debt 
interest, leaving £3,887 million as the national income in 1924. 

This figure is compared with the original Bowley-Stamp estimate for 1924; 
and the corresponding 1938 figure, £4,362 million, with the official figure pub- 
lished in the well-known White Paper on the sources of war finance (Cmd. 
6261). The differences (less than 2 per cent in both cases) are found to be 
partly due to definition and partly to different judgments where the data are 
incomplete. Comparisons are further made with Flux’s measure of 1924 na- 
tional income based on the summation of production (the “Census of Pro- 
duction Method,” in Bowley’s terminology), and Feavearyear’s estimate of 
national expenditure in 1924-27. The ‘differences are somewhat greater, but 
when appropriate adjustments are made for definition, the various methods 
of approach give results which agree within 5 per cent of one another. 

Owing to the dearth of British statistics, the national income aggregates, as 
well as the alternative estimates with which they are compared, include some 
categories the figures for which are very rough. Indeed, a considerable amount 
of plain guessing is needed to fill in some of the categories and thus arrive at 
the desired totals. The items specially subject to revision, for this and other 
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reasons, are indicated in the tables. These items add up to £644 million in 
1924, equal to one-sixth of the national income total. Naturally, no details 
as to components of these categories can be given. But very little in the way 
of breakdowns is given even for the major categories. 

Thus, the industrial distribution of wages and salaries is presented for 1931 
alone, while no industrial breakdown is given for property income. Except for 
the indexes of output and related quantities for-three Census years (discussed 
below), there is nothing at all comparable with the detailed industrial distri- 
butions to which American readers have become accustomed. One reason is, 
again, lack of statistics such as are available in this country, and presumably 
lack of time in which to utilize what does exist. Perhaps another explanation 
may simply be lack of interest in the breakdowns. 

Indexes of output and related indexes of productivity, prices, etc., are de- 
rived from Census data for mining, construction, public utilities and manu- 
facturing, for 1924, 1930 and 1935. The preparation and discussion of these 
indexes will interest American readers familiar with Professor Mills’s use of 
the Census of Manufactures in this country to measure these variables. The 
results obtained by application of the Paasche as compared with the Laspeyres 
formula, the differences attendant upon alternative assumptions concerning 
“coverage adjustments,” contrasts between indexes computed with gross value 
weights and with “value added” weights, comparisons of indexes of prices 
derived from the Censuses and indexes based on quoted market prices—these 
comparisons are presented and discussed at some length. ~ 

It is interesting to note, for example, that an index derived from the Census 
shows a drop of 32 per cent in material prices between 1924 and 1935, while 
the Board of Trade index indicates a fall of 37 per cent, and the Statist index, 
one of 39 per cent. The index of physical output for 1935 (1930 = 100), 
derived by methods varying in the several respects mentioned, ranges from 
114 to 123, and Bowley accepts 119 as the probable figure. 

The most interesting discussion centers about the direct derivation of an 
index of the real national income for 1924-1938. An index of the real national 
income may be obtained directly by one of two methods: (1) Indexes of the 
physical volume of goods and services delivered to or used by ultimate con- 
sumers, and indexes of the increment in the nation’s capital stock (including 
some “‘physical” measure of the net balance of international indebtedness), 
may be combined, using as the weights the value of each component in the 
chosen weight-base period. (2) As an alternative, indexes of the net physical 
output of each industry (including government, trade, etc.) may be combined. 
. using as the weights the net value added by each industry. 

Bowley’s method is ostensibly the former, though the figures and categories 
he actually employs are more closely related to the latter method. For his 
index is prepared by combining an annual index of physical output computed 
for what amounts to the Census industrial area, with corresponding indexes, 
of lesser reliability, for agriculture, government, housing, services, etc., each 
weighted by the,net value added in the area to which the index relates. The 
increasing advantage derived from foreign trade, measured by an index of the 
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terms of trade (the ratio of export to import prices), is also given weight in the 
computation of the index of real national income; and account is taken as well 
of the changing importance of goods subject to customs and excise taxes. The 
treatment of customs and excise takes up most of the space in the technical 
discussion, and involves some rather strong assumptions, but it has little effect 
on the results. On the other hand, the inclusion of changing terms of trade has 
an appreciable influence on the final index because the ratio of export to im- 
port prices rose some 20 per cent between 1924 and 1935, and because foreign 
trade is important in British industry. 

Too much cannot be said for the index of real national income so derived. If 
the index is considered as reflecting the weighted average changes in the net 
physical output of various British industries (following the second method 
mentioned in the preceding paragraph), as it must be in view of its construc- 
tion, it is defective on several counts. The indexes of output for “industry,” 
agriculture, and government products are really indexes of gross physical out- 
put rather than net physical output (despite the use of “value added” weights 
in their construction). The index of the services rendered by real estate merely 
reflects changes in the number of dwelling-houses in existence. The error in- 
volved in failing to take account of factories, farms, service buildings, etc., is, 
I suppose, in a direction contrary to that noted in the preceding sentence, but 
these errors can hardly be said to offset one another. 

As for the service industries (ż.e., all other than those already mentioned), 
which account for half the national income, the index of net output is simply 
the index of number of persons employed in them, with this number estimated 
by subtracting employment in other industries from total employment. (An 
arbitrary estimate of unemployment is also involved.) Finally, the index of the 
barter terms of trade does not, of course, reflect the changing price relations 
among the “invisible” portions of foreign trade. 

Most of the deficiencies resulting from the use of these indexes are recog- 
nized and discussed by Bowley, and his final 1938 index (1924 = 100) is 
stated as 124 + 6. Yet he considers the extreme limits to be improbable and 
the central figure of 124 to be a reasonable approximation. As a matter of fact, 
Bowley’s direct measure of real national income agrees fairly well with one 
derived by deflating the British national income by the British cost of living 
index, as he shows. But this moderate agreement would appear to be more 
a matter of coincidence than a reflection of the accuracy of the two meas- 
ures. 

Since the purpose of the report was not to interpret the statistical results— 
that stage of the work was not reached—it is difficult to summarize the 
British economic trends revealed by it. I shall merely cite three indexes of 
change in Britain between 1924 and 1935. Physical output per worker (includ- 
ing administratives) rose 26 per cent in the industrial area covered by the 
Census; real earnings per wage-earner increased by 21 per cent in all industries 
combined; and real national income per capita gained 15 per cent. American 
labor productivity rose about as much as did the British. But the American 
record of real earnings per worker and real national income per capita, whether 
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one takes the period 1924-35 or the period ending with 1937, stands in sharp 
contrast to the British: the American series declined between 1924 and 1935, 
and barely kept their ground from 1925 to 1937, 

The statistical portion of the volume is prefixed by an involved comparison 
- of definitions of national income constructed or used by various writers and 
official bodies, and is suffixed by a lengthy bibliography of publications relat- 
ing to national income. The chapter on definitions will do little more for the 
general reader than increase or decrease his respect for the expert. The bibliog- 
raphy is marred by many curious lapses; for example, none of the statisticians 
in the U. S. Department of Agriculture are cited among the writers on agricul- 
tural income in the United States. Useful complements, therefore, are the 
bibliographies compiled in the the U. S. Bureau of Agricultural Economics by 
Margaret Olcott, Louise Bercaw, and Helen Hennefrund, and at the U. S. 
Treasury by Isabella Diamond and Wanda Johnson. 

The statistical report constitutes the main body of the volume, and of its 
inclusion in the British national product there can be no question. 

SOLOMON FABRICANT 
National Bureau of Economic Research 


Social Science Principles in the Light of Scientific Method; with Particular 
Reference to Modern Economic Thought. By Josera Mayer. (Durham: 
Duke Univ. Press. 1941. Pp. xxii, 573. $4.00.) 

This volume may be divided into three parts. The first is a brief running 
commentary on various writings on scientific methodology, especially the 
essays in Rice’s Methods in Social Science. The second and major part is a 
criticism of classical and other theories of value. The final section is devoted 
to a presentation of “economic fundamentals” and “critical demonstrations.” 
I shall concentrate attention on the criticisms of the theory of value, with only 
brief attention to the “fundamentals” and none to the brief methodological 
discussion. 

At the outset it is not altogether clear which economic theories are “pseudo- 

_ scientific,” Professor Mayer’s favorite adjective. Apparently statistical and 
mathematical economics are good (pp. 88, 89) but classical and neoclassical 
economics are not (Preface, p. 131 n.), a distinction I do not understand since 
some of the doctrines he finds most defective were discovered or elaborated by 
mathematical economists. Several chapters are devoted to criticisms of the 
classical labor theory of value, and the general position is of course correct. 

But the critique is much less incisive, accurate, and comprehensive than the 

well-known studies of Cannan, A. C. Whitaker, and Knight, and many details 

are blatantly wrong (e.g., “Land, as a factor, was sometimes mentioned, but 
its influence upon price was held to be nil under the assumed freely operating 
competitive conditions” [p. 109]). But it becomes reasonably clear (pp. 

1447.) that Mayer’s real grievance is that most modern economists still cling 

- to classical errors, albeit in more sophisticated forms. 

His general position on the neoclassical theory of costs seems to be as 
follows: The concept of real costs will not serve, because there exists no com- 
mon denominator of labor, waiting, monopoly, and other factors influencing 
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prices (which are to be explained by costs). If one waives certain objectionable 
implications of this position, the modern reply is to forget real costs and use 
the alternate cost theory. But this solution is not acceptable to Professor 
Mayer. Indeed he likens this theory to an intellectual shell game: if one seeks - 
an explanation for the cost of wool in coats, it is the value of wool in blankets; 
if one goes to blankets and repeats the inquiry he is sent to rugs; and so on 
until he is back to coats (pp.' 94-96). This circularity charge is obviously 
trivial: the various demands for products using wool, the technologies, and 
the supply functions of wool and other “factors” form a set of mutually 
determining conditions (equations) which lead to determinate prices.’ This 
is well established and one has a right to expect Professor Mayer to meet the 
theory at the level at which it is advanced, not at the level of superficial mis- 
comprehension.? 

The theory of utility is in turn subjected to criticisms, only one sample of `’ 
which will be mentioned here. Since no one would believe a paraphrase, quota- 
tion is necessary: ` 


If we eat oranges at the rate of one each breakfast, drink coffee at the rate of a cup a: 


day, . . . there is, other things being equal, constant utility between [sic] the successive 
units thus consumed. ... A uniform rate of consumption spells more or less constant 
utility... . 


What, then, becomes of the so-called law of diminishing utility or desire? For one thing, 
it is certainly far from being the normal situation in actual economic behavior. The utility 
curve may be either positive or negative in slope, or probably more often, it is zero in 
slope... (pp. 161 f.). . 

`., . demand schedules, which are virtually always negative in slope [sic], cannot be 
derived from utility schedules, which, as we have seen, are more often zero in slope... 
(p. 164). 


If a person with unchanging tastes derives satisfaction at a constant rate with 
respect to time, he will derive satisfaction at a constant rate with respect to 
quantity! I confess also some impatience with a lengthy discussion of utility 
in which there is absolutely no evidence of knowledge of the advances and 
issues in the enormous modern literature on indifference curves. 

The “fundamentals” are a description of our economy and its development. 
The very condensed historical sketch leads up to such a conclusion as that 
“despite vast political, technological, and industrial changes, the economic lot 
of the masses has not been correspondingly bettered, nor has the scholastic 
rationalization of feudal controls been substantially altered” (p. 379) and 
“scientific advance has raised the standard of living for all and under democ- 
racy has increased the personal freedom and political power of the people” 
(p. 380). Cleo is indeed ambiguous. Several chapters review data on the dis- 
tribution of income, capital formation, and similar topics. The choice of the 
Brookings income distribution rather than that of the National Resources 
Committee (which is not mentioned) calls for explanation. (Statisticians, by 


+ Classical demonstrations are to be found in Walras’s Eléments, Pareto’s Cours or 
Manuèl, the mathematical appendix to Marshall’s Principles, etc. Simple numerical illus- 
trations are given in my Theory of Competitive Price, pp. 103 f., 191 ff. 

*He “completes the exposure” by lumping together all uses of wool and then asking 
for alternative uses (p. 95). Obviously there are none, but neither are there any costs: 
wool-using industries do not have to bid against industries which do not bid. 
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the way, will appreciate the suggestion: “ ‘Employed income recipients’ might 
be a more accurate designation for the ‘gainful workers’ of the census classifi- 
cation” [p. 379 n.].) Factual statements are often incorrect: per capita na- 
tional income in 1933 was not 23 per cent less than in 1900 (p. 398); all 
rents, profits, etc., do not accrue to the upper 20 per cent of income recipients 
(p. 399); “upward of 40 unproductive billions of actual savings” were not 
required to finance the stock market boom in the nineteen-twenties (p. 413); 
etc. 

Armed with his theory and statistics, in the last section Professor Mayer 
indicates how they “may be applied to current attempts at solving important 
modern economic problems” (p. 439). In practice this amounts to a 20-page 
rejoinder to A. F. Burns’s brilliant criticism of the Brookings studies and about 
55 pages on various reviewers’ reactions to Keynes’s General Theory inter- 
spersed with the author’s opinions. Professor Burns probably remains uncon- 
vinced, as I did, by the defense in terms of unargued denials and of the philoso- 
phy that, where we are uncertain, the Brookings figures should be accepted. 
On the other hand, Dr. Moulton may not welcome a defender who disclaims 
any practical significance for the study. On the whole Professor Mayer is 
favorable to Keynes because of the latter’s criticisms of the classical economics, 
but exceptions are taken to the treatments of consumption, wage units (with 
algebra, pp. 497 f.), and other points, on a level consonant with the remainder 
of the book. 

GEORGE J. STIGLER 


New York 


Economic Analysis and Public Policy. By Mary Jean BowMan and GEORGE 
Leranp Bacu. (New York: Prentice-Hall. 1943. Pp. xix, 935. $4.50.) 

The appearance. of another text for the principles course has not ordinarily 
been an occasion either for much comment or much rejoicing. Volumes of 
` this sort have been so numerous, and, for the most part, so conventional 
in organization and content as to evoke little response other than a despairing 
wish for something fresh and original in conception and execution. Those 
who believe in a substantial introductory course, emphasizing economic 
analysis and standing on a somewhat higher intellectual level than the 
ordinary “principles and problems” course, have been particularly limited 
in the choice of suitable texts, The most eligible volumes for a course of this 
type are those by Boulding and by Garver and Hansen, but although these 
are admirable in many respects, the reviewer has not found them pedagogi- 
cally well adapted to the capacities of ordinary sophomores. For courses of 
the type just described, the volume by Bowman and Bach impresses the 
reviewer as being the most suitable of any that he has seen. 

Part I, entitled “Laying the Foundations,” includes, among others, chapters 
introducing the student to demand and demand schedules, the combination 
of the factors of production, the analysis of cost of production and the 
classification of types of market positions. The chapter on “Consumer 
Demand” contains a brief explanation of the downward slope of demand 
curves based upon indifference curve analysis which strikes the reviewer as 
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more intelligible to ordinary sophomores than any similar treatment which 
he has seen. Part II, on “The Equilibrium of the Firm,” is a very careful, 
clear and complete development of the marginal analysis, both from the 
viewpoint of the hire of the factors of production and of the sale of the 
finished product. Part III deals with purely competitive market adjustments 
in both the long and short run, while Part IV provides a similar treatment 
of monopolistic and monopsonistic markets. The latter section concludes 
with a very good chapter entitled “A Philosophic Intrusion: Individualism 
and the Economy,” which draws together the results and implications of the 
preceding analysis. 

Parts V and VI on “Market Control and Public Policy in American Enter- 
prise” and “Labor Organization and Labor Markets” are well done and are 
adequate in scope for a volume of this type. The long and quite satisfactory 
chapter entitled “Agriculture: A Case Study,” although comprising the con- 
cluding section of the volume, might well be taken up in connection with 
the foregoing topics. These three sections are distinguished by a systematic 
effort to build the discussion of the topics in question upon the preceding 
analytical sections, while at the same time not losing sight of the precept 
that, rightly understood, economic theory is a tool of analysis rather than a 
description of reality. 

Part VII, on the personal distribution of income, contains chapters on the 
statistical aspects of the subject, the sources of personal incomes and public 
policy with respect to income distribution. The reviewer would have liked 
to see a more extended treatment of the sources of incomes, including more 
of the material found in the traditional treatment of functional distribution. 
In the present volume, functional distribution is integrated with the discussion 
of value in the earlier sections, a treatment which is superior in many respects 
to the traditional separation of these topics, but it would have been well to 
relate the discussion of the sources of personal i incomes more definitely to the 
earlier theoretical sections. 

_ The remaining four sections deal, respectively, with money and banking, 
business cycles, public finance and international trade. The section on public 
finance is entirely adequate and is notable for the treatment of the incidence 
of various kinds of taxes. The other three sections, however, while good so 
far as they go, are much too brief and sketchy to give a good balance to the 
volume. The first seven sections dealing with the theory of value and 
related institutional material are given 576 pages, whereas money and bank- 
ing are given approximately 75 pages, and business cycles and international 
trade each 50 pages. To treat these topics with a degree of thoroughness at 
- all comparable to that given the theory of value in the earlier sections of . 
the volume would require at least 250 or 300 additional pages. This would 
lengthen the work to about 1200 pages, or two average size volumes. The 
generally high quality of the present volume, especially of the portions 
dealing with the theory of value, leads the reviewer to hope that the authors 
can be prevailed upon ultimately to undertake the task-of enlargement along 
the lines suggested. 

Rospert W. HARBESON 
Washington, D.C. 
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Economic History 


The American Spirit: A Study of the Idea of Civilization in the United States. 
Vol. IV. The Rise of American Civilization. By CHARLES A. BEARD and 
Mary R. Bearp. (New York: Macmillan. 1942. Pp. 696. $5.00.) 


As the values of democracy are put to the supreme test of war, there is 
more than ever an earnest call for a clear understanding of the course and 
prospects of the American society. This call the Beards have attempted to 
answer in The American Spirit: A Study of the Idea of Civilization in the 
United States. Their book is in effect a restatement of the thesis of the 
extremely popular The Rise of American Civilization (1927) and its supple- 
ment, America in Midpassage (1939). But where the earlier volumes dealt 
with the “outward aspects” of our history, this volume represents an effort to 
grasp the essential intellectual and moral spirit of the American civilization. 

The key to this spirit is “the idea of civilization” which is peculiarly char- 
acteristic of America. And what is this “idea”? It is that Americans conceive 
their history as a continuing struggle “for individual and social perfection— 
for the good, the true, the beautiful”; that they are inherently and peculiarly 
devoted to the Christian principle of association and collectivism; and that 
they have the mission of clearing the path of progress for all men. In all 
these ways American history has been unique and will continue to be unique 
(pp. 672-73). oot 

But what has prevented Americans from clearly grasping their true destiny? 
First, it was the unfortunate notion of individualism that sought to frustrate 
the material expression of the social principle; that is, great business and 
industry, trusts and combines. The efforts of the individualists were “im- 

mense, continuous, and dogged, but their historical course was marked by an 
“ endless chain of failures. For every device which populists could invent,’ cor- 
porate ingenuity was more than equal and from decade to decade the integra- 
tion of corporate enterprise kept up its march into the unity of national 
economy” (p. 386). . 

Then it was the “foreign” spirit, the visiting writers who sneered at our civ- 
ilization, the agents who exploited immigrant groups, the Americans that 
looked to Europe for inspiration. But above all, it was the influence of British 
individualist economics imported by the academicians. This abstract and 
“false” science has deflected the people from fully appreciating their own 
historic and peculiar conditions, and has tempted them to think in terms of 
empty universals such as “the economic man, land, capital, rent, interest, 
and labor.” The academicians began to think of América as just another 
economic society. The “theoretical constructs” of the classical school “fitted 
into the world image of both communism and general internationalism... . 
Economic conditions, promoters of these ideas could say, are becoming the 
same all over the earth’s surface and the proletarians or the whole people, as 
the case may be, are being made ready by this course of affairs for ‘free’ 
trade, for ‘free and equal’ access to raw materials, for the world society in 
which the nations are to be merged by unification or federation. . . . While 
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the abstractions of economics were useful for every type of internationalist 
propaganda, they were particularly serviceable to those internationalists who 
indulged in the . . . business of planning world orders for the American 
people to put into effect by their support, with arms if necessary.” With de- 
tailed maps and charts of resources and goods, their distribution and alloca- 
tion, “world planners could work out new patterns showing just how peoples 
and things were to be arranged to bring prosperity, the four freedoms, security, 
and peace to everybody, everywhere—peace to be maintained under policing 
if necessary” (pp. 543-47). 

Although this view might appear to be novel and contrary to the position 
of the authors as generally understood, it is in fact of a piece with all the 
work of Charles A. Beard from the very beginning. All his work has been 
inspired throughout by the great traditions of Hamilton, Webster, and Clay, 
the traditions of “the American System,” with its hostility to the policies 
of a Jacksonian democracy. It is this that runs through the books that have 
established his fame. 

Whereas his An Economic Interpretation of the Constitution (1913) was 
accepted as a radical social critique of-the economic forces that wrote the 
Constitution, his Supreme Court and the Constitution (1912), written shortly 
before, made it amply clear that the author held these forces to represent the 
true interests of progress. He argued that it was the radical “populist” phi- 
losophy of Jefferson with his distrust of government that led to the estab- 
lishment of the weak and inefficient instrument of government of the Articles 
of Confederation. “The solid, conservative, commercial and financial interests 
of the country ... made desperate by the imbecilities of the Confederation 
and harried by state legislatures, roused themselves from their lethargy, drew 
together in a mighty effort to establish a government .. . strong enough to pay 
the national debt, regulate interstate and foreign commerce, provide for na- 
tional defense, prevent fluctuations in the currency created by paper emissions, 
and control the propensities of legislative majorities to attack private rights.” 

The proper view of our government, added Professor Beard, was that pre- 
sented in Joseph Choate’s “moving argument” that the Supreme Court void 
the income tax acts: “The preservation. of the rights of private property 

. . was the very keystone of the arch upon which all civilized government 
rests, and ... this once abandoned, everything was at stake and danger... . 
If it be true... that a mighty army of sixty millions is likely to be in- 
censed by this decision, it is the more vital to the future welfare of this 
country, that this court again . . . courageously declare, as Marshall did, 
that it has the power to set aside an act of Congress violative of the Con- 
stitution, and that it will not hesitate in executing that power, no matter 
what the threatened consequences of popular or populistic wrath may be” 
(pp. 75-76, 111-12). 

In those early days of Wilson’s “New Freedom” Professor Beard, resort- 
ing to a crude fatalistic materialism, denounced the “small fellows” who, 
through a nostalgic appeal to outworn Jeffersonianism, would stay the wheel 
of industrial and social progress; now he would check the internationalists, 
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the do-gooders, spokesmen for the Four Freedoms, the proletarians, as well as 
the small business men, all of whom he feels would destroy great enterprise 
and impoverish the American economy. 

His present method is no longer an “economic determinism” but an appar- 
ently contrary doctrine—ethical and Christian socialism. The interesting thing 
is that the “new” development actually goes back to his student days. It will be 
recalled that Professor Beard with a fellow American founded Ruskin College 
for labor education at Oxford in 1899. The broad concept of “social justice” 
enables the Beards to claim as their own Jefferson, Paine, and other great 
names in the tradition of American democracy, which is not a mean advantage 
today. ; 

Whereas, earlier, Beard approved large scale corporate enterprise on the 
ground of economic necessity, he justifies it in the present work also on the 
ground that its inherent associative operations are generating the social ethics 
that will cleanse it of evil. As a case in point, consider his admiration of the 
Hamiltonian “factory system” with its corporate enterprise and “paternalistic” 
managers. He presents a eulogy of the factory system through a selected set of 
quotations from the works of Carroll D. Wright. Is it true, as individualists 
assumed, that the factory system represented “aggregations of owners driven 
by the acquisitive instinct and locked in relentless competition against one 
another, and aggregations of individual workers fighting one another in cease- 
less efforts to climb upward in the social scale?” Hardly, for according to 
Wright, “factories are . . . the legitimate outgrowth of the universal tendency 
to association which is inherent in our nature, and by the development of which 
every advance in human improvement and human happiness has been gained.” 
Its incidental evils will be gradually overcome by its dynamic socializing prin- 
ciple. The growth of the ethics of industry itself will shorten and mitigate 
depressions. “With true men at the head of industrial enterprises, with a 

‚political economy which shall recognize the power of moral forces in the 
accumulation and distribution of wealth, modern productive industry will be + 
... the most powerful element in civilization” (pp. 430-35). 

Portraying more directly the underlying views of the Beards on the prob- 
lems of labor and poverty are two obscure pamphlets of writers disinterred by 
the Beards. One was a treatise on slavery (Inorganic Forces Ordained to . 
Supersede Human Slavery, 1860), by Thomas Ewbank, “a retired New York - 
manufacturer.” “Unlike politicians, essayists, and literary experts,” write the 
Beards, Ewbank “brought to the subject an engineering mind alert to the so- 
cial consequences of technology.” According to Ewbank, moral suasion and 
penal statutes cannot remove slavery, because its roots extend to the “lowest 
depths of man’s selfish nature. .. . As long as it is profitable, it will live. To 
kill it, something . . . cheaper must take its place.” Only through the advance 
of technology and machinery could the problem be solved, for “wherever 
slavery is rendered commercially impossible by the superior economy and 

efficiency of inanimate forces,” it will inevitably disappear. 
' According to the other pamphleteer, the Delaware journalist and school 
teacher Robert Coram (Political Inquiries: to Which Is Added a Plan for the 
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General Establishment of Schools Throughout the United States, 1790), society 
owes every individual the means of subsistence, to be supplied indirectly by 
the establishment of public schools to teach “the rudiments of the English 
language, writing, bookkeeping, mathematics, natural history, mechanics and 
husbandry,” and of apprenticeship regulations by which “parents and others, 
having authority over children, should be compelled to bind them out, to cer- 
tain trades or professions.” 

Finally, the protective’ tariff system rounds out the Beards’ concept of 
“civilization”; hence the considerable attention paid in this book to the high 
‘protectionist Henry C. Carey and his followers. At the moment Carey ap- 
peared on the scene, “the supremacy of ‘agriculture seemed to point to the 
predominance of provincialism. At the moment also, British classical economics, 
the ideology of the British manufacturing interests, reigned almost unchallenged 
over intellectuals in America who theorized on economic policies. But .. .Carey 
grappled with the issue of economic policy by starting with the proposition 
that American civilization was not British” and “rejected the simple role of 
provincial subordination for the United States.” 

According to Carey’s “American” view, a high protective tariff, by concen- 
trating production, yields an ever larger share of an ever increasing product, 
to the “laborers,” who include the captains of industry. The tariff was to be 
reinforced, for competitive trade purposes, by eliminating the gold standard 
“devised in British interests” in favor of a “managed currency”; the aim 
being “the establishment of that monetary independence which results from . 
maintaining absolute command over the machinery of exchange used within 
our borders, leaving to the gold dollar the performance of its duty of arranging 
the settlement of balances throughout the world.” But “as American bankers, 
often with international connections, took over . . . the financing of American 
industry,” Cary’s idea of civilization in the United States, assert the Beards, 
“became correspondingly menacing and revolutionary to ‘idealogues of the 
academies’ ” (pp. 216-17, 225). 

The question naturally arises whether the Beards have indeed left behind 
the “materialism” they profess to deprecate. What becomes of the ethical 
ideals that explicitly inspire their new-found philosophy? 

The truth seems to be that the Beards have never been concerned with his- 
torical movements as such, or with the scientific consideration of economic and 
social events. Rather they have been concerned with dominant personalities 
whose successful careers in “industry” and the professions, and public utter- 
ances in favor of “social ethics” make them fit for Ruskin’s ideal of a “natural 
aristocracy” to'manage the masses. Doubtless, the authors are unaware that 
their “American Political Economy,” from its “historical” approach to its 
“managed currency,” was presented over a century ago by Metternich’s eco- 
nomic adviser, Adam Miiller. 

The basic difficulty with the works of the Beards is that they-are not history 
but mere “tracts for the times.” 

JOSEPH DORFMAN 
Columbia University 
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The Age of Enterprise: A Social History of Industrial America. By Tuomas C. 

í CocHRAN and WILLIAM -MILLER. (New York: Macmillan. 1942. Pp. x, 
394, $3.50.) 

This stúdy of American industrial history pursues two cardinal lines of 

analysis: the cultural setting of industry in the United States, and the indus- 

trial setting of American culture. At a time when self-searching scrutiny of 


the ideas and purposes which activate our society is both academically and . 


publicly important, the story of industry and ‘business as the nuclear factors 
in American life acquires special significance. The industrial power of the 
United States is to our own government and people, and to millions through- 


out the world, the best assurance of victory and the source of hope for the 


future. The more clearly the principles on which this power operates are 
grasped, the better are the chances for fulfillment of its promise. 

From the beginning, the development of our economic system has been 
accompanied by a chorus of opinion which is an integral part of the drama of 
American growth. Currently, however, it seems to this observer that much 
of the debate is “above pitch, out of tune, and off the hinges,” and has lost 
touch with the realities which formed the starting point of controversy. The 
resulting sterility is especially evident in the character and assumptions of 
post-war plans which ignore the historical motivation of American economic 
behavior. Similarly, the recent disputes concerning “knowledge” of American 
history and the teaching methods and content of courses in school and college 
demonstrate on both sides of the argument a lack of understanding of the 
issues which have so greatly influenced American life, or lack. of direct con- 
nection therewith. Meanwhile, American society continues to evolve on a 


` 


totally different plane, in terms of concrete legal, technical, and financial 


policies having definite social consequences. 


For this reason The Age of Enterprise is particularly useful as a preface to` 
the understanding of present economic, political and social trends. It provides, | 


a mature and balanced account of the theory and practice of enterprise and 
of the relationship between government and business. A coherent description 
of the sequence of events requires coherent analysis of a sequence of ideas. 
It is in this respect that the work achieves novelty and stature. The informal, 
colorful style employed, the abundance of superior writing, and the variety 
„and freshness of much of the source material all enhance the drama of the 
subject. With lucidity and with the detachment of geologists, the authors 
trace the strata of our industrial history to the surface of public policy. The 
fault and thrust of underlying economic pressures, the outcroppings of popular 
philosophy and politics are recorded with a scientific regard for proportion. 
The principal thesis of The Age of Enterprise is that business standards, 
beliefs and purposes became the dominant factors in the development of 
distinctively American culture. In government, education, the press, “politics,” 
entertainment, literature, general mores—from the highest levels of national 
policy to the smallest details of economic conduct—“business-like” attitudes 
_have determined behavior. Conflicts, whether at the center of the system or on 


the periphery, whether on large issues or small, have been carried on within the ~ 
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pattern and habits of thought of a business civilization. The changes that have 
occurred and the crises that have developed internally and externally arose 
and were decided in terms derived from a system of enterprise. $ 

Obviously, this broad canvas, which the authors crowd with vivid detail, 
bears the stamp of an institutional approach. At its best this approach is a 
_ method of correlation which yields telling and forceful conclusions. Wielded 
` by Thorstein Veblen, the method revealed the anatomy of history with surgical 
skill, It is not “interpretive” in the sense to which positive historians or econo- 
mists object, nor is it a recitation of a calendar of events. The utility of the 
institutional technique is that it is neither a pointless summation nor an im- 
pressionist or doctrinaire device. The selection of data and its codrdination 
are functional. As an institutional study the book is a polished performance 
and the product of a high order of research. 

The considerations advanced in this book revolve around: problems which 
_ are, if anything, more important today than in the past. The United States 

` has been the land of enterprise, pursuing happiness, and placing its hopes of 
freedom as much in the market as in the ballot. 

Instinctively, it has been the feeling of Americans that freedom is organic, 
politically and economically connected. The alliances of machine politics and ' 
monopoly, and the efforts of pressure groups, have time and again obscured 
and thwarted the expression of this fundamental impulse toward freedom, but 
never completely or permanently. 

It is evident throughout the pages of The Age of Enterprise that the prin- 
cipal economic and political struggles of our history have pivoted upon the 
problems of monopoly and upon the industrial policies of government, A 
representative government, depending upon freedom of opportunity to stimu- 
` late economic expansion and development, has constantly been faced with 

the attempts of monopolistic interests to retain the privileges of private enter- 
, prise while restricting economic freedom. As Cochran and Miller state: 

Thus free competition became the keystone of the triumphal arch of American business © 

philosophy, while monopolistic tendencies were ignored; science and mechanization became 

the grand avenues of progress while patent pools and social regimentation were obscured; 


thrift remained the first commandment in the decalogue of the new business society though 
conspicuous consumption was its sign of grace (p. 123). 


That this conflict has been the continuing crux of the problem of industrial 
policy is demonstrated repeatedly. To choose a striking parallel, the problem 
of war potential and technological preparedness before 1914 and before Pearl 
Harbor have common elements. The statement made by the Engineering News 
in 1911 could very well have been made in 1941, concerning even larger 
sectors of industry: 

We are today something like five years behind Germany ‘in iron and steel metallurgy, and 
such innovations as are being introduced by our fron and steel manufacturers are most of 


them merely following the lead set by foreigners years ago. ... We believe the main cause 
is the wholesale consolidation which has taken place in American industry. A huge or- 


ganization is too clumsy to take up the development of an original idea. With the market - 


closely controlled and profits certain by following standard methods, those who control 
our trusts do not want the bother of developing anything new (p. 199). 
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The conclusions reached by the authors are indicated in the following 
- excerpt: 

Industrial enterprise was most successful in creating a free society in America because 
America with its tremendous material heritage had the greatest capacity for growth. 
America had incomparable resources to develop, seemingly limitless space to accommodate 
large numbers of workers and consumers. Expansion was the keystone of business freedom. 
. .  Industrialists of their own accord entered into trade agreements, pools and trusts. 
Voluntarily they surrendered the right to manufacture as much as they pleased, to sell 
where they pleased, to charge what the traffic would bear. They agreed to partition mar- 
kets, curtail production, maintain prices, withhold investments in costly technological im- 
provements, So numerous were these limitations upon economic freedom by the twentieth 
cesitury, ‘so powerful had the agencies that imposed these limitations become, that the age 
of free industrial enterprise seemed to be waning’ (p. 354). 


The timeliness, the contemporary relevance of the questions which have 
most troubled the “American dream” is an affirmation of the validity of vision 
embodied in the basic tenets of our political and economic life. At the same 
time, it is a recurrent warning. We can repeat, as the authors do, the words 
of Senator Sherman in 1890: 

They had monopolies and mortmains of old, but never before such giants as in our day. 
You must heed their appeal [the American people’s] or be ready for the socialist, the 
_ communist, the nihilist. Society is now disturbed by forces never felt before. Congress: 

alone can deal with the trusts, and if we are unwilling or unable there will soon be a trust 
for every production and a master to fix the price for every necessity of life (p. 171). 


The urgency of this passage has been stressed by time. Our modern cartels 
cannot coexist with free enterprise and must in time undermine -republican 
government. We must heed the-danger or “be ready” for the surrender of 
enterprise in all avenues of life to the “managerial” philosophy of government 
and industry. 

It is necessary, however, to enter a demurrer to certain conclusions which 

- the authors favor. First, it is simply not true that “the costliness.of competitive 
Laissez Faire [is] a defect of its qualities” (p. 138), or that in the long run 
competition is as wasteful as monopoly. Secondly, although stated in tentative 
‘fashion, the authors advance the view that “the age of enterprise” is over. 
It is the reviewer’s belief that, in this country at least, the realization that 
“the age of enterprise is yet young” is the best surety of our future, and the 
. strongest basis on which freedom can be built. 

CHARLES A. WELSH 

Washington, D.C. E 


s 


Western Prices Before 1861: A Study of the Cincinnati Market. By THomas. 
S. Berry. Econ. stud. Vol. LXXIV. (Cambridge: Harvard Univ. Press. 
1943. Pp. xxi, 645. $5.00.) 


This book is an expansion of the author’s chapter, “Wholesale Commodity 


. .. Prices at Cincinnati and in the Ohio River Valley,” in A. H. Cole’s well-known 


collection, Wholesale Commodity Prices in the United States, 1700-1861. 
Tt is focused on Cincinnati, which early in the nineteenth century became 


4 
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a manufacturing center and primary Ohio river port and for a while was to 
the Midwest what Chicago is today. Although Cincinnati is the focal point, 
there are numerous data relating to Louisville, Pittsburgh and Lexington, and 
Dr. Berry feels that “at least some of the most important conclusions may be 
extended to a good share of the West” (p. ix). 

The period covered is from about 1790 to 1861. The individual commodity 
- prices studied include all the city’s chief articles of commerce and manufac- 
ture, such as hogs, bacon, pork, salt, wheat, corn, whisky, iron, cotton, mo- 
lasses, sugar, coffee, and a wide variety of groceries. Also analyzed are steam- 
boat freight rates for many of these products, insurance rates, discount rates 
on domestic bills, statistics on bank note circulation and discounts, deposits, 
and other credit data. The full charts and tables in the text and appendix 
constitute the outstanding contribution of this work and will serve as an in- 
valuable reference aid to economic historians of the Midwest. Detailed and 
often lengthy analyses of each of these many charts, including even such 
minor staples as pepper and tea, make much of the book tedious reading. 

The author states that the book is “essentially eclectic in its approach” 
(p.-x), and that he has chosen what is most pertinent in economic history and 
geography, monetary history, business cycle theory and statistics. For exam- 
ple, Part I deals with transportation developments in the Ohio valley; Chap- 
ter VI explores weights and measures customs; Chapter X investigates one ` 
of our first “trusts,” the salt monopoly; and Part III is concerned with cyclical 
disturbances and price behavior. Thus there is material of interest to students 
in several fields although it would seem that the author’s chief interest lies 
in statistical measurement and business cycle study. The book is obviously 
the result of a tremendous amount of painstaking research and the author 
' has endeavored not to overlook any facts or methods of approach that would 
throw light on the behavior of prices in this period. The lion’s share of the 
material has been drawn from over fifty newspaper and serial publications, 
with Liberty Hall and the Cincinnati Price Current among the most fre- 
quently quoted. Also consulted for price data on-early years were accounts 
of some forty firms found in historical libraries scattered from the east 
coast to Texas. 

Dr. Berry’s basic findings concerning western prices tend to. ‘confirm what 
has been previously found or assumed. For example, he has constructed two 
“weighted monthly index numbers of Cincinnati wholesale prices, 1816-60”: 
Index A being made up of commodities identified with northern agriculture 
and Index B of other commodities, especially manufactured goods and im- 
ports. As might be expected, the agricultural index has an upward trend and 
the other index a downward slope. Transportation improvements are ad- 
vanced as the chief explanation although the depreciated notes of the in- 
‘terior are said to be a factor part of the time. It is worth noting that “prices 
of industrial articles in the West a century ago were much more inflexible 
than those of farm products” (p. 285). No explanation is offered for this con- 
dition. s 
The author accepts the concept of an internal triangular trade which broke 
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down in the 1850’s with the qualification that certain products went east . 
instead of south sooner than others (pp. 22, 532). Also upstream steamboat 
rates eventually became cheaper than downstream ones (p. 42). 

Easily the most interesting chapter is the one on the early salt monoplies. 
At intervals of about ten years from 1812 on salt producers formed monopo- 
lies to avoid the evils of overproduction and then a few years later somebody, 
dissatisfied with his quota, would break the monopoly and bring about a sharp 
decline in salt prices (p. 306). Thomas H. Benton is portrayed as somewhat 
of a “trust buster,” 

Dr. Berry has also ‘tieerihicd some interesting facts on the discounting 
of bank notes. When a bank’s notes reached a 30 per cent discount they quickly 
went off the market (p. 395). Debtors sometimes advertised for notes no 
longer current in order to pay their creditors (p,-404). Notes of the First | 
and Second Banks of the United States often circulated at a premium over 
specie because of their greater ease of shipment (p. 540). Financially speaking, 
the almost unheard-of Crisis of 1854 hurt the West more than the: Panic of 
‘1857 (p. 541). Scattered throughout are many more*such inieigeing crumbs 

of information. 

Errors seem few in number. The table on page 152 lacks a title. It is 
questionable whether paper money issues stabilized prices in- the. middle 
colonies “(p. 366. See also Jour. Pol. Econ., Vol. XLVI, p. 874, and Vol. 
XLIX, p. 303). It appears unjust to criticize the Second Bank’s executivés for 





failure to follow present-day monetary practices (p. 387). Mint price is in- `- 


correctly used when applied to subsidiary coinage (p. 490). In the bibliog- 
raphy inclusion of a page of bibliographical aids is superfluous (p. 599). But 
my chief criticism of this book is its length which results from an excess of de- ‘ 
tail at least a third of which could profitably be omitted. Without it a care- 
ful and valuable study would be more widely read, not just frequently referred 
to. Boss De 
; Donatp E. KEMMERER 
University of Illinois i i 


Economic Systems; National Economies; Post-War Planning 


_ Social Institutions in an Era of World Upheaval. By Harry ELMER BARNES. 
‘(New York: Prentice-Hall. 1942. Pp. xviii, 927. $5.35.) 

Even with a generous allotment of space a review can hardly hope ‘to do 

__ justice’ to a book’ of-so encyclopedic character, packed with facts both funda- 

\. . merital and miscellaneous and crammed with the author’s observations and 

`: with his, many-faceted quotations. This is a book which one lays aside not 

only’ ‘impressed with the vast reading of the author and with the- sincerity 

and courage of his attack on the problems of modern civilization -in its 

: manifold aspects, but also enriched in valuable knowledge and interesting ` 

- viewpoints. To our mind not the least important contribution of this work 

is that it challenges critical thought. Rational control over social processes. 


Ok 
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run wild, nationally and internationally, will not be restated by any one 
man’s thought or work. A primary need is to raise issues and stir discussion. 
This the book. does well in its parts devoted to modern life, even if we may 
-not agree with many of the author’s Poposu including, perhaps, his 
basic philosophical approach. 

The work in a.way blends two books into one, One phase of it consists 
of a general treatise on the institutional background and: present equipment 
with which modern society faces its current crisis. Sociological, socio- 
psychological and historical approaches alternate in this discussion. Some of 
this material, which is often presented by way of short résumés from the works 
of leading specialists, seems a little dryly academic, While one can certainly 
have no quarrel with the author’s proposal to learn from past historical 
experience, one might doubt whether in a work characterized by a highly 
rationalistic viewpoint the author is really in a position.to use much material 
pertaining to the pre-scientific age. In fact, our impression is that some of 

‘ this material remains dead. One historical lesson, however, is outstanding,. 
and is frankly acknowledged by the author, though it contradicts in a way 
his basic philosophy, to wit, that it is very difficult to translate enlightenment 
from theory into rational action. 

In strong contrast to the cool academic dedi of those general discus- ` 
sions ständ the very lively, often passionate, and more or less. partisan 
„discussions of issues pertaining to the current crisis of our civilization, 
particularly in its religious, political, legal, and economic aspects. The author 
probably would gainsay the statement that some of this discussion is 
partisan, as to ‘him the. findings of modern social science in what he con- 


a siders. their best, thought have a finality similar to, if not identical with, the 


finality of experimentally and logically well- established results of natural 

_ science, and would consequently command one definite type of optimal- 
"action. We fear, however, that few social scientists will agree with him in ` 
that optimistic view on „the achievements and on the possibilities of their 

disciplines.  - 

Regardless of silietiies one consents to the Saai deeras (though .- . 
this determinism is not’consistent) and materialistic utilitarianism of the 
author, one will learn-a great deal from the informed ‘criticism he raises 
against. many special aspects and institutions of the modern Western World,. 
and will agree with him that this civilization has for some time shown 
alarming signs of decomposition. Yet, whether it is all a matter of cultural 
“lag,” humanity not having caught up in its thinking and in its moral 
pattern and folklore with the necessities and possibilities of the science- 
created world of machinery, is another question. Also, one might object to 
the idea that man has to be adjusted in a perfect mechanical fit, as it were, ` 
to the mechanized environment which applied science has created for him, 
and might wonder whether this environment should not rather be constructed. 
and administered to’serve the fullness of. all human capacities, including © 
the rich spiritual and moral heritage of the pre-scientific age. 2 
- There seems too strong a tendency to consider everything which is not + sa 
= scientifically provable also as irrelevant, if not as unrealistic. It seems to us .- . 


> 
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- that there is no scientific reason to follow the tendency of the author to 


deny the supreme reality of the spiritual, even if it is beyond scientific proof. 
By this we do not mean, however, to deny that the author is right in stating 
that much of traditional positive creed and also much of organized religion 
have suffered from the impact of the scientific age, and that our epoch, more 


- than any other, has need for a restatement of the eternal truth in words 


P 


which the contemporaries of the scientific age can hear and understand. 

At any rate, we think that a good case can be made for the proposition ` 
that the notion of personal freedom, with its non-deterministic implications 
and its stress on individual responsibility, has been historically the core of 
what we have known as Western civilization. The departure of the author 
from the traditional concept and the past reality of Western civilization is 
more radical than his conservative terminology would suggest and than he 
himself is perhaps aware‘ of. Proposing to use traditional terms such as 
“democracy” and “capitalism” to designate the future world of his vision, 
he tends to obliterate the fact that he rather proposes or, better, envisages 
a radical, if peaceful change to an entirely different type of civilization. His 
basic. approach leads the author quite logically into the neighborhood (though 
not entirely into the camp) of socialistic reformers. 

His very keen, and in many respects rather devastating, criticism of modern 
democratic institutions and their way of functioning leads to proposals for 
representation on the basis of a professional group vote and of an administra- 
tion manned by scientifically trained experts or engineers. The technocrats 
aré mentioned approvingly in this connection. One wonders whether the 
author fully recognizes the inevitable authoritarian implications of such 
proposals. If political life should be organized on such lines side by side 


- with a competitive business system, it certainly would result in a free-for-all 


fight and, through that, in despotism. In fact, the author, though of course 
he strongly disagrees with the excesses of national socialism and fascism, 
seems relatively little impressed with the possibility that they might destroy 
civilization. . . 

In his discussion. the most essential question concerning fhe ¢ crisis remains 
unanswered, namely, how the admittedly unabated emotionalism of the ~ 
masses and rational control by the (supposedly enlightened) few can be 
combined in a way which is at the same time rational, effective, and 
democratic: This question seems particularly hard to answer in a time of 
rapid dynamic. changes in technology and economic life in which the en- 


- lightened few will have much cause and much temptation to try to club 


and to bamboozle the masses into following the prescriptions of the 
administrators. 

The sharp indictment of the rôle of “the law” and the lawyers in modern 
capitalistic society and of the fatal denaturization of the concept and content 
of property in the hands of the Jurists is brilliantly presented. Here the 
author marshals the views of some famous witnesses, including the late Chief 
Justice Holmes, to support his own ideas. It should be remarked, however, 


~ that this discussion mostly fits the American, or, at best, the Anglo-Saxon 
„scene, and not the whole of Western civilization; and even for those countries 


i 
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one might wonder whether there is not a lighter side to such an essentially 
black picture. 

The discussion of modern economics and its problems, even accepting the 
author’s viewpoint, does not seem to us as stimulating and successful as 
other parts of the work. 

There is a rather conventional discussion of the phases of evolution of 
industry. In the subsequent chapter on capitalism and the economic crisis, 
the description of “the historical background” (both antique and medieval) 
is a lively presentation of some interesting data which the author considers 
particularly relevant to subsequent events. The rest of the chapter leaves 
one with a mixed impression. The statement that early industrialists kept 
fnance “subordinate” to industry is at least liable to misunderstanding. The 
claim that the current ascendancy of finance capitalism over producer 
capitalism is a major source of present evils, astonishes one in view of the- 
marked loss of power of bankers and financiers over industry in the last 
decades. It does not differentiate between the problem of bankers and 
financiers versus industry and the problem of the large corporations, notably 
the management-ownership problem. In other places, the author puts more 
emphasis on monopolistic abuses as a cause of disturbances in the capitalistic 
system. Some economists, without denying the importance of this factor, 
might find this emphasis exaggerated, and the use of such slogans as 
“scarcity in the midst of plenty” not particularly enlightening. In general 
the discussion seems to suffer from an effort to rely on and to present too 
many different economic interpretations of the current crisis, and this results 
in the impression of heterogeneity of thought. In one instance, at least; viz., 
in that of Keynes, the effort to combine brevity and broad coverage leads to 
an incorrect statement of the respective theory. 

The author’s own views seem to move between scolding condemnation of 
many, even essential, features of private capitalism and the effort to 
preserve it by reforming it. Rightly, we think, he foresees the necessity for 
more government intervention, yet he does not specifically discuss the various 
possible kinds of “planning” and political and economic problems which arise 
in that connection. In particular, little attention is given to the international 
aspect of a controlled economy. In general, the international side of the 
current crisis, in spite of some good aperçus in the chapter on war, seems to 
us somewhat neglected, 

Chapters on social group problems, propaganda and communication, re- 
ligion and morals, education, leisure, recreation and the arts contain a great 
wealth of interesting, if partly controversial, material. The work is concluded 
by thirty pages of selected references and an index. 

HERBERT VON BECKERATH 

Duke University 


The Coming Age of World Control. By Nicuotas DomAN. (Harper. 1942. 
Pp. vii, 301. $3.00.) 
Mr. Doman’s instructive book is one of those studies which aim at out- 
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lining a future world organization, a new world order which should prevent - 
future wars. Following- the present trend toward a gradual integration of the 
world, this new order will be supernational, practically non-national. Mr. 
Doman emphasizes the necessity of separating nationalism and democracy; 
he considers the existence of national states and their policy as the main 
and decisive reason of wars. The economic approach to universal political 
problems is thought inadequate and, in general, the author does not attach 
any decisive importance to economics. According to him the Second World 
War “has dethroned king economics.” 

A new world order should be set up as a world state. “Democracy has to 
become universal or it will be outdistanced by other creeds.” Mr. Doman 
claims that it is necessary to break with international organizations and 
proposes a supernational organization. The new world order must be “im- 
posed not initiated by a democratic process” and “the deplacement of 
- political authority from the nation state to the federal body must be complete 
with no original authority left to the component nation states.” 

The author is rather vague in outlining the suggested organization more 
definitely. The determination of the balance of power elements in the universal 
democracy should be based upon the size of the population, the degree of 
cultural development and affinity with the humanitarian, democratic, equali- 
tarian civilization, the economic strength and potentiality, and finally the 
degree to which social institutions have been developed. An index calculated 
on this basis would probably give a decisive vote to the Western world and 
Russia. Mr. Doman is also not very precise on “the Riddle of the Orient,” 
pointing out only that the inclusion of the Orient into the Universal Order 
is imperative, and that Asia is going to play a decisive rôle in the future wong 
history. ‘ 

A monopoly of physical force is expected to be the backbone of the sould 
' order with an interstage of a monopoly of the victors. Therefore, national 
police force has to submit to international police force. Mr. Doman is sure 
that “technical innovations have facilitated control by monopolistically 
organized forces.” The monopoly of physical force should be supplemented 
. by a control of key industries. 

The new universal organization will be democratic; the author expects 
new Clarifications of the democratic approach to political, social, and economic 
institutions but does not offer any clear definition of what he regards as 
democratic attitude. He recommends a non-national, non-economic tran- 
sient elite for the supreme political authority, declaring that the fact of 
a transient position of this elite will preserve the democratic principles, 
which should represent the element of permanence in the coming world 
organization. 

Even more sketchy and indefinite are Mr. Doman’s ideas referring to 
economic questions. The new economy is to be “a centrally directed sane 
economy. . . . Economic functions must serve political objectives, control of 
economics by politics is indispensable,” and the author expects that public 
control of economic activities in the international orbit might tend to inject 
more democracy into social life. I wish Mr. Doman had elaborated a little - 
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more on: this crucial point of relation between democracy and planned 
seconomy or even freedom. While he points out correctly that the dividing 
line between capitalism and socialism has been considerably narrowed, and 
sees a.possibility of a capitalistic system of production without a capitalistic 
spirit, the reader cannot tell what all these notions mean to the author. The 
realization of his program demands full public control and direction of 
economic activities, “a comprehensive economic planning without which there 
cannot be political security.” But, according to Mr. Doman, regulation of 
the factors of economic life does not imply that the whole structure of 
economics becomes subject to minute planning. Even free trade is of course 
not a necessary complement of the scheme. At the same time the author 
suggests that eventually “a political authority will decide on the policy to be 
applied to the problems of production and distribution.” And what should be 
the objectives of such universal planning administered according to demo- 
cratic principles? Generally it is “the attainment of the best results that are 
technically available,” emphasis being laid upon escape from economic 
insecurity. For that reason “man’s sense of liberty has to be reinterpreted in 
terms of new social and economic atmosphere, such liberty not being in- 
compatible with the control of economic and social forces.” The task of 
world-wide planning is the incorporation of the objectives of political freedom 
and economic security. “With a greater control of our economic structure 
and social environment we shall be able to enjoy a more democratic 
atmosphere.” As so many students of social science are, the author seems 
much impressed by the achievements of an organized war economy though 
at the same time he sees the differences between the objectives of planning 
in wartime and peacetime. 

. However, priority of political power, complete control over economic 
forces and economic security are the author’s aims in the field of economics. 
In spite of the fact that he speaks of freedom and democracy, and refuses 
collectivism and labor supremacy, it is certainly not easy to visualize a new 
economic order which would fit into his general.program. It is the more 
difficult because Mr. Doman repeatedly stresses the necessity of reinterpreta- 
tion of such basic concepts as freedom, democracy, capitalism, and economic 
security so that the reviewer does not feel sure whether a freé-and democratic 
order envisaged by Mr. Doman will be the same as that understood by 
perhaps a majority of economists. The author certaintly has no great faith 
in the force of dynamic development; the reviewer sometimes gets the 
impression that in the field of economics the new organization adjusted. to 
the present stage of economic development would perhaps in its basic ideas 
not differ so much from the medieval Catholic church social policy of 
economic security accompanied by a static economic system. 

Perhaps a dealing with some of the chief problems in more detail could 
have clarified the basic issues. The whole plan is very ambitious, reaching 
utopian proportions, The author’s contribution is certainly more important 
in his sometimes original analysis of the past and present main currents and 
in stimulating a real and thorough examination of the problem in its 
totality than in advancing a plan for a practicable solution. . 
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There is general agreement that an international police force, monetary 
authority, and credit and development institutions will be on the agenda of 
an international post-war organization, These four are the only concrete 
institutions mentioned by Mr. Doman. The creation of any of these authorities 
requires the surrender of certain sovereign rights of the member states. But it 
. will be more practical politically, as well as safer for preserving freedom, to 
have a larger number of such special international agreements than to try to 
establish a world state backed by the monopoly of force with a transient 
international elite leadership. 

Mr. Doman’s valuable study indicates very clearly the possibilities, limits, 
and also the real dangers of a universal world state backed by a monopoly 
of armed force with primary emphasis upon the priority of politics over 
economics and upon economic security more than upon freedom. It should 
not be forgotten that, in spite of a complete democratic control, concentrated 
power constitutes a potential menace for a smooth and dynamic development 
and progress. Such danger will not be overcome by reinterpretation of the 
meaning of various fundamental ideas. 


ANTONIN BASCH 
Columbia University 


Economic Union and Durable Peace. By Otto Top Matiery. (New York: 
Harper. 1943. Pp. xvi, 183. $2.00.) 


“In time of war, prepare for peace” is a modern slogan which is having 
more consideration during the present war than ever before. The reason for 
this is undoubtedly the failure to make a durable peace at the close of the 
last war. In a notable address to the American Academy of Political and Social 
Science, Otto Mallery stated what he regarded as the essentials of economic 
union and durable peace. The present book is an amplification and defense of 
the ideas there expressed. 

Mallery steers a middle course between a customs union and an economic 
empire. His union is not merely a customs union but it favors greater freedom 
of trade based upon reciprocal trade agreements after the Hull pattern, Per- 
haps the most important point is that it is founded upon agreement, not con- 
quest. The countries that compose the union are partners, not dependencies 
nor protectorates. All the partners are to have the same trade opportunities 
within the colonies of any member as the administrating power itself. The 
membership of the Economic Union is chosen for mutual economic advantage, 
not for power politics. The Union will regulate cartels operating over the na- 
tional frontiers of the members; it will define fair trade practices and give 
the partners opportunity to complain of infractions. There will be set up 
a body corresponding to our Federal Trade Commission, which will carry into 
international relations the functions which that body exercises within our 
federal union. i 

Commodity agreements between producer and consumer countries, like the 
Inter-American Coffee Agreement, will be fostered, registered, and adminis- | 
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tered by the Union, Agreements similar to those promoted by the International 
Labor Organization are to be engineered by the Union with the object of 
raising living standards in the member nations. The Economic Union will 
have a Bank, which will not only provide for the stabilization of exchange 
rates, but will also have the power to create new enterprises in various coun- 
tries, and to leave the capital investment in such a country over long periods 
with no specific date of repayment, These long-term investments will be in 
enterprises similar to the T.V.A. 

The above makes an all too brief summary of the most ‘mason features 
of the Economic Union and does not do justice to Mr. Mallery’s well balanced 
and detailed exposition of the things he has in mind, However, if we think 
` of durable peace, we immediately want to know not only what the plans 
for codperation are, but who the partners are to be. The United States is to 
take the leading part in the formation of the Union; this country because 
of its markets, its raw materials, and its highly developed economic power is 
to be the magnet which will attract and hold together the other members. 
Next to ourselves “all criteria emphatically select the British Commonwealth 
of Nations first, last, and all the time if they will accept our warm and 
urgent invitation.” Next come many of the American republics as desirable 
partners. In Europe, the Netherlands, Belgium, and the Scandinavian coun- 
tries are eligible. China is a questionable partner depending not only upon 
the defeat of Japan “but upon other factors now unknown.” Russia is not 
mentioned, and the omission raises many questions. 

One of those questions concerns the nature of the peace that is contemplated. 
Is it a world peace, or is the peace one between the members of the Union? 
Mallery would answer that in the end durable peace for the world will be 
achieved, for all nations will be admitted just as soon as they satisfy our 
Anglo-Saxon requirements for membership, and the conclusion is irresistible 
that the Union is to be one of democratic states, and in the meantime “totali- 
tarian states with power objectives whose economic policies are subordinate 
and arise chiefly out of their political aims” are to be excluded, but if they 
will mend their ways, become concerned with economic welfare and are willing 
to enter agreements made by consent instead of power, they will be accepted. 
Only a few nations are necessary for a start; others will be admitted as they 
prove their eligibility. 

What are we to think of Mallery’s plan? Hobhouse would have called it an 
essay in the rational good and then have proceeded to demonstrate its psycho- 
logical shortcomings. It rests upon the fundamental belief that the basic cause 
of war is economic. Nowhere does Mallery discuss the causes of war, but his 
position is indicated by such a statement as, “The chief barriers that remain 
are artificial ones, trade barriers, because of which, even more than because 
of the other barriers we have war.” But the great historians of World War I 
found the causes in the nationalistic struggle for power, and power they found 
to be something ultimate. This is probably the basic issue; if you do not - 
give primacy to economic causes, you will not be convinced that economic 
union will lead to durable peace. You will demand political union and a col- 
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lective security system, ultimately envisaging true international law enforced 
by a world government. 

Mr. Mallery seems to be afraid of political action, and so he tries to mini- 
mize the authority of govemments. He wants the new international organiza- 
tion to be based upon a threefold representation, of governments, of organized : 
labor, and of organized managers, The omission of agriculture seems serious. 
But the attempted separation of the economic and political appears to be 
unreal. Because he does not keep this in mind, our author makes some aston- 
ishing statements, for example: “Just as the Constitution of the United States 
has resolved fundamental economic conflicts between component states, so 
Economic Union seeks to resolve similar conflicts between member states.” 
” But the Constitution is primarily a political document setting up a federal 

government, not merely an economic union. 

The plan is based on certain propositions which the author regards as self. 
evident. “If goods cannot cross political frontiers, soldiers will. Unless shackles 
can be dropped from trade, bombs will drop from the sky. Economic bargains | 
likely to be kept are preferable to political agreements likely to be broken.” 

‘On the basis of these propositions his deductions are sound. But suppose a 
critic were to set forth the following: “If rulers decide to send soldiers across 
political frontiers, then goods will not be allowed to cross. If rulers decide to 
drop bombs from the sky, they will put shackles upon trade. Political agree- 
ments likely to be enforced are preferable to economic bargains which may 
not be kept.” Obviously the critic will have a political, collective security plan 
for durable peace. 

This reviewer does not want to be too critical. Mr. Mallery has made an 
important contribution to a great and vital subject. It should be studied by 
all who are interested in peace, and in particular it should be weighed care- 
fully by those who contemplate a political federation. He has sound economic 

‘ideas which need to be implemented through adequate political institutions. 

HERBERT F. FRASER 


Swarthmore College 


National Resources Development. Part I. Post-War Plan and Program, Na- 
tional Resources Planning Board, Report for 1943, (Washington: Supt. 
Docs, 1943. Pp. v, 81.) 

The Post-War Plan and Program of the National Resources Planning Board 
was submitted to the President on December 16, 1942, and by the President 
to the new Congress on March 10, 1943, for its consideration. While it is sub- 
captioned “Report for 1943,” it is far from being an “annual report” in the 
conventional sense of the term. There is no detailed review of the accomplish- 
ments of the year’s work just concluded. Nor is there any outline of the pro- 
_ jected activities of the Board during the year just opening. Moreover, it should 

be noted, perhaps, that what is offered is not a sketch of a post-war plan 
and program for the Board, Rather, it is a pattern of reconstruction for the 
nation. 

The report consists of an Introduction of 8 pages, followed by a section 
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of approximately equal length entitled “Findings and Recommendations.” 
The third part of the report, under. the caption “Supporting Technical Ma- 
terial,” is essentially an appendix. For the first two of these sections, the 
Board takes full responsibility, whereas “primary responsibility” for the third 
section is assigned to various-members of the staff. Briefly, the introductory 
section sets forth the aims of post-war policy, as the Board interprets our 
politico-economic goals, or as it would frame them. The second section repre- 
sents the Board’s formulation of what it conceives to be appropriate means 
for the attainment of these goals. The concluding section purports to develop 
grounds for the recommendations made in the second section. 

The aims proclaimed by the Board are as unexceptionable—and as vague— 
as those enunciated in the Atlantic Charter. For a domestic socio-economic: 
program for the post-war period might not one reasonably ask a more ex- 
plicit declaration of objectives than “justice, freedom, and democracy”? Are 
the canons of candor and plain-speaking satisfied by a plea for “a dynamic 
economy ... with a fair distribution of the resulting gains”? 

_ For the realization of these ideals the Board proceeds in the second section 
to a series of recommendations which are embodied in three basic plans. To 
use the Board’s classification, but not its terminology, these are (1) a plan. 
for demobilization, (2) a plan for industrial government, and (3) a social 
security program.? v 

To facilitate the transition from war to peace the Board recommends (a) 
several measures to expedite the reabsorption of persons discharged from the 
armed services and from war industries into industries serving a civilian 
economy, (b) early formulation of policies in respect to the disposition of 
war plants and the cancellation of war contracts, and (c) a gradual modi- 
fication of the policies of the administrative agencies created to meet the - 
emergency. 

There is no occasion to dispute the wisdom of the “steps” recommended. 
But here, as elsewhere, the Board contents itself with “good advice” in gen- 
eralized terms when what is preéminently required is a formulation of specific 
details defining the scope and terms of measures for the implementation of 
policies recommended. For example, in respect to the disposition of war 


1The table of contents lists a “Part II” following these three sections. The heading de- 
scribes it as “Wartime Planning for War and Post-War,” but no material is included in 
the present document under this division. 


2 There is listed also a fourth group of recommendations under the heading, “Plans for 
Action by State and Local Governments and Regions,” but these are so nebulous that they 
scarcely deserve to rank as “plans.” Substantively, some ten different lines of action are 
recommended, in such terms as “assisting” the conversion of private industry, “readjust- 
ing” war boom towns, and “strengthening” employment services. In reality, this is not 
planning at all; it is preaching. 

In respect to procedure, if nowhere else, one would expect some concrete suggestions. 
Instead, the Board blandly urges (p. 18) “that the several regions take such steps as may 
be necessary, in such form as may be appropriate to thé particular region and which 
{with?] such Federal participation as may be desirable. . . .” The vital problem of 
how ‘to avoid waste, confusion and conflict in the performance of the overlapping functions 
enumerated by the Board for the federal governmént, on the one hand, and for state 
and local units, on the other, is not discussed. 
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plants, there is neither a detailed analysis of investment, adaptability, loca- 
tion, purchases options, eż cetera, for different categories of plants nor a specific 
procedure worked out for each of the several alternative policies which might 
be adopted.* A true “planning” agency would be less concerned with urging 
the expediency of a given course upon Congress, which alone is empowered to 
determine the basic pattern of policy, and more concerned with assembling 
‘the concrete data which should serve to guide decision. 

For the long-range government of industry, the Board likewise advances 
‘a tripartite program.‘ Recommended first-are “Plans for Private Enterprise.” 
Pursuing its tertiary taxonomic obsession, the Board boldly advocates (a) 
“measures to encourage the healthy . . . development of private enterprise,” 

(b) “measures to prevent the abuse of economic power .. .” and (c) 
“measures to eliminate avoidable uncertainties. . . .? We leave these gems 
to the tender mercies of the semanticists. A few somewhat more specific sug- 

gestions are advanced in the Supporting Technical Material. Among these are 
` promotion of industrial research, “patent reform,” “effective social control of 
large scale business units,” assistance to small business units, and “mixed 
corporations” as “an effective form of organization for certain plants in those 
. industries . . . in which government has madé great wartime investments.” 
Quite evidently these “plans” still leave something to be desired in point 
of concreteness. The meager measure of the Board’s solicitude for the pres- 
ervation of equality of opportunity and economic freedom is evidenced in 
many ways, but not least of all by its proposal to grant “mixed corporations” 
operating In a wide range of industries, under private management, the 
“special privilege” of choosing their own competitors. 

The second section of the long-range program for the control of industry 
sets forth, under the caption “Plans for Finance and Fiscal Policies,” the 
Board’s conception of the réle of government in activating and directing the 
economy. It declares (p. 13) that “the fiscal and monetary policies of the 
Federal Government should be conceived and administered to complement 
and supplement [the] activities of private enterprise in the maintenance of 
_ adequate effective demand.” Here is the heart of the Board’s program, and 
that it is big-hearted will hardly be gainsaid—especially after an examination 
of the “Plans for Improvement of Physical Facilities” which constitute the 
third section of this second major division of the Board’s program. For in this 
section are listed the projects on which, in the Board’s view, government funds 


"Again, in respect to the post-war policies of the administrative agencies improvised 
for the emergency, the Board urges continuance of “control of distribution of construction 
equipment and other producers’ goods.” But it advances no concrete suggestions on the 
standards which should guide the allocations of a, perhaps rechristened, Peace Pro- 
diction Board. It ignores the problem of finding an alternative yardstick when military 
requirements cease to be the controlling desiderata. 

“Though a fourth division under the caption “Essential Safeguards of Democracy” is 
included in the text, it is not listed in the table of contents. In any case, essentially, it adds 
nothing to the recommendations made under the first heading, entitled “Plans for Private 
Enterprise.” Either caption would serve to cover everything that is advanced under both 
captions. 
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should be released unstintingly to the end of “maintaining adequate purchas- 
ing power.” While here, as elsewhere, the Board eschews concrete proposals, 
it indicates four principal directions in which the attainment of the fiscal 
“goal” of an expansion of public works expenditures might well be sought. 
These are “urban redevelopment,” “transportation modernization,” “energy 
resource development,” and land improvement and conservation. 

Elsewhere (in studies previously published by it) the Board has rendered 
a useful service in surveying the needs and potentialities of these several classes 
of projects. What is new (for the Board) here is the advocacy of this program, 
primarily, if not exclusively, as a means of stabilizing national income—‘‘on 
the order of 100 to 125 billions.” Or as the Board prefers to put it, the ob- 
jective would be the “underwriting of demand” to this extent, Excellent as 
have been some of these “resource development” studies in canvassing the 
problems and prospects of fuller utilization of resorces, their outstanding de- 
ficiency has been the neglect of cost factors. This deficiency, a serious enough 
limitation from any viewpoint, becomes crippling in the context in which the 
public works program is here advanced. Nevertheless there is no attempt to 
overcome the deficiency. Indeed, it is not even recognized. In only two in- 
stances in the entire report is any mention made of cost considerations, and 
even then (pp. 11 and 15) they are referred to quite casually and incidentally. 
Yet if, as the Board believes, “after the war our free enterprise system . 
will demand constant assistance from government...” (p. 4, italics added) 
in order to overcome an assumed chronic deficiency of purchasing power, 
would it not be imperative, if national bankruptcy were to be avoided, to 
scrutinize closely the cost-yield relationships of projects upon which public 
funds are to be poured out? 

Finally, in the third major division of its postwar program, the Board 
sketches the outline of a plan for an extension of the social security system 
and of public welfare services. This is the part of the program, the-so-called 
“cradle-to-grave” insurance project, which has evoked the most bitter attacks 
in the press and in Congress. Yet there is nothing even resembling a radical 
departure from established precedents, or indeed from current policy, in the 
Board’s recommendations under this heading. The inclusion of health and 
disability insurance along with old age pensions and unemployment insurance 
appears to afford slight occasion for the violent denunciations which have 
been heaped on the Board in this connection. Nor is anything suggested by way 
of an expansion of educational and public health services which should give 
ground for alarm, even among the D.A.R. 

It is only in so far as the execution of these projects is tied up with the 
plans recommended in the second major division of the Board’s program— 
for stabilizing national income by unstinted governmental expenditures—that 
a solid basis exists for criticism. The Board appears to be unaware that in 
adopting the Keynes-Hansen thesis it became incumbent on it to undertake 
a definition of the standards, limits, and scale of fiscal responsibility contem- 
plated. Nor is any serious effort made to analyze the economic implications 
of federal government commitments of the character and scope indicated. The 
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impression conveyed is that in the Board’s view the borrowing capacity of 
government has no limits, ‘ : 

-In conclusion, this “Report for 1943” is in a very real sense an essay in 
construction. It represents a sincere effort to sketch the framework of a post- 
war society which, by affording adequate opportunities for the realization of 
democratic aspirations, will be reasonably stable and pacific. But the Board 
seems not to have appreciated that, in sponsoring a program of (domestic) 
“collective security,” there devolved upon it an obligation to show plainly 
and concretely how the costs of such an undertaking could be met, how it could 
be managed, consistently with the preservation of the democratic institutions. 
and ideals to which it avows its loyalty. 

Obviously the several “survey” studies (such as those on Water Re- 
sources, Transportation, Social Security, and Urban Planning) on which the 
recommendations of this report purport to be based, useful as they are for cer- 
tain purposes, furnish no answer to these vital questions. It is one thing to 
survey “national resources,” actual and potential, used, misused and unused, 
and to catalogue optional methods or directions of their utilization. It is an- 
other, and quite different, thing to devise a pattern of organization and control 
calculated to insure their wise and prudent use. Indispensable though surveys 
and catalogues are, something more is required for drafting a salutary policy 
of social and industrial reconstruction. Unfortunately, evidence of this “‘some- 
thing more” is lacking in the N.R.P.B. Post-War Plan and Program. 

Myron W, WATKINS 

New York University 


Postwar Economic Problems. Edited by Seymour E. Harris. (New York: 
McGraw-Hill. 1942. Pp. xii, 417. $3.50.) 


This book is a.symposium by 23 authors on the problems of our post-war 
economy. For the majority of the writers it is also a manifesto of a very 
. definite credo of the shape of things to come: “We have to make up our 
minds as a nation that we will not permit a postwar depression to overwhelm 
us. We do not have to take economic defeat after the military victory is won. 
We can, if we will, maintain business prosperity. We can sustain a continuing 
demand for goods. We can keep industry going at high levels. We can maintain 
substantially full employment” (p. 13). “Private business can and will do 
the job of production. It is the responsibility of government to do its part 
to ensure a sustained demand. We know from past experience that private 
enterprise has done this for limited periods only” (p. 14). Thus does Pro- 
fessor Alvin H. Hansen state the deitmotif of the credo. If the 23-man orchestra 
has but three or four players who do not fully harmonize with the leitmotif, 
this may be due to, let us call it, a slight bias in Professor Harris’s selection 
of writers, Perhaps it may just reflect the fact that the Hansenites have a 
numerical advantage among the latter-day economists, or that they enjoy the 
advantage of having a specific credo to express. 

_ One should guard against underestimating the force of a credo. Animals 
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live by their instincts and in doing so are immune to theory. Humans, given 
“reason,” tend to succumb to “reasoning” if it is only repeated often enough. 

The Keynes-Hansen theory, stripped to its fundamentals, states that, as 
private enterprise has failed to ensure a sustained demand, public investment ` 
and policies directed toward increasing consumption and discouraging private 
savings are the solution to our troubles. That such policies lead to unbalanced 
budgets and an ever-growing public debt is either ignored by the more 
hypocritically inclined who still give lip-service to the old-fashioned idols, or 
faced with perfect poise like that of Professor Harris by proof that a public 
debt of 4,000 billion dollars is nothing to get scared of (p. 184). While 
Professor Harris thus outdoes Professor Hansen by a considerable. margin in 
respect to his bold approach to the question of the burden of the national debt, 
he advocates “taxes which fall especially on the well to do” (p. 4), but ap- 
parently less for the purpose of meeting budget deficits than for the cause of 
“redistribution of wealth.” Professor Hansen, in contrast, wants a “broadened 
tax base” and “less reliance on the corporate income tax” (p. 21). 

The reasoning behind the credo is somewhat obscure when Professor Harris 
states in his introduction: “The authors agree, well-nigh unanimously, that, 
if private enterprise does not provide a high level of employment and a 
reasonably high standard of income, government intervention is imperative. 
Capitalism is doomed if the experience of the thirties is repeated” (p. 4). Two 
questions naturally arise in the reader’s mind. 

1. Have the thirties proved the case for or against deficit spending? 

According to Professor Hansen, “The idleness of the decade of the thirties 
was responsible for the loss of $200 billions of income” (p. 15). He evidently 
seems impartially to blame President Hoover for what he did not do and 
President Roosevelt for what he did do. Later (p. 22) Professor Hansen centers 
his criticism of New Deal spending on its hand-to-mouth character: “No one 
knew where it was going or when it would end. . . . Sporadic public expendi- 
tures, no matter how large, will induce little or no private investment, but a 
public-development program extending over many years and designed to open 
private investment outlets could profoundly influence inveStment decisions.” 

While Professor Hansen thus puts the blame for the thirties on the in- 
consistency of public spending, Professor Slichter on the other hand finds 
fault with federal tax policies of the last decade, which have “developed in such 
-a way as to bear heavily upon profits, to produce an unfavorable ‘shift in the 
investment function, and to limit employment opportunities” (p. 256). 

Professor Bissel talks of the “lamentable thirties” and takes issue with 
Keynesians “who hold that the great depression signalized the major break 
in American economic development.” “Prior to that time, they admit oppor- 
tunities for private investment had, on the average, been adequate to maintain 
reasonably full employment in a reasonably high level of economic activity. 
. . . But 1929 marked the end of this era. Thereafter we might expect to 
suffer from a secular stagnation due to a chronic deficiency of investment 
opportunity...” (p. 86). After disposing one by one of the “mature economy” 
arguments, Professor Bissel suggests that “an unfriendly political climate and 
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the unrest in the labor market may explain in part the failure of long-term 
investment to revive” (p. 89). It is only logical, then, that Professor Bissel . 
should finally conclude that “the thirties may turn out to be a depressed 
decade separating two long périods of high investment activity” (p. 90). 

2. While we are thus still wondering about the significance of the “lam- 
entable thirties,” we cannot help being somewhat suspicious of the choice 
between the private enterprise system and “government intervention” as 
held out to us in Professor Harris’s statement quoted above. 

Are the red-blooded Keynesians really willing to delay government inter- 
vention, ż.e., “policies directéd toward increasing consumption and discourag- 
ing private saving” (p. 15), until business has shown that it can provide high- 
level employment? Can private enterprise be expected to reach this goal in 
an economy characterized by “an active labor policy” and “taxes which fall - 
especially on the well to do”? - 

Professor Slichter fears that “Union wage policy will tend to keep the 
prospect for profits unfavorable, because unions will press for wage increases 
despite the continuation of price controls” (p. 245). Professor Slichter rightly 
points out that “profits and payrolls almost invariably move upward and 
downward together and in such a way as to suggest that for each change of 
1 billion in the prospects for profits there are corresponding changes of about 
2 to 5 billions in the amount which employers are willing to pay for labor” 
. (p. 254). And again, “sooner or later labor will discover that it has an even 
greater interest in taxes on profits than do business owners, for the simple 
reason that a change of $1.00 in the prospects for profits produces a change 
of several times that amount in payrolls” (p. 257). Professor Slichter then 
adds, obviously with a mixture of regret and hope, that “labor does not- 
know this fact yet, but labor cannot be expected to remain ignorant of it 
forever.” 

The reviewer fully shares the opinions of Professors Bissel and Slichter 
as to the crucial importance of a favorable climate? after the war. He also 
shares Professor Schumpeter’s fear of “capitalism in the oxygen tent” (p. 123), 
but he is more sanguine in his belief in the chances the people have to deal 
with the “inherent strength of the vested interests of the bureaucratic ap- 
paratus of the Federal Administration” (p. 122). After all, who foresaw the 
sudden demise of the National Resources Planning Board and of the Guffey 
act—to cite but two examples of the power of the people reflected in the recent 
anti-bureaucratic mood of Congress?? While the reviewer feels more sympa- 
thetic to Professor Slichter’s view that “the rise of administrative government 
may be harmful to democracy because the public may require time to convert 


* Professor Bissel’s requirements of such a climate are “That fiscal policy, taxation 
policy, the policies of local, state and Federal regulatory agencies, the powers of the anti- 
trust division, the activities of public enterprises (such as the TVA, municipal power 
plants and water systems, state highway departments), and even the sacred and untouch- 

- able activities of the Federal Government toward labor relations and agricultural subsidies 
should be designed to create conditions favorable to enterprise and investment” (p. 109). 

In selecting for citation the National Resources Planning Board and the Guffey act, 

the reviewer does not imply any appraisal of their merits, 
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the administrators from masters into servants” (p. 257), he hopes that the 
process will not take “a generation or two.” 

On two issues the reviewer finds himself in close agreement with Professor 
Hansen: (1) After business has been given every chance and failed, “a govern- 
ment development program designed to open private investment outlets” 
(p. 22) must be the alternative. (2) Such a government program, to be 
effective, should take the form of long-term planning. 

Where the reviewer differs from the Keynesians, and therefore with the 
majority of the 23 authors, is that he pleads that the free enterprise system 
be given a real chance. ‘This would require that the Keynesians sit back and 
await their possible chance to say: “I told you so!” This may be too much 
to expect of human nature. After all, the Keynesians are straining at the leash 
to demonstrate what they can do if given a free hand. 

The foregoing outlines the conflicting views of the majority of the writers 
adhering to the Keynes-Hansen school and of the dissidents. This clash of 
views appears by far the most crucial issue raised in the book. It is regrettable 
that the many valuable suggestions made in the other essays cannot be simi- . - 
larly discussed. f 

World War TI has set in motion strong forces inimical to the free enterprise 
system, in spite of the fact that the “political climate” today is probably less 
“‘anti-business” than at any time since 1933. Among these forces are: 

1. The centralized direction of the economic effort called for by total war; - 

2. Interference with the price-making process and such steps as government 
seizure of the coal mines, both of which mean long steps toward a “guided ` 
economy”; 

3. The fact that the greatly increased amount of production to government 
order may be interpreted by many as showing the feasibility of “budget 
deficit prosperity”—a large percentage of the population, in uniform and in 
mufti, is becoming used to being paid by government check. 

4. The fact that a large section of the most self-reliant and aggressive age 
group of the male population, from which normally the entrepreneurial spirit 
springs, has been transferred out of the world of business into activities 
not measured by economic standards. This condition, by itself, does not 
necessarily mean that once the war is won the young men returning to civilian 
life will not create a tremendous impetus to expansion, They did so after 
World War I. It will depend entirely on the “economic climate” into which 
they return, 

If private initiative can flourish, the returning youth of the country will 
take the ball and run for a goal. But if the climate is unfavorable, if labor and 
tax policies make the outlook for profits uncertain or even decidedly poor, 
if risk capital for small and medium business is unavailable, the returning 
veterans will, with a great deal of justification, demand that government 
create jobs. They will have enough coherence to exert pressure which no 
Congress could resist, even if their large vote should not of itself be enough 
and even if no other voters should be sympathetic to their demands. Thus, 
clearly, the post-war period of readjustment will not allow for any lengthy 
time of deliberation. If private enterprise cannot absorb the job-seekers, 
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voters will not analyze whether the “economic climate” is at fault, whether 
lack of working capital, lack of credit facilities, or too high taxes on profits 
are to blame. The voters will demand jobs and a harried Congress may 
authorize a government investment program to create these jobs. 

` If we then enter upon the realization of the Keynes-Hansen theory, the 
public debt will grow rapidly and we will be told that as long as the “whole 
family” is working, the mortgage on the old homestead is owned by our- 
selves. But if we are to be bold to face a brave new world, why not be less 
reckless with our future? Why not use the “whole family” argument and 
improve the incentives for initiative and the investment of venture capital by 
reducing taxes on enterprise profits, even at the expense of, for the time being, 
an unbalanced budget? If this policy should not sufficiently unleash forces in 
the free enterprise system that were restrained during the “lamentable thir- 
ties,” the Keynesians should have their inning. Then the “new philosophers 
of public debt” would have to make the unenviable choice between regi- 
mentation and inflation. 

R. M. WemENHAMMER 
Washington, D.C. 


Problems of Post-War Reconstruction. Edited by Henry P. Jorpan. Fore- 
word by STEPHEN Duccan. (Washington: Am. Council on Public 
Affairs. 1942. Pp. xix, 292. Cloth, $3.25; paper, $2.75.) 


There are fundamental issues relative to national policies and to inter- 
national relations which must be analyzed carefully in order to lay adequate 
foundations for our post-war policies. Manifold measures will have to be 
adopted promptly in order to save the world from chaos. If these measures 
are adopted under pressure of events, without being integrated into a wider 
pattern, we may miss the opportunity of ever reaching our ultimate goals. 
Hence the importance of wartime discussions of post-war policies. Hence 
the activity of the many groups, organizations, committees and councils 
dealing with post-war affairs. Hence, also, the opening up of the academic 
“ivory towers” to the discussion of these urgent issues of the future. ; 

The volume under review is the result of a season’s work of the Seminar - 
on Post-War Reconstruction Problems, set up in the Graduate School of New 
York University. The thirteen essays that compose it are presumably papers 
read before that seminar. While the book was published in 1942, the essays 
composing it seem to have been written before Pearl Harbor. This fact, 
which it is important to remember in reading the book, is not clearly indicated 
in the introduction. Nevertheless, a book of this type is interesting even 
after it has ceased to be entirely timely. It reflects points of view and attitudes 
which may have changed under the impact of events, but which may return 
to the surface in the future. 

It is very important that a symposium have a fundamental unity of outlook, 
particularly if it is intended for the general public. That unity is rather 
sadly missing in the book under review. Liberal and socialist ideas appear 
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in various essays, leading to contradictory points of view on the questions of 
capitalism, of free trade, of private property. Worse than that, certain authors. 
seem not to be clear about what should be the basic hypothesis of any essay in 
dealing with post-war problems, namely, who will win the war. This is particu- 
larly striking in the essay by Mr. K. J. Deacon on “Regional Divisions of In- 
dustry and Agriculture” (p. 60), and in the editor’s (Professor Henry P. 
Jordan) own essay on “Hemisphere Policy as Implemented by Economics” (pp. 
154-55, 163). 

To be sure, in 1940 or 1941 there were advocates of a negotiated peace and 

pessimists who believed in the nazis’s victory, or at least in the impossibility 

-of displacing Germany from Europe. Nevertheless, there should have been a 
unifying editorial job done before the release of the volume, in order not to 
leave in the reader’s mind some very perplexing questions as to the assump- 
tions made by some of the authors about the outcome of the war. To a fellow 
student of the writers, this book will be stimulating and challenging. To the 
general public, it will most likely be somewhat bewildering. 

This raises a question of the general usefulness of this type of publication. 
The professional reader will find more technical material in the specialized 
journals and other sources than he would in a symposium. For the general 
public, on the other hand, this kind of symposium is not sufficiently well knit 
and integrated. It is deplorable for the public to get the idea that “experts” 
come out into the open before they have achieved clarity themselves on the 
issues which they attempt to elucidate to the laymen. The present reviewer 
is prompted to make such general comments by the frequent recurrence of 
this sort of reflection upon reading other similar collections of articles that 
have been published in the last few years. 

Turning to the detailed contents of the book, several articles need to be 
particularly emphasized as informative, well organized, and worthy of 
careful study. Professor Eagleton’s introductory essay on “Fundamental 
Principles and Problems” gives a broad view of the issues with which we will 
be confronted at the end of the war, and in itself deserves a very wide cir- 
culation, The essay on “The Future of the Small States,” by Oscar J. Falnes, 
is a very welcome defense of the function and mission of smaller countries, 
which are so frequently under fire by advocates of large blocks. Dr. Aufricht 
writes with competence on “The European Minorities Problem,” although, 
unfortunately, he does not leave one with a clear idea as to how that extraor- 
dinarily intricate question could be successfully settled in the future. 

The Western Hemisphere receives a separate section in the volume, with a 
very workmanlike study by the late Professor D. W. McConnell on “Compe- 
tition for Latin American Trade,” which is one of the best chapters in the 
symposium, and also Professor Jordan’s “Hemisphere Policy as Implemented 
by Economics.” On the other hand, Professor Hula, discussing the “Utopian 
and realistic elements” of Pan-Americanism, tries to compress too many legal, 
political and psychological questions into twenty pages, leaving the reader 
breathless and not at all clear about what is the upshot of the argument. 

Two articles are not only on the pessimistic side, but leave the reader help- 
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- less and hopeless, which is strange in a book obviously intended as a source of 
supply of constructive and positive ideas. Professor Howard Becker entitles 
his essay “After the Deluge,” but leaves‘us without a trace of a rainbow. 
The world after the deluge is apparently going to be a world of state capital- 
ism and of autarchy. To this reviewer, this means a world of dictatorial 
rule and of international strife. To quote Professor Becker, “autarchy, albeit 
co-existing with a certain amount of international trade, holds the keys to 
the future” (p. 28). In the gloomy world he envisages, even “the current 
demand for a ‘moratorium on science’ makes sense” (p. 31). The assurance ` 
that “it is entirely possible to have a greatly increased degree of political and 
economic control without relinquishing the essence of the democratic way of 
life” (p. 38) comes as a very modest comfort when unsupported by either 
argument or evidence. The experience of the twentieth century seems to give 
very little support to such hopefulness. The emphasis on autarchy, which is 

. one of the dominating themes of his article, stands not only in contradiction 
with the demand for international economic collaboration voiced by other 
authors, but can hardly be reconciled in the light of both reasoning and ex- 
perience with any expectation of a world order. 

The concluding essay of the book, “War as a Peace Dynamic,” by Pro- 
fessor Charles Hodges, raises a great many disquieting questions connected 
with the inevitable difficulties resulting from a survival of power politics 
after the war, but does not provide any of the answers which the anxious 
reader would surely. expect to find. Is the next peace irretrievably lost even 
before we have won the war? A book dealing with post-war reconstruction 
should hardly end on such an unanswered question. 

Finally, the chapters which, for the readers of this Review, will be of 
greatest interest are those dealing with economic questions. While economic 
considerations intervene at various stages of the discussion, they are not 
given very detailed consideration other than in two excellent chapters: “The 
Gold Problem and the World-Scene,” by George S, Hirschland, and “New 
Methods of Trade Policy,” by Richard Schueller. These two essays make the 
volume interesting to an economist. They are both thorough and painstaking. 

Dr. Hirschland favors monetary internationalism, “In an atmosphere of 
international coöperation, the customary objections to the gold standard will 
lose point... . What we must strive to create is an efficient machinery for co- 
“Grdinating the monetary policies of different countries. .. . The need is for 
codperative policy-making within the framework of the gold standard... . 
The present alternative to the gold standard is an economic nationalism 
which is incompatible with the aspirations of the peoples of the world for 
liberty and permanent peace. n 

Dr. Schueller’s article is concerned very largely with the question of 
customs unions, regional patterns and arrangements, and so on, and is a 
stimulating, well balanced, and wise discussion of these important and intricate 
questions, 

The other two essays in the “Government and Business” section of the book 
are less satisfying. Professor Lois MacDonald is very much concerned with 


1943] BOOK REVIEWS ` 671 


the alleged incompatibility between capitalism and free trade, and tends to - 
underestimate the forces of economic nationalism which emanate from socialist 
planning. Her emphasis on the need for a unified world economy is very 
timely, though insufficiently implemented in detail. In this essay, also, there 
is no clear hypothesis as to the outcome of the war, which, as suggested earlier, 
is a very serious handicap. Dr. MacDonald’s emphasis on the establishment 
of domestic order in the various countries of the world as a factor of inter- 
national stability is very much to the point and worthy of considerably more 
detailed elaboration. 

Finally, Dr. Pinney’s essay on “Property and the International Order” 
is suggestive, but not convincing. Like Dr. MacDonald, he believes that there 
is conflict between international economic collaboration and corporate enter- 
prise, but he is inclined to go further than she in his criticism of capitalism. 

The reader who works his way through this volume will have to carry out a 
considerable process of elimination and selection. After he has:done so, he 
will be left with quite a few suggestions, ideas, and views, some of the latter 
controversial, which will make his effort worth while. The book would not 
be suitable for either the general public or classroom use. 

MICHAEL A. HEILPERIN 

Hamilton College 


The Nazi State. By Wutt1am EBENSTEIN, (New York: Farrar and Rinehart. 
1943. Pp. xi, 355. $2.75; college ed., $2.00.) 

Those who look for the sensational in their reading of studies of nazism 
have been very well served during the recent years in the writings both of a 
large and highly competent body of newspaper correspondents, “eye wit- 
nesses,” and of authors with more scholarly interests, both native and ex- 
patriate. The most sensational feature of this book is its title, although 
this may not become apparent until the contents have been digested. For, 
having told us that he is about to discuss the “nazi state,” Professor Ebenstein 
proceeds to demonstrate calmly, but with an unanswerable logic almost cruel 
in its directness and accuracy, that the concept is an impossibility, that it 
is a contradiction in terms, that the two words can have no possible asso- 
ciation, and that “nazi” and “state” have no right to stand next each other 
in the mind, not to speak of print. Here the sensational, as originating with 
the author, ceases. 

Mr. Ebenstein i is a professor of political science at the University of Wis- 
consin. He is a most careful workman and, while he has dispensed with the 
usual cumbersome paraphernalia of scholarly writing, he has handled his 
material in a manner to satisfy the most exacting of scholars, and at the same 
time to invite the attention of the general reading public. He has drawn this 
material entirely from Nazi sources—scientific journals, monographs, laws and 
edicts, regulations and orders—all of them dating from the actual political 
arrival of Hitler and the imposing of nazism on Germany. Thus he has made 
the foremost and authentic Nazi spokesmen condemn nazism out of their own 
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- mouths. Perhaps it would be better to say that he has permitted them so to 


condemn. For Mr. Ebenstein does not anywhere in his book ask us to accept 
any conclusions at which he may have arrived; indeed, he does not suggest 
that he has arrived at such conclusions, Yet the discussion inevitably forces 
conclusions as the reading of it progresses. This is masterly work. 

Beginning with an argument over the legality of Hitler’s appointment by 
President von Hindenburg, the author carries us through several chapters in 
which he subjects to a careful scrutiny the fundamentals of nazi politics, 
the structure of national, state and local governments, the fundamental 
organization and development of the Nazi party, and the operation of law 
and justice. For the reader with mind untrained to grapple with bizarre 
political concepts and ideologies the reading here makes rather stiff going. 
This is not due to any fault of organization or interpretation, but to the rather 
academic nature of the discussion and to the very close packing of facts 
and ideas almost unintelligible to citizens of this hemisphere. 

. The following chapters are devoted to the nazi method of harnessing and 
moulding public opinion—propaganda—and to subjects which may be 
grouped under the rather misleading term “culture.” It is in these chapters 


- that the author is at his best. Actually the decline of German culture is 


depicted: the falling off in the number of schools and of teachers and of 
quality of instruction; the diminishing of library facilities since the coming 
of the nazis; the vitiating of material for study and the consequent toppling 
of educational standards generally. The argument is here bulwarked with a 
wealth of detail—lists of forbidden books, features of the party schools, and 
the various devices set up to shackle German youth with the new ideologies. 

A searching examination of nazism as it affects religion is the burden of one 
chapter in this division. Opening with the religious philosophy of Hitler as . 
defined in Mein Kampf and its incredible development by Alfred Rosenberg 
in Der Mythus des 20. Jahrhunderts, Mr. Ebenstein goes on to instruct us in 
the neo-paganistic nonsense of which General von Ludendorff was one of the 
principal exponents until his death in 1937. It is, as the author says, most 
unfortunate that Rosenberg’s “monstrous” work has found no English trans- 
lator. The book is a long one and the labor of translation—by reason of various 
technical difficulties—not lightly to be undertaken. Nevertheless it is to be 
hoped that the task of translation and editing will attract some capable 
scholar. It should be invaluable to a more dispassionate study of the nazi 
aberration in future years by historians now inevitably emotionally affected 
by current events. 

The struggle against organized Protestantism and Roman Catholicism, 
with its attendant outright violences, has been ably treated in the space which 
the author had to devote to it. This is a subject almost limitless in its rami- 
fications. In mentioning the Concordat with the Vatican which was adopted 
in July of 1933, Mr. Ebenstein expresses what might well be accepted as 
descriptive of all nazi engagements: “. . . to exploit the credulity and trust of 
the treaty partner in order to scheme his destruction the more subtly and 
decisively.” The historical attitude of organized Christianity in Germany is 
set over against present conditions with great clarity. 
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_ The position of labor under nazism is given a chapter and the subject is 

rendered more intelligible and the discussion more valuable by an outline of 
‘the history of German industrialism. This is followed by a chapter on foreign 
policy with which the work concludes. No doubt’ can remain, after reading 
this chapter, that the roots of nazi policy drive well into Germany’s history. 
This should invite the careful and deliberate consideration of those who pro- 
fess to find in the nazis an entirely new and strange phenomenon in Germany’s 
history, utterly alien to the spirit and practice of the “good” Germans who, 
they confidently expect, will welcome a release from an unbearable nazi 
yoke and all that it has meant in affairs both internal and foreign. It is 
the author’s purpose, I take it, to show that the world-disturbing features of 
nazism have been for years characteristic of “normal” German politics, merely 
brought by Hitler and his associates into new and sharp focus. 

The importance of the Nazi State does not primarily lie in the fact that it 
has brought us new information. Everything here has been discussed before 
and by a variety of authors. What has been accomplished in this book for 
the first time, so far as I know, is a bringing together of all the worthwhile 
facts between two covers with a thoroughness and a keenness of analysis that 
are amazing, All those who thoughtfully contemplate a system for post-war 
Europe—and for us, for that matter—which will be free from the fallacies 
of statesmen characteristic of the history of the past century, will do well to 
seek enlightenment from this excellent work. Mr. Ebenstein has earned the 
right to fulfillment of his expressed hope that his work “will contribute .. . 
to the discussion of post-war problems. Catastrophe will be avoided,” he says, 
“after this war only on condition that we accept German politics of the last . 
one hundred and fifty years for what it is.” 

Harotp H. SCHAFF 

Ithaca, New York 


The British War Economy. By Mary E. Murry. (New York: Professional 
and Technical Press. 1943. Pp. xiv, 403. $2.50.) 

Dr. Murphy has attempted to present a picture of the major facets of the - 
British war economy, All the familiar segments are here: mobilization of 
resources, labor policy, fiscal policy (inaccurately described as “conscription 
of money”), price control, rationing, concentration of production, food, cur- 
tailment of civilian supplies, transportation problems, and transition to peace. 
Although the Preface states that the volume covers the period up to January, 
1943, the book was published in January, 1943, and the material, except for 
occasional items, deals primarily with the period up to the spring of 1942. 

The volume contains a great deal of information but its usefulness is 
vitiated by poor organization, inconsistencies, and many misstatements of 
fact. Thus, national income in 1942 is: shown as £9 billion (p. 160), £5.1 
(p. 163), and £6.2 billion (p. 202), with no attempt to reconcile the figures. 
At another place (p. 141), it is stated that earnings of workers increased by - 
30 per cent from the beginning of the war to the end of 1941 and by 42 per 
cent from October, 1939, to July, 1941. The terms wages and wage rates are 
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used interchangeably, with the result that we find (p. 139) the “general 
average of wages” advanced 26 per cent up to January, 1942, and on the 
following page, “total wages” increased 69 per cent in a somewhat comparable 
period. She obviously was referring to wage rates in the first instance and 
to total earnings in the second. 

Some typical errors of fact include: the ‘allegation that “it is impossible for 
any Briton to earn more than £3,000 a year” (p. 200) although the effective 
ceiling is between £6,000 and. £7,000; the Limitation of Home Supplies Order 
is referred to as “an Act entered on the statute books” (p. 236) although it 
was an order issued by the Board of Trade; the base date for control of 
non-food retail prices is given as April, 1939 (p. 244), instead of August 21, 
1939; it is stated that the Prices of Goods act “estimated a maximum price 
and a margin of reasonable profit for a list of specified goods” (p. 243) al- 
though the act contains only a general grant of power; the data on food 
prosecutions are represented as indicating the “food traffic in black markets” 
(p. 260) although many of the offenses included by the Ministry of Food 
have no relationship to the black market. The sections on rationing have many 
errors: rationing started in January, 1940, not in December (p. 270); coal 
rationing was only proposed, it was never placed into operation (p. 233); 
ration books were used by consumers from January, 1940, not from July, 
1941 (p. 273); soap was not rationed on a point system (p. 234), etc., etc., 
etc. 

Some of the mistakes have covered a broader front than the detail noted 
above, Thus, the Goods and Services (Price Control) act of July, 1941, is 


- described as “the first major change in British general price policy since 


the inception of the war” (p. 245) although this resulted mainly in an appli- 
cation to non-food products of more comprehensive price controls, many of 
which had previously been used for food products. It also ignores the subsidy 
policy which was introduced in December, 1939, and the general policy to 


- stabilize prices which was announced in April, 1941. The failure to give 


adequate consideration to this latter development in policy is also reflected 
in the method of presenting the price data, which are shown for a number of 
meaningless dates, thus making them virtually useless for an appraisal of the 
degree to which stability was achieved by price-control measures. In general, 
it might be noted that the author has given inadequate treatment to the prob- 
lem of price control and subsidies. 

The British wage stabilization policy has been based upon the assumption 
that stability in the cost of living index would reduce the pressure for wage 
increases and obviate the need for fixing wages by government fiat. Dr. 


“Murphy states, “That this procedure was not wholly successful is indicated 


by the fact that the campaign for higher wages has continued unabated” 


- (p. 250). However, the facts are that the Bowley index, which was increasing 


at the rate of 1 per cent monthly prior to the stabilization program of April, 
1941, has been increasing about three-fifths as rapidly since that date and 
about half of this increase has been due to a rise in agricultural and mining 
wages, required to induce labor to remain in these two critical occupations. 
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This record is especially favorable when it is remembered that, in the absence 
of control, wage rates could be expected to increase at a sharply accelerated 
rate as the war progressed, as they did during the last war. 

An interesting illustration of one of the many unsubstantiated statements is 
the conclusion that “the amount of money spent in black and legal markets 
can be estimated accurately” (p. 263; my italics). This conclusion was based 
upon a report that the black market was estimated to have an annual cash 
turnover of £156,000,000, The author fails to give the source or the basis 
for this estimate. However, according to a dispatch to the New York Times 
(Mar. 5, 1942), the figure was derived as follows. It was estimated that 
about £3,000,000 of currency “never gets back to the banks.” The figure of 
black market turnover was derived by multiplying this amount by 52, on the 
“supposition that this whole sum changes hands at least once a week.” But 
Dr. Murphy tells nothing of these calculations which are the basis for the 
“accurate estimates” of black market dealings to which she refers. 

The items cited above. will indicate why this reviewer suggests that this 
book must be used with great care. - 
op Jores BACKMAN 
New York University 


Victory and After. By Eart Browprer. (New York: Internat. Publishers. 
1942. Pp. 256. $2.00.) 


Earl Browder is not merely the head of a small political sect but the 
principal American spokesman of the communist world movement which has 
not ceased to exist after the formal dissolution of the Third International. 
He is a spokesman of great ability. While almost all other communist leaders 
the world over were content with repeating the Moscow slogans, Earl Browder 
developed a political style, if not a complete policy, of his own. His attitude 
as a standardbearer of American patriotism and American tradition is some- 
what overdone, but that is no reason to question its political significance. 
For one who speaks so much of Lincoln and Jefferson today it will be difficult 
tomorrow to recommend a proletarian dictatorship, Soviet style, for the: 
United States or even for Germany or France. In all likelihood, Mr. Browder 
wishes for a post-war orientation of communist policies that would facilitate 
at least a temporary codperation with democratic forces. 

Unfortunately, Browder fails to see that frankness on both sides is an ~ 
important requisite of a rapprochement and that no good can come from an ° 
attempt to spread illusions. The picture which he draws of the character and 
the policies of the American Communist party is not far from pure fiction. 
According to Browder, the Communist party in the United States is a group 
of American patriots who are convinced that socialism and friendship with 
the Soviet Union is in the interest of the American people. This group is 
presented as being by no means directed from abroad or motivated by other 
than American interests. Far from intending to achieve its aims by revo- 
lutionary means, it gives “formal assurance” “that we will not raise any 
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- socialistic proposals for the United States in any form that can disturb. this 
national unity. To all those still haunted by the ‘specter of communism,’ we 
offer the services of the Communist Party itself to lay this ghost” (p. 113). 
Because the formal assurance might be interpreted as referring only to the 
_war period and non-communists might still be haunted by the specter of a 
post-war communist revolution, Browder supplements his pledge by an offer 
of coöperation to all groups interested in making possible the “solution of 
reconstruction problems, with a minimum of social disorder and civil violence” 
(ibid.). 

If these statements were to be taken at face value, they would mean a 
change of the Communist party from a revolutionary group believing in 
dictatorship into a peaceful movement for socialism, This change would have 
to be more thoroughly explained if we were to trust in its completeness and 
durability. Nor is Browder’s denial of Moscow control of his party made 
plausible. What he says to explain the attitude of American communists in 

the period between the outbreak of the war in Europe and Hitler’s attack 
upon the Soviet Union is in so obvious contradiction to facts that it does 
not tend to.establish confidence in his other assertions. Browder maintains 
that the communists opposed America’s entry into the war merely for fear 
that America might be beaten, because at that time the Soviet Union was still 
keeping out of the war and the antifascist coalition might therefore have been 
too weak: “History has proved that even with the Soviet Union fighting the 
most magnificent battle of all history on our side, even now we are not yet 
_ assured of victory! What if the American communists had helped throw the. 
> United States into this war with the Soviet Union still neutral! ... such a 
course might conceivably have delayed Hitler’s attack against the Soviet 

Union until he and his Axis partners had disposed of the United States” 
~ (p. 109; italics in the original). 

If America was in such grave danger, and if the attitude of the Soviet 
Union in the eventuality of an American-German war was doubtful, then it 
was imperative for the United States to prolong British resistance against 
nazi Germany as much as possible, Lend-Lease should then have come earlier 
and should have been larger. America’s own armament could not be rapid 
enough under those circumstances. Surely it was folly to believe that the 
United States would be able to purchase security from a nazi attack by a 
“neutral” attitude. The strongest moral and physical preparedness, the utmost 
support of antinazi forces in Europe was then the need of the hour. 

Was this the policy of the Communist party of the United States? On the 
contrary, the communists operated as the most effective striking force of 
American isolationism and false pacifism. Earl Browder himself warned 
. America in the strongest possible language not only against military inter- 
vention but even against moral and economic support of the English.t The 
communists denounced the war as a “family affair” between capitalistic rivals 
and denied that the victory of one side was preferable to that of the other 
from an American point of view, Earl Browder preached “against this madness 


“4 See, for instance, his speech before the MIT Peace Foundation, December 15, 1939, 
printed in The Second Imperialist War (New York, Internat. Publishers, 1940), p. 199. 
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of armaments”? and the communist election- platform of 1940 condemned 
the preparedness measures. 

This policy of the communists was undoubtedly of great service to the . 
Axis. The communists, of course, did not love nazi Germany at that time‘ 
any better than they do now. But Stalin still believed that he could make _ 
Soviet neutrality sufficiently valuable for Hitler to prevent an early nazi 
attack on Russia. The anti-British orientation of the Third International 
had the same purpose as Russia’s policy of supplying Hitler with raw mate- 
rials, Both measures were intended to convince the Nazi leader that he 
could put faith in the friendly attitude of the Soviets and would do well not 
to resort to hostile action against Russia. The American communists do not 
hesitate—as far as the outsider can judge—to comply with this requirement of 
Russian foreign policy. In the past, the primary goal of communist policy in 
the United States was support of the Soviet Union. There is no convincing 
evidence of a change. 

Although we shall do well to assume that the Commumist party of the 
United States will serve the interests of the Soviet Union in the future as it 
did in the past, nothing can be gained by a red-scare mania. This is not the 
first time in history that allegiance to a creed has superseded national alle- 
giance. Earl Browder, whatever the objections to his policy and his histori- 
ography, at least is sincerely interested in keeping American-Soviet relations as 
friendly as possible. Few Americans will deny that this is a highly: desirable 
goal. The elaboration of a modus vivendi with Russia will be greatly facilitated 
if men like Browder are spokesmen of the Soviet cause in the United States. 
It would be poor statesmanship to initiate a policy of persecution which would - 
probably bring narrow-minded fanatics into the key positions of American 
communism, where they could do more harm in the crucial post-war period 
than at any previous time. 

CARL LANDAUER ` 

University of California 


Statistics; Economic Mathematics; Accounting 


National Income and Its Composition, 1919-1938. By Simon KUZNETS. 2 vols. 
(New York: Nat. Bur. Econ. Research. 1941. Pp. xxx, 929. $5.00.) 

In a period when national income estimates form the basis for newspaper 
headlines and are the concern of the highest government officials, Professor 
Kuznets’s latest and greatest work occupies a position of special importance. 
Although the estimates which are currently quoted so widely do not stem 
directly from the Kuznets workshop but come rather from the Department 
of Commerce, interested students will naturally turn to this comprehensive 
treatment of the theory and practice of estimating national income for the 


1 Speech delivered by electrical transcription at Symphony Hall, Boston, Oct., 1941. Re- 
printed in The Way Out (New York, Internat. Publishers, 1941), p. 108. 
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answers to numerous questions. The answers are here given fully, Within 
over nine hundred pages—including more than two hundred tables—much 
valuable material, both methodological and factual, too often left in the files 
of research bureaus or ‘in the minds of research workers—is here exposed to 
the scrutiny of income estimaters and interested onlookers. 

What is the nature and significance of national income and its major 
components? The reader of this two-volume work will find the answer in 
Part I, chapters 1 and 2, comprising nearly a hundred pages. What is the 
nature of the data and the procedure involved in combining them to produce 
the national income estimates? Here the answer can be found in various 
degrees of detail. Part I, chapter 3, and Part III, chapters 8 and 11, again 
totaling about a hundred pages, give a survey of the subject, while Parts IV 
and V, which together comprise over three hundred and fifty pages, provide 
supplementary information. In addition, the items which Kuznets has decided 
to omit from the estimates are carefully considered in the twenty pages of 

Part II, chapter 9; the reliability of the estimates is gauged in the forty 
pages of Part III, chapter 12; and a comparison is made with some of the 
other estimates in the thirty pages of Part III, chapter 10. What changes 
have taken place in national income and its composition in the inter-war 
period 1919-1938? Kuznets and his staff provide the answer in over two 
hundred and fifty pages which constitute Part Il, chapters 4 to 7. There. is 
also a detailed tabular as well as textual index. The evaluation of a compre- 
hensive work of this sort must necessarily be confined to a few only of the 
main points of interest. 


I. Nature of the Estimates 


Kuznets defines national income in the accepted fashion as “the net value 
of all economic goods produced by the nation” (Vol. J, p. 3). He points out 
that each term in this definition has both commonly accepted and contro- 
versial elements depending on time, place and person. The main emphasis is 
on the fact that the national income is an “appraisal notion,” that is, “it 
inevitably reflects the judgment of society at large as to what economic 
production is, a judgment that admits of several variants even for a given 
_ society at a given time” (Vol. I, p. xxviii). The various possible methods of 

appraisal involved in each term of the definition are considered in great detail, 
Here Kuznets makes a number of decisions which must be kept in mind in 
any practical use to which the statistics are to be put. 

Valuation of Goods Not Appearing on the Market. One of the main prob- 
lems with which Kuznets deals is that of determining the “economic value” 
of economic goods entering into national income. Here he uses market price 
on the grounds that “the yardstick of economic value is fashioned on the 
market place” (Vol. I, p. 21). He nevertheless recognizes that market prices 
are a somewhat defective yardstick. In presenting the defects Kuznets appears 
. to engage in some faulty reasoning. He points out that there are two diffi- 
_, culties in the way of using market price in evaluating goods not appearing 
on the market. First, consumers might not buy some of the goods they are 
consuming if they had free choice. Second, if the non-market goods were 
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offered for sale the price might be lowered. “If this reasoning is valid, then 
the application of existing market prices to non-market goods overvalues 
them on two counts: first, because of the distinct probability that they are 
of lower- quality than the market goods with which they are aż all com- 
parable; second, because withholding them from the market may have 
served to maintain the prices of their exact counterparts at a level, relative 
to the prices of all other goods, higher than it might otherwise have been” 
(Vol. I, p. 23). 

In his second point Kuznets forgets that if the non-market goods were 
offered on the market, demand as well as supply would rise because demand 
as well as supply would be released by the transfer of the non-market goods 
to the market. To the extent that the first point applies, that is, to the 
extent that people might buy other goods if they had free choice, the increased 
demand might fall short of the increased market supply. Hence Kuznets’s 
second point is valid only to the extent that the first point holds and is not 
a separate factor making for lack of comparability between non-market goods 
and seemingly identical market goods, 

Valuation of Government Services. Perhaps the most questionable decision — 
Kuznets makes is that involved in his treatment of government. He defines 
net income originating in government as government payments to individuals , 
plus net savings (Vol. II, p. 815), and he defines net savings of government . 
as the change in the security assets held by the government plus the net value 
of public construction minus the change in public debt (Vol. II, pp. 831-33). 
He claims that this yields an estimate of income originating more nearly 
comparable to other parts of national income (Vol. Il, pp. 414-15). Kuznets 
therefore includes tax-financed expenditures and those debt-financed expendi- 
tures which are embodied in capital assets; he excludes those debt-financed- 
expenditures which are not embodied in capital assets. Thus he adopts the 
so-called payment-price basis for valuing governmental services, where the tax . 
revenues represent the payment price. The decision to adopt this treatment ` 
is made after an extensive discussion of the pros and cons and a recognition 
of the possibilities of the so-called cost basis (Vol. I, pp. 31-34). 

However great may be the advantages of this approach for purposes of 
symmetry, it has the disadvantage of giving an erroneous impression of the 
government contribution to national income. Kuznets excludes from national 
income those debt-financed expenditures which are not embodied in securities 
or public works. Thus he treats government as he would treat a consumer. 
Debt-financed expenditures not embodied in capital assets are considered 
to be dissaving. 

The disadvantage of this approach is that the resulting figures of national 
income and of income originating in government cannot be used in any 
causal analysis of fluctuations in national income. Both the government ex- 
penditures and the private investment expenditures provide income which is the 
basis for further private consumption expenditures, in accordance with the 
multiplier principle. The question whether the government expenditures are 
embodied in capital assets is of secondary importance in this principle. The 
important question is whether disposable income is created. To exclude from 
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national income monies received from debt-financed government expenditures 
on non-capital items makes inapplicable the multiplier analysis or anything 
resembling it. The multiplicand is too low or is completely distorted. Kuznets’s 
willingness to allow the reader to revise the estimates to a cost basis’ if so 
inclined (Vol. I, p. 34) falls flat if the national income aggregates he derives 
and uses throughout the book are inapplicable to the widely-current type of 
aggregative economic analysis. Kuznets himself applies his estimates to the 
multiplier principle (Vol. I, pp. 270-71) even though his estimates are not 
appropriate. to the purpose. 

The above criticism of Kuzmets’s treatment of government should not 
leave the impression that either government expenditures as a whole or the 
government deficit is the appropriate multiplicand of the multiplier principle. 
If we use a period analysis? it becomes clear that the multiplicand (in so far 
as it is‘a government item) should represent the net contribution made to 
national income by the government in the initial period. The total of govern- 
ment expenditures is not a: correct measure of the government’s initial 
“expansive”? impact on national income because the government may also 
have had an initial “restrictive”? impact on national income through its 
taxation and borrowing program. On the other hand, the excess of expendi- 
tures over tax revenues: (i.e., the deficit) is also incorrect as a multiplicand 
because it would imply that tax revenues in their entirety have an initial 
restrictive impact on national income. Since the tax revenues may have 
initial restrictive effects on national income far short of the amount of 
revenue involved (e.g., where the tax merely absorbs part of an abundant 
idle balance), it is not correct to deduct from expenditures the whole of 
tax revenues, j.e., it is not correct to use the budget deficit. The true govern- 
ment element in the multiplicand would be derived by adding together the 
 initially-expansive elements in government expenditures and debt repayment 
and subtracting the initially-restrictive elements in government taxation and 
borrowing. This yields the net expansive (or restrictive) impact of govern- 
ment in the initial period and is thus the appropriate multiplicand of the 
multiplier principle.” 


*Such as that illuminated in the article by Fritz Machlup, “Period Analysis and the 
the Multiplier Principle,” Quart. Jour. Econ., Vol. 54 (Nov., 1939), pp. 1-27, and further 
applied in Professor Machlup’s, International Trade and the National Income Multiplier 
(Philadelphia, Blakiston, 1943), 

' >The use of these terms in the present context is derived from A. F. W, Plumptre's 
article, “An Approach to War Finance,” Canadian Jour. Econ. and Pol. Sci., Vol. 7 (Feb., 
1941), pp. 1-12. . 

* Loc. cit. 

‘Cf, A. H. Hansen, Fiscal Policy and Business Cycles (New York, Norton, 1941), p 
190 n.; H. H. Villard, Deficit Spending and the National Income (New York, Farrar and 
Rhinehart, 1941), Part II; C. O. Hardy, “Fiscal Policy and the National Income,” Am. 
Econ. Rev., Vol. XXII (Mar., 1942), pp. 103-10; and J. W. Angell, Investment and Business 
Cycles (New York, McGraw-Hill, 1941), chap. 12 and p. 325 n. 

"In a statistical study the “net expansive (or restrictive) impact of government” could 
be approximate in only a very rough way because of the complicated theoretical issues 
involved. 
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These comments refer to estimates of the government multiplicand when ` 
used in a period analysis. In obtaining the aggregate of national income for 
any period it would not be correct merely to add consumption and private 
investment expenditures to the figure for the net government expansive 
impact. The government item has already been reduced to the extent of the 
current restrictive effect on consumption and investment. To add the thus- 
restricted consumption and private investment figures to the government item 
would result in an understatement of national income. Hence, in aggregating 
national income, the consumption and private investment figures should be 
added to the whole of government expenditures.® 

There is another questionable point in connection with Kuznets’s valuation 
of government servites. In his treatment of taxes as payments for government 
services he suggests a novel theory of tax shifting: “Taxes are payments to 
governmental agencies for their services; and when they are notably higher 
than the cost of specific governmental services given in return, enterprises 
that produce goods like tobacco, liquor, and gasoline include them in the 
price of the goods, and their net income is usually not affected” (Vol. I, 
p. 426). Here Kuznets makes the criterion of shiftability whether the tax is 
higher than the cost of specific governmental services given in return. This 
can only with the greatest difficulty be regarded as consistent with con- 
temporary tax-shifting theory which relies so heavily on such conditions as 
degree of competition, elasticity of demand and other items. Moreover, in 
regarding taxes as payments for government services he is implicitly assuming 
that taxes in their entirety are based on the benefit principle alone. 

Valuation of Intermediate Consumption. Again, in evaluating intermediate 
consumption, Kuznets seems to run into error as a result of his insistence 
on the use of market prices. He claims that intermediate consumption should 
be valued at market prices. “Since it is to be deducted from the total value 
of products to yield the net, it should be as far as possible in terms of the 
yardstick used for the full value of completed products—the current market 
price, with whatever modifications needed to adjust for changes over time 
or to cover uncompleted production” (Vol. I, p. 42). And he adds, “This 
conclusion is so obvious as to seem axiomatic.” 

- The conclusion is neither obvious nor axiomatic for finished goods awaiting ` 
sale since income is produced by the process of marketing, through the 
creation of place and ownership utilities. The goods on dealers’ shelves acquire 
the current market value only after they are transferred to the final place 
and person involved in the market. This requires the disbursement of various 
items which ultimately form income—salesmen’s salaries, advertising ex- 
penses, freight costs, etc. To value inventories ‘at outgoing market prices 
therefore distorts the income picture.’ In effect, profits are overstated since 
the market price is here obtained without allowing for the expenses of 


* This is the approach used in the British White Papers and by the Department of Coni: 
merce in recent issues of the Survey of Current Business. 


* Valuing inventories of raw materials at incoming market prices does not result in this 
difficulty. 
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marketing.’ It would be more nearly valid to allow inventories to fluctuate 
in relation to market prices, but retaining a differential reflecting marketing 
expenses. 


Il. Interpretation of the Estimates 


In spite of any differences of opinion which may remain regarding the 
principles involved in making the estimates there can be no doubt that - 
. Kuanets’s final results form an invaluable contribution to the economic history 

of the period. The reader is referred to Part II of the book for extremely 
enlightening factual information on the relative importance of various com- 
ponents of national income and the behavior of these components during the 
course of business cycles. On the whole, Kuznets avoids any theoretical inter- 
pretation of his statistics but from time to time he does draw implications on 
important current issues. There are a few instances where his theoretical 
analysis may be open to question. 
Trend Analysis. After describing the severe contraction following 1929, 
Kuznets says: “That this decline can hardly be considered an approximation 
to the secular trend is seen when we go further back” (Vol. I, p. 138). He then 
_ considers the possibility that the downward movement will continue and he 
suggests, “But it seems more plausible to view it as the downward phase of a 
prolonged swing which may soon be succeeded by a resumption of the long 
` term rise” (Vol. I, p. 139). 

This would seem to be a rather dangerous way to look at long-term trends. 
The subject of trends in general, and of the future trend of the American 
economy in particular, cannot be dismissed in so summary a fashion. In the 
matter of trends in general the combined historical, theoretical and statistical 
approach of Schumpeter® suggests the complexity of the problem while, in the 
matter of the future trend of the American economy, we must examine the 
stagnation thesis and with it the whole of American economic development."* 
` Prognostic Value of Business Savings Statistics. In his discussion of business 
savings Kuznets suggests that statistics of business savings of an enterprise, 
“have a high prognostic value, since usually enterprises that enjoy large 
positive net savings demonstrate thereby their favorable market position and ` 
are likely to expand their activities in the future; while enterprises sustaining 
large negative savings will naturally be forced to curtail their activities. What 
-- is true of enterprises is, somewhat less directly, true of industries” (Vol. I, 
p. 78). poet 

Again it may be suggested that Kuznets dismisses a very complicated 
problem in too casual a manner. If nothing else, his analysis is excessively 


"It is conceivable that Kuznets has place and ownership utilities in mind when he speaks 
of “uncompleted production,” but the context makes it seem more likely that he is referring 
only to form utilities. : 

°J. A. Schumpeter, Business Cycles: A Theoretical, Historical and Statistical Analysis of 
the Capitalist Process (New York, McGraw-Hill, 1939), Vols. I and TI. 

* Cf. Hansen, op. cit., chap. 1. 
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ex post. Investment depends largely on business expectations and on the 
availability of capital funds. The volume`of business savings does, it is true, 
influence both of these factors. But with sufficiently favorable expectations 
and with a receptive capital market, a firm need not be deterred from invest- 
ment merely by the fact of negative savings and it certainly will not “natu- 
rally be forced to curtail” its activities. 

Statistical Testing of the Multiplier Theory. The application which Kuznets 
makes of his statistics to the multiplier theory deserves some attention. 
Kuznets finds that there is little relation between changes in net capital 
formation and changes in national income (Vol. I, pp. 270-71). In some 
cases the two change in opposite directions, as in 1924, 1926, 1928, 1933 and 
other years. He concludes that his estimates “fail to support an assumption 
of constancy in the ratio of changes in capital formation to changes in 
national income (or of capital formation to national income), in either the 
rising or declining phases of business cycles, a constancy that seems to be 
implicit in most discussions of ‘the multiplier’ ” (Vol. I, p. 271). 

Although Kuznets’s conclusion on the variability of the multiplier is 
supported by other studies, his analysis is inadequate since he-uses annual 
figures and allows for no time lag. The discussion of the multiplier theory 
has progressed far beyond the stage where non-lagged annual data are appro- 
priate. Incidentally, the new quarterly figures of the National Bureau’* and. 
the Department of Commerce’? provide the basis for a new attempt at a 
statistical testing of the multiplier principle.“ Even with the use of annual 
data a result somewhat different from that of Kuznets was obtained by 
Kalecki through the introduction of a lag into Kuznets’s earlier figures.** 

Savings Embodied in Capital Formation. Kuznets. defines aggregate savings 
and investment so that they are equal in any period. He then proceeds to 
match components of savings with corresponding amounts of investment. 
Although he is very careful in trying to avoid a misunderstanding of his 
breakdown of capital formation by savings components (Vol. I, pp. 276-77), 
he nevertheless says that the estimates “do reflect approximately the shares 
of net capital formation, ż.e., of real investment financed from the current 
‘income of different groups of enterprises and individuals. In that sense they 
measure the contribution of various types of savings from current income to 
additions to the stock of the nation’s capital goods” (Vol. I, p. 278). 

This statement and Kuznets’s whole discussion of the subject may give 
the impression of a direct causal relation between a given component of 
savings and a corresponding quantity of net capital formation. Such direct 
‘causal relation does not exist. In fact, the relation may be inverse: aggregate 


= Harold Barger, Outlay and Income in the United States, 1921-1938 (New York, Nat. 
Bur. Econ. Research, 1943). 


» Published in recent issues of the Survey of Current Business. 

” See Richard Stone, “National Income in the United Kingdom and the United States of 
America,” Rev. Econ. Stud., Winter, 1942-43, pp. 1-27. 

“M. Kalecki, Essays in the Theory of Economic Fluctuations (New York, Farrar and 
Rhinehart, 1939). = 
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net capital formation may be low precisely because individuals’ savings are 
high. An individual’s savings may not only fail to contribute to investment 
but may actually detract from investment by restricting aggregate demand. 
The equality of ex post savings and investment does not in any sense justify 
the implication that the components of savings measure the “contribution” 
to net capital formation. As a result of Kuznets’s implicit assumption regard- 
ing the direct causal connection he has a difficult time explaining why indi- 
viduals’ savings were high in 1930 at a time when aggregate net capital 
formation was low (Vol. I, pp. 282-83). Under the more readily justifiable — 
assumption of-an inverse causal connection between individuals’ savings and 
aggregate net capital formation, the explanation follows with less difficulty. 

. The outstanding merit of these volumes is that they record in full detail and 
in excellent form the problems, the fears and the doubts encountered in the 
unmatched income-estimating experience of Professor Kuznets and his staff. 
Kuznets goes to the greatest pains in pointing out the pros and cons of each 


` - decision to be made and he bends backward in exposing the limitations of his 


estimates. The discussions of the statistical, theory involved in income- 
estimating are of the utmost value, the factual information constitutes an 
important contribution, and even the occasional ventures into economic 
theory, although not always happy, are an encouraging departure for the 
National Bureau as there is no doubt that the implications of a theoretical- 
statistical analysis can most safely be drawn by those who are most familiar 
with the limitations of the estimates themselves. The tremendous amount of 
thought and effort which must have gone into the books are well accounted 
for. The two volumes are a monument to the work of the National Bureau 
and they will remain for a long time the standard reference book on most 
of the intricacies of income-estimation. ) 

HAroLD M. SOMERS 

The University of Buffalo 


Money and Banking; Short-Term Credit 


The Functions of the Commercial Banking System. By J. Brooke WILzIs. 
(New York: King’s Crown Press. 1943. Pp. viii, 225. $3.00.) 

Occasionally, when we think something is dead and buried, its ghost rises 
to haunt us. Between 1926 and 1932 the old 90-day self-liquidating com- 
mercial loan—the idol of the commercial loan theory of banking and desig- 
nated in the Federal Reserve act of 1913 as “eligible paper”——fell from 16 to 9 
per cent of all bank earning assets, while its volume contracted by 50 per cent. 
After 1932 these loans were so negligible in importance that data on them 
were no longer published. The decline and fall of this type of asset was so 
pronounced by 1935 that the entire definition of “eligible paper” was over- 
hauled (and term loans recognized as legitimate) in the Banking act of 1935 
and subsequent supervisory regulations. Yet Mr. Willis’s book on banking 
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functions appeared upon the scene as late as this year, quaintly proposing ~ 
that the banks limit themselves to this sort of lending, and staunchly advo- 
cating the belief that “the function of the banking system is to serve as a 
clearing mechanism to facilitate the exchange of goods rather than as an 
active agent for the promotion of price stability, capital formation, or deficit 
financing.” 

Mr. Willis strongly opposes the acquistion by banks of any assets which 
are not self-liquidating, which are considered medium or long term in nature, 
and which represent the financing of fixed assets (or government expenditure 
or fixed capital or consumer expenditure) as opposed to working capital. 
This argument rests on four main assumptions: (1) Money and credit are 
essentially different in nature (“Credit . . . means the power to command 
goods. and services without actually possessing money”), and therefore 
banking “is regarded as a means of offsetting or clearing claims expressed 
in money.” Money is not recognized as such “until it has been so designated 
by constituted authorities as standard money or legal tender.” (2) The 
liquidity of the banking system is seriously endangered if the banker departs 
from the narrow path of “eligible paper” as once conceived. (3) Any other 
type of asset is too risky and unsound. And, (4) “. . . credit which is ex- 
tended on the basis of capital goods has an inherent tendency to cause 
fluctuations in the level of prices.” 

The fundamental error in Mr. Willis’s arguments may be stated as follows. 
No bank asset, no banking system, in fact, is “sound” or “liquid” in and of 
itself; nor is any business concern or government security. The determin- 
ing factor in each of these cases is and must be the level of national income, 
and, even more important} the level of national income anticipated in the 
future. 

This vitally important consideration is never given adequate attention 
in Mr. Willis’s book. No form of money, no matter how it may be designated 
by issuing authorities, can retain its value unless it functions in a healthy 
economy. And similarly, bank credit cannot function unless there is enough 
confidence in the economy as a whole for depositors to entrust their funds to 
the banks and for one man to accept another’s check. The soundness of the 
banking system does not depend upon the maturity date of its earning assets 
or necessarily upon the goods and services on which those assets are based; 
it depends upon a stable and high level of income and upon an environment 
in which sudden depreciations in the value of bank assets will not occur. 
Under such conditions liquidity is of secondary importance, and the banks 
need only maintain sufficient liquid resources to meet normal cash demands of 
depositors and customers. Thus there is nothing inherently unsafe in a term 
loan, if the borrower has good earning prospects and the future’ is fairly 
certain and bright. Finally, we all understand enough about inflation by this 
time to know that an expansion of bank credit based on capital goods results in a 
rise of prices only at full employment, such as wartime, when the output of 
consumer goods cannot keep pace with the enhanced demand arising from 

_that bank credit expansion. 
If these counter-arguments are accepted, it then appears that a much 
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broader concept of commercial banking is possible. Any activity. of the 
banking system which promotes prosperity by that very process serves to 
maintain the soundness of the banks. If the banks help to meet the demand 
for capital goods, the resulting rise in the level of investment will increase 
employment and income, thus supporting the value of bank assets. If the 
banks purchase government securities to finance a program of deficit spend- 
ing—carried on to compensate for a deficiency of private spending—the 
banking system will retain its soundness because the economy will function 
at a higher level of income and employment. 

This is not to say, of course, that the banks should make unsound or 
unnecessarily risky loans; they must under all. circumstances avoid extending 
- credit to borrowers who would be a poor bet under any conditions. But the 
criterion of soundness should be applied more to individual loans and less to 
any broad category. It is also of obvious importance that the banking system 
and its depositors must be protected by such techniques as deposit insurance 
and a vigorous central bank which stands ready to support bank assets in 
the eventuality of a crisis. The banks can function only in an environment 
of confidence, and these procedures serve to create and maintain confidence. 
But it must be realized that an economic crisis does not result from the 
nature of bank assets; it arises from a decline in the prospective rate of 
profit and the subsequent cessation of capital building activities. When that 
occurs any banking system would be in serious danger of collapse. It is there- 
fore incumbent upon the banks and the monetary authorities to see to it 
that the banks operate in a manner which will support the marginal efficiency 
of capital and the total volume of expenditure in the economy. 

Three chapters of Mr. Willis’s book, aside from those subsumed in the 
above discussion, are of particular interest, His opening chapter, a summary 
of the antecedents of contemporary banking functions, is extremely valuable. 
Chapter VII, which is concerned with the changing character of commercial 
banking, ably traces the revolution in the nature of bank assets since the 
end of World War I. The chapter on bank capital not only emphasizes some 
important facts frequently disregarded by many of us, but also makes some 
provocative recommendations for public policy. 

PETER L. BERNSTEIN 

Washington, D.C. 


Accounts Receivable Financing. By Raymond J. SAULNiER and Nen H. 
Jacosy. Finan. research prog.: stud. in bus. finan. (New York: Nat. 
Bur. Econ. Research. 1943. Pp. xv, 157. $2.00.) 


This volume is one of a series of studies in business financing, published 
under the financial research program of the National Bureau of Economic 
Research. As such it is naturally largely a factual record of this type of 
financing, amply supported by available data. Estimates are presented when 
the data are not adequate to permit exact conclusions. 

The study is divided into seven chapters. Chapter I is concerned with the 
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development of accounts receivable financing. This type of financing is 
defined and it is noted that the study is confined primarily to the financing 
of “open accounts receivable as distinguished from the financing of instalment 
notes receivable” (p. 17). The distinction between factoring and non‘notifica- 
tion receivables financing is then made clear. Factors buy receivables “without 
recourse,” and the debtor is notified that payment is to be made to the factor 
directly. In non-notificacion financing, the debtor is not notified. This type 
of financing is the type usually performed by commercial finance companies 
and the commercial banks. Here the accounts are sold or assigned “with 
recourse” on the seller of the goods. He takes the risk of losses and returns 
of merchandise and the buyer of the goods pays him rather than the finance 
company or the bank. oad 

Factoring is a business of long-standing, while non-notification financing i is 
a relatively recent development, especially with the commercial banks which 
have turned to this type of business in recent pre-war years, partly'to assist 
customers whose credit_standing was somewhat questionable and partly to 
put to use idle excess reserves. 

Subsequent chapters deal with the volume of receivables financing, institu- 
tional facilities for handling this type of business, the characteristics of 
clients, credits and associated services, policies and procedures, and charges, 
expenses and profits. These chapter headings are in large part SUETA: ' 
Only a few items will be singled out for further comment. 

Although estimates of volume of business for factors are given: back to 
1928, attention will be given only to the 1941 figure, which amounted to 
roughly 1.15 billion dollars. Major finance companies are estimated to have 
done 466 millions of business in the same year. Loan balances outstanding 
for commercial banks at the end of 1940 were 118 millions. Adjusting this 
figure for 1941 would bring it up to about 135 millions. This, however, is a 
year-end figure, Total volume for the year was probably close to 952 millions. 
In other words, for all three types, total 1941 receivables financing was in 
the neighborhood of 2.6 billion dollars. This amount, while substantial, is 
naturally small in relation to total business loans. 

On the investigation of credit risks, it should perhaps be noted that 
factors have to be more exacting than the non-notification financers since 
they take the risk of loss. 

In the past the factoring companies have dealt largely with the textile 
industry, while the commercial finance companies and the banks have a 
more diversified list of clients. Some factors recently, however, have entered 
_ a wider field. , 3 

In conclusion, it should be pointed out that the study under review is a’ 
valuable one to students of finance. The National Bureau’s studies i in various 
specialized types of business financing, information on which has been, at 
least to a large extent, unavailable, have been and will be a real, contribution 
to students interested in the financing of business enterprise. 

FREDERICK A. BRADFORD | 

Lehigh University 
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Business Finance; Insurance; Investments; Securities Markets 


College and University Investments and Income, 1925-41. By J. Harvey CAIN. 
(Washington: Am. Council on Educ. 1942. Pp. v, 29.) 


If-you were the financial officer of a college or university how would you | 
invest its endowment funds in these years of great economic and social change? 
_This is the prime question answered by the latest publication in the financial 
series sponsored by the American Council on Education. Commencing in 
1937, the Council began publishing selected reports of its committees and ` 
studies of its staff. The publications were grouped in several series each dealing 
with different problems of American educational institutions. Series III com- 
prising the Council’s Fnancial Advisory Service treats with the problems of 
finance. Twenty studies in all have been issued to date, covering college and 
university financial practices and problems. Included among them are studies 
of educational finance, accounting methods, business organization, inventories 
of plant assets, real property depreciation, and investment experience. 

The Council’s publications devotetl to a statistical and interpretative review 
of college and university investments and income are particularly valuable. 
The latest of these, prepared by J. Harvey Cain, former director of the 
Council’s Financial Advisory Service, covers the 16-year period 1925-41. Here, 
concisely packed in 29 pages, is the investment experience of various groups 
of educational institutions widely distributed about the country, The story 
told by the figures is a significant one. It will be of interest not only to college 
financial officers but to all who are interested in the administration of institu- 
tions in many fields whose common problem is where and how to get the 
best results out of investment funds in these days of precarious finance- 

Colleges and universities invest the bulk of their endowment funds in four 
major fields: bonds, stocks, mortgages, and real estate. Investments in plant, 
loans to other funds, and miscellaneous‘ commitments make up the balance 
of their portfolios. What general trends emerge from this 16-year experience, 
‘particularly from the influence of the great changes in the last decade? 
Holdings of bonds and mortgages have decreased while investments in stocks 
and real estate have increased. The movement from bonds to stocks seems 
to be fairly general in the holdings of utilities, industrials, and rails. While 
slight increases have been made in holdings of preferred stocks, by far the 
greatest increases are in the common. Purchases of federal government bonds 
are rising, but the condition is probably too recent to provide settled data 
on the full state of affairs. As shown in other studies and confirmed in this 
one, the average rate of return on endowed funds dropped to its lowest point 
in 1932, which is generally considered to mark the bottom of the Great 
Depression, But as between 1939 and 1941: a slight fractional gain in the 
average rate is registered, the figure rising from 4.03 to 4.07 in the yield. 

The uncertainty of the times ‘is not only reflected in the turn from one 
type of security to another, as from bonds to stocks. It also shows up in the 
genera] make-up of the entire portfolio. Here, despite some unusual cases of 
heavy concentration in one field, there is a clear tendency toward diversifica- 
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tion of holdings. The trend is much more pronounced in institutions with . 
smaller funds to invest, but even the larger investors are moving in the same 
direction. So long as uncertainty clouds the business picture, large and small 
investors alike are trying to avoid being caught with all their eggs. in one 
basket. 

More selectivity, too, is being made of particular types of investments, with 
a view toward steering the financial ship clear of dangerous rocks and shoals. 
“War babies” are obviously being avoided; and while considerable money is 
going into common stocks, there is a feeling that increased taxation will 
make such investments a poor hedge against inflation. Indications are that 
companies dealing in foodstuffs, clothing, essential commodities, and jnatural 
resources are being increasingly favored as sources of investments, as are 
companies with a record of good management and lighter tax burdens. In- 
vestors are trying to anticipate, presumably to avoid, enterprises which are 
likely to become government monopolies, such as transportation and other 
public service companies. There is a tendency toward shorter-term maturities, 
and the uninvested cash position of most institutions is at a sen higher 
level. 

Aside from these general trends, no clear pattern of investment practice 
emerges from the 16-yeat experience so admirably set forth in this study. 
This is confirmed in the tables as well as by the widely different views 
expressed by financial officers and quoted by the author. General diversifica- ; 
tion, broad shifts in types of investments, and more careful selectivity of 
particular investments in keeping with the nature of the times seem tọ be the 





only guiding principles in a day when “there is neither chart nor compass S 


for the investment manager.” 

In selecting these guiding principles or patterns of investment practice, the 
financial committees of endowed institutions are exercising sound investment 
procedure. It is suggested, however, that financial committees might well 
consider and give greater attention to the matter of timing in their investment 
practice. Good results have long proved to me that knowing when'to buy ~ 
is just as important as knowing wha to buy, This means that portfolios can- 
not be left inactive’ for very long periods of time. They require frequent 
appraisal and almost constant corrective action. Expert investment ‘counsel 
and vigorous and experienced committees will have to replace those of the 
formal type if institutional endowment funds are to weather the storms of 
tumultuous times, 

ROMAN 5: GORSKI 
Washington, D.C. l i 


Public Control of Business; Public Adinisistvation 
National Defense and War 


; 
Price Control —The War Against Inflation. By Err T. H. E and 
others. (New Brunswick: Rutgers Univ. Press. 1942. Pp. x, 171. $2. 50.) 
This book consists primarily of four short essays on price-control practice 
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in as many foreign countries. There is one such essay on Sweden by Erik 
_ T. H. Kjellstrom of Rutgers University, one on England by Gustave H. 
Gluck, formerly with Unilever Ltd., another on Canada by Ivan Wright of 
Brooklyn College, and finally one on Switzerland by Per Jacobsson of the 
Bank of International Settlements. Mr. Kjellstrom appears to have been the 
organizing spirit of the undertaking and is also responsible for a brief intro- 
duction. As a whole the work is descriptive rather than analytical while the 
style is seldom technical and even occasionally popular. The pieces on Sweden 
and Canada each include statistical appendices providing a sketchy but useful 
factual outline of the. national.economy in question. The lack of an index i is 
not serious. 

The choice of couritries considered is on the whole a happy one because of 
the diversity of their circumstances. Thus Sweden and Switzerland, as neutrals 
with relatively small preparedness programs, have had less to fear from a 
rapid expansion of the monetary supply, due to unbalanced budgets and bank 
borrowing, than have such belligerent nations as England and Canada. The 
problem of Sweden and Switzerland is that they have been within the lines 
of the allied blockade since the beginning of the war, and that, since the in- 
vasion of Norway and the complete occupation of France they have, respec- 
tively, been engulfed more than ever within the German economic sphere. 
Even while they still had limited access to transatlantic trade, the shipping 
shortages and increased marine insurance rates caused a diminished volume 
and higher price of imports; and this, in turn, has exercised an upward pres- _ 
sure on Swedish and Swiss price levels. The effect of the blockade has also 
been to render the remaining European neutrals dependent upon German- 
controlled sources for many important materials and products, Accordingly 
it has no longer been necessary for Germany to export, as she did in pre-war 
days, at prices considerably below those exacted at home. 
` On the other hand, the threat of inflation to England and Canada comes 
from the fact that only about half their economic efforts are devoted to 
civilian consumption and that their unbalanced budgets are largely being 
financed from inflationary sources. The English problem is, however, in some 
ways radically different from the Canadian in that Britain is accustomed to 
import the bulk of her food and a substantial portion of her raw materials: 
accordingly the British, unlike the Canadians or ourselves, are influenced by 
shipping costs and price policies in supplying markets overseas. 

- Nonetheless, one cannot help wishing that there had been some descrip- 
‘tion of German-control measures. An account of the German experience would 
be of especial interest because the price controls in that country are, besides 
being in part like our own, of longer duration and wider scope than those of 
. the nations actually considered, and their unfolding consequences are more 
replete with warnings to ourselves. Although-there is necessarily some over- 
lapping in the Swedish and Swiss accounts because of the substantially similar 
` situations in which these two nations find themselves, this duplication is in 
part offset by the diversity of authorship and regulation. 

A reading of these four descriptive essays reveals many interesting com- 

_ parisons and contrasts among the administrative programs of these four 
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nations and our own, Much of Swedish price control is ostensibly voluntary. 
This has probably been possible because the government has all the necessary 
powers lurking in the background, the trade associations are large and well 
disciplined, the state has a few but strategic monopolies, and foreign: trade is 
closely supervised. There is, moreover, a heritage of explicit price. control 
over various utilities and many agricultural products. 

The British anti-inflation drive has been notable for drastic taxation, cen- 
tralized bulk buying by the government in foreign markets on favorable 
terms, bonuses for the cultivation of land previously unploughed and 
subsidies so that the retail prices of bread, milk, meat, flour and bacon can 
be held at the levels of December, 1939. 

Canadian controls, precursors of most of our own, differ from the other 
countries discussed in this book in that they have taken the form of ‘an over- 
all ceiling on retail prices charged by individual sellers during a historical 
period (September 15 to October 11 of 1941). In addition, there has been a 
wage “freeze,” and explicit provisions have been promulgated for tying wage 
and price levels together by means of a “cost of living bonus” which is cal- 
culated with reference to the wholesale price index of the Dominion Bureau 
of Statistics. Canada has also had rent control and the “roll back”; but when 
the latter has threatened to cause a falling off in production, a subsidy has 
occasionally been granted either the producer or processor, 

Switzerland, like Sweden, has in general followed the policy of ‘allowing - 
wage increases approximating one-half of the estimated increases in’ the cost 
of living. The Swiss federal government has refrained from subsidizing home 
production but has paid some of the cost of imported wheat and feed. There 
has, however, been a powerful agitation for milk subsidies by the, ‘domestic 
dairy interests. 

In the main, the Swiss and Swedish governments have faced the ack that 
the rising price levels are largely due to foreign circumstances outside their 
control, and, for the most part, they have confined themselves to limiting 
profiteering, preventing purely speculative business, and adjusting the prices 
of many goods to their new costs of production or importation. In all four 
countries the officials realize that heavy taxes and personal savings are an 
indispensable part of any successful program against inflation. The important 
functions of the price mechanism- seem to be most clearly recognized in 
Switzerland and most completely overlooked in Canada. 

Although the primary object of this book is descriptive, it is a little dis- 
tressing to note the poverty of the analysis. This complaint applies most to 
Kjellstrom and Wright and least to Gluck and Jacobsson. One sometimes gets 
the impression that economic efficiency is of no consequence and that the only 
possible object of public control is to prevent prices in general from rising. 
That subsidies can be inflationary in their effect is overlooked. That ration- 
ing can be wasteful because it may lead to a malallocation of personal ex- 
penditures and national resources is ignored. That a high price may increase 
production and slow up use is too often forgotten. 

It would have been reassuring to find greater recognition of the! fact that 
price levels (real value of money) can perhaps best be controlled’ through 
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fiscal devices and that the object of regulating: price relations (guidance of 
production and consumption) is not to perpetuate obsolete patterns of the 
past, or even to imitate belatedly what free markets would have effected of 
themselves, but rather to “head off” prospective surpluses and deficits. . 

Both persons interested in comparative economics and specialists in price 
control should find this an interesting and worthwhile book, providing they 
are uninterested in the incidental theoretical problems or are ignorant of re- 
cent economic events in Sweden, England, Canada and Switzerland. Many 
persons, including this reviewer, can satisfy one of these requirements. Ac- 
cordingly this work may prove to be a popular publication. 

STEPHEN ENKE 

University of California 


The Federal Power Commission and State Utility Regulation. By Ropert D. 
Baum. (Washington: American Council on Public Affairs. 1942. Pp. xi, 
301. Cloth, $3.75; paper, $3.00.) 

` Briefly stated, the purpose of Mr. Baum’s study is “to examine one sphere 
of the external administrative and jurisdictional relations of a Federal com- 
mission, that concerning its relations with the states.” The selection of the 

Federal Power Commission is appropriate because the several phases of its 

congressional development changed the character of the relations and the 

effect could be observed. While the author treats the intergovernmental rela- 
tions primarily from the viewpoint of the F.P.C., balance is maintained by 

presenting the views of state commissions and their exponents. j 

In the period beginning in 1920, the Federal Power Commission was little 
more than a glorified interdepartmental committee composed of the. secretaries 
of war, interior, and agriculture. It was the congressional product of a long 
controversy between conservationist and private power groups over federal 
control of water power projects on navigable streams and in the public domain 
and national forests. In this period the Commission had very limited funds, 
its personnel was borrowed from the three departments, and its authority was 
comparatively limited in scope. 

In the period after 1930, the Commission was placed on a better founda- 
tion. Reorganization provided full-time commissioners and a permanent staff 
of which approximately one-third is now in field offices. Its authority has been 
extended to cover interstate electric power, natural gas, flood control, and 
special surveys of national interest, as well as specific assignments and emer- 
gency situations. Moreover, much of this authority has been’ clarified by 
adjudication of the United States Supreme Court. 

The attitude of Commission and of states is tempered by the scope of 
Commission jurisdiction and by judicial recognition of Commission authority. 
In the earlier period the Commission used a gloved hand in its contacts with 
the states although it maintained a firm stand on principles, For their part 
the states sometimes codperated, sometimes actively opposed, and many times 
were not interested in what the Commission was doing. In the recent period, 
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the attitude of the states seems generally to be one of more favorable accept- 
ance of Commission coöperation, but there are notable exceptions. A 

Jurisdictional disputes were often triangular: federal commission, state | 
commissions, and companies. Companies claimed state jurisdiction before the- 
federal commission and federal jurisdiction before the state commissions. State 
commissions did not want their prerogatives preémpted by a federal commis- 
sion, while the federal commission could not delegate its responsibilities to a 
state commission. In addition to an assertion of “state’s rights,” state com- . 
missions are prone to consider problems from the sole viewpoint of state 
interests, which may conflict with the interest of neighboring states or with 
the national interest. The necessity of the broad national viewpoint condi- 
tioned the Commission’s. judgment not only in jurisdictional disputes but in 
other regulatory activities. The F.P.C.’s administrative practice of notifying _ 
states of all applications and other matters in which the states may be in- 
terested has tended to minimize friction and to promote collaboration. The 
requirements of company compliance with state regulations and of the inter- 
change of state and federal application material have also contributed to 

_better relations. 

Several activities of the F.P.C. are outstanding in their influence upon state 
regulation. Probably the most important is the development and sponsorship 
of a uniform accounting system for utilities, with carefully defined accounts 
which leave little leeway for misunderstanding or manipulation. As the funda- | 
mental basis for practically all regulatory control, accounting must be care- 
fully prescribed, accurately followed, and uniformly maintained. Under the 
Federal Water Power act of 1920, the Commission was obligated to deter- 
mine the actual legitimate original cost and “net investment” of licensed 
projects to be used in rate making and in other license provisions. Since eni- 
phasis was placed upon original cost, the Commission could not delay its 
determination without undue risk of loss of original records. State commis- 
sion accounting requirements were not restricted as is the F.P.C. require- 
ment, and therefore the F.P.C. prescribed its own system of accounts. The 
maintenance of two sets of books, one for state and one for federal regulatory 
control, was wasteful and the F.P.C. endeavored to work out a uniform sys- 
tem with state commission representatives. Depreciation and original cost 
entries were the principal points of disagreement. 

While some progress had been made toward a single uniform accounting - 
system in the numerous conferences and negotiations between federal and 
state commissions beginning in 1921, it was not until the act of 1935 extended 
federal authority over a large number of companies that definite results be- 
gan to appear. In the preparation of the adopted system the state ‘commis- 
sions worked closely with F.P.C. A Supreme Court decision upholding the 
Federal Communications Commission accounting system, which was almost 
identical with the F.P.C. system as to original cost, quieted the opposition of - 
public utility companies. The F.P.C. system became effective on January 1, 
1937, and the F.P.C. estimated that, on the basis of assets and revenues, com- 
panies representing more than 90 per cent of the electric industry were re- 
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quired to use it. A uniform system for natural gas companies was adopted in 
November, 1939. Whether the accounting systems continue to function in 
the future will depend upon the continuation of the codperative relations be- 
tween states and F.P.C. 

Other activities of the F.P.C. having far-reaching influence upon ‘state 
regulatory control are the rate control of licenses and the preparation of com- 
parative statistics on rates and costs of utilities throughout the United States. 
Statistical material of this nature gives consumers, utilities, and regulatory 
-commissions a basis for judging the efficiency of utility operation and of 
regulatory control. As another aid to states, the F.P.C, lends its staff of ex- 
perts to state commissions. 

In closing the gaps in regulatory control over the interstate movement of 
power and gas, which had been held to be outside state jurisdiction, the 
F.P.C. has been given certain functions in the intercorporate relations of 
utilities, While some of the functions overlap similar state functions on intra- 
state facilities and services, relatively little friction has occurred. What con- 
flict has arisen has been mostly over mergers. Statutory limitations on the — 
Commission’s authority in favor of state control prevent many difficulties 
which might arise otherwise. 

An illustration of the codperation of the F.P.C. with state commissions is 
an Associated Gas and Electric subsidiary investigation by the Pennsylvania 
Public Utility Commission which eventually led to the reorganization of the 
Associated system. Efforts of the state commission to examine records relat- 
ing to holding companies’ charges against operating subsidiaries were circum- 
vented by the removal of the records beyond the jurisdiction of the state. 
. The F.P.C., having national jurisdiction over interstate operations, could 
and did prevent such evasion. 

This thorough, readable study ends with suggestions for the improvement 
of F.P.C.-state relations. Further collaboration could minimize “overlapping” 
of work which the author carefully distinguishes from “duplication.” Through- 

-out the study, the state viewpoint is treated objectively and references are 
freely made to sources dealing primarily with state and utility viewpoints, 
E. ORTH MALOTT 

Washington, D.C. 


Industrial Organization; Price and Production Policies; 
Business Methods 


Economics of American Industry. By E. B. ALDERFER and H. E. Micar. 
(New York: McGraw-Hill. 1942. Pp. xv, 566. $4.00.) - 

This book, the authors state, represents the revision of mimeographed 
material which has been used by them in courses at the Wharton School of 
Finance and Commerce. Its purpose is to present an introductory survey of 
the principal manufacturing industries in the United States. The reviewer 
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has found it generally a model text which attains in a rare degree its purpose. 
‘In outline, the book is divided into nine parts entitled: The Plan of Study; 
The Metal Industries; The Metal Fabricating Industries; The Nonmetallic 
Industries; The Chemical Process Industries; The Textile, and Allied In- 
dustries; The Apparel Industries; The Food, Liquor and Tobacco Industries; 
and The Changing Pattern of. American Industry. Each section covering 
groups of industries contains chapters surveying specific industries. These 
chapters represent a skillful blending of a discussion of technical processes 
and economic characteristics. The allotment of space differs, depending on 
the- importance of the industry, although no uniform standard apparently 
was used to measure their respective importance. The automobile industry 
is surveyed in twenty-three pages, whereas fifty-six pages are devoted to iron 
and steel. Somewhat less space is given to the aircraft than to the woolen 
industry. The authors have included pottery, a relatively unimportant in- 
dustry, yet omitted the farm machinery, business equipment, electrical 
equipment and appliance industries, which are not only significant in volume 
and invested capital, but in many respects typify American manufacturing. 

Generally, the plan adopted is to discuss the significant facts under three 
major headings: (1) the place and structure of the industry in the economic ` 
order; (2) the historical development of the industry; and (3) the competi- 
tive aspects of the industry. 

A book of this character may easily become a compendium of useful infor- 
mation at the sacrifice of interest. The data here are authoritative and well 
selected, and the authors have managed to avoid making the book look like 
a series of excerpts out of the Statistical Abstract or the census reports, with 
a little pale interpretative comment thrown in. 

Throughout the volume; there is an attempt to break down aggregate 
statistics to meaningful per unit ratios. For instance, the capital requirements 
in the cement industry are set forth on the basis of the per barrel requirements 
for a modern plant (p. 180), and the ratio of cement to total costs of various 
projects is shown (p. 185). 

Economic and social implications are not neglected. In discussing the 
automobile industry, it is pointed out that the great cyclical swings represent- 
ing variations in production and sales rather than in use constitute, in effect, 
changes due to the public’s increase and decrease of unused passenger car 
mileage. They add: “And, in the future, it is not likely that the companies 
will be able to bring costs into line with these sudden and irregular declines in 
sales. Auto workers are now unionized and already have written into their 
collective bargaining agreements provisions that cushion them against the 
adverse effects of slack work. Moreover, costs are not as flexible as formerly 
because of the increased relative importance of overhead. . . . In periods of 
prosperity earnings will have to be shared to an increasing extent with the 
tax collector and the workers. Accordingly, it is unlikely that the future of 
this industry will be as profitable as its past.” 

Earnings in the shoe industry are not as favorable as the authors indicate. 
The five leading companies whose results are used are hardly representative 
of the industry (p. 408). In the light of the emphasis given to the pattern 
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of competition—an emphasis altogether proper and set forth with a keen 
understanding of industrial practices—the significance of the congeries of 
products produced by many of the large corporations should have been 
considered as a.factor of importance. 

The chapter on the chemical industry suffers from brevity. It is questionable 
that the relative absence of bonds or preferred stocks in the capital structure 
of leading chemical companies has been due to the reasons assigned, ż.e., high: 
rates of obsolescence and depreciation, large research programs, etc. (p. 255), 
since no consideration is given to the high average rate of earnings on 
invested capital. The fact is that the important companies have a good rate of 
turnover and have been able to obtain funds for expansion through reinvest- 
‘ment of earnings or the sale of common stock. The source and disposition of 
funds, the changes in the capital markets and in the use of bank credit might 
well have been included to round out the treatment of profits and the 
financial aspects of industry. 

The authors write clearly and have been able to sum up their views neatly 
without finding refuge in qualifying clauses so as to leave a thoroughly safe 
and flat statement. The bibliography is evidence of the varied sources of mate- 
rial on which the authors have drawn. The charts and illustrations have been 
selected carefully. The authors have done an excellent job in a difficult field. 
The reviewer knows of no other comparable study which rivals it in the 
combined fund of information assembled, the thoroughness of the analysis and 
the skill with which the background is handled. 

: RUDOLPH L. WEISSMAN 

Philadelphia 


Mining; Manufacturing; Construction 


Employment in Manufacturing, 1899-1939——An Analysis of Its Relation to 
the Volume of Production. By SoLoMON Fasricant. Pub. no. 41 (New 
York: Nat. Bur. Econ. Research. 1942. Pp. xix, 362. $3.00.) 

Supplementing the previous National Bureau report, The Output of Manu- 
facturing Industries, 1899-1937, this volume investigates the changes during 
the past four decades in relationship between manufacturing output and em- 
ployment. It discloses that manufacturing output in physical terms increased 

„approximately fourfold between 1899 and 1937, that employment approxi- 

mately doubled, and that the weekly hours of work per worker decreased from 

60 to 40 hours.- These findings lead to “what is perhaps the most striking 

figure in this report”: “For a halving of the number of workers employed 

per whit of product and a one-third reduction of the working week amounts 
to a decline of two-thirds in the number of manhours employed per unit of 
goods produced. And if improvements in quality of products and savings of 
materials could somehow be worked into calculations, we should find an even 


1 See the study of chemical companies in the Survey of American Listed Corporations, 
published by the Securities and Exchange Commission. 
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greater cut in manhours per unit” (p. 18). These changes are described in 
detail for the major industrial groups and for individual industries.: Manhour 
requirements for automobiles decreased rapidly throughout the period, whereas 
requirements in lumber industries and in locomotive industries actually in- 
creased on the average, Manhour requirements for individual industries and 
for the whole industrial groups are shown to be diverse in different periods 
of time, elements of war, depression and unexplained factors dominating these 
changes in particular circumstances, 

The bearing of capital, prices and costs on unit labor requirements are con- 
sidered and theories of industrial growth and decline are analyzed to throw 
light on the changes in the employment-output ratios. These discussions, al- 
though not as sharply. pointed as they might be and depending perhaps too 
much for clarity upon restatement rather than upon precise and simple 
formulation, are well organized and contribute to the understanding of the 
materials, ` 

The excellent appendices supply a full factual account of the changes and- 
are, in the opinion of the author and the reviewer, the most important part of 
the book. In these is furnished a factual summary of employment in the manu- | 


facturing industries, estimates of aggregate personnel, the number of hours . i 


worked per week, data on the increase of manufacturing capital, and the 
derived indices‘of employment per unit of product and manhours per unit of 
product in the manufacturing industries. The estimates of physical output 
. are those furnished in the previous volume with minor corrections. It should 
be repeated again that these estimates of physical output, combining Census 
materials with the other available evidence and making uniform and con- 
sistent statistics on a basis that gives representation to the new industries, 
represent a great amount of necessary work, and make a real achievement 
for economic and historical research, especially at a time when the demands ' 
for maximum production for war had turned our attention from value units to 
physical quantities. To combine with these data, equally consistent estimates _ 
of employment and manhours stud that crown of achievement. 

The work is not without limitations. The weakest part of the book appears 
in the discussion of the reasons for the changes. The author is willing. to 
admit this weakness and points to the fact that the data on output and em- 
ployment tell only part of the industrial story. The data are limited to manu- 
facturing industries and the causes of change outside of manufacturing are ' 
introduced only as external evidence. Furthermore, the data on output and - 
employment in manufacturing industries do not contain all the information ` 
necessary to explain their relationship. The influence of increasing capital and 
other possible parameters is not considered statistically. The physical counter- 
part is that of trying to explain the relation of pressure of a gas and its 
volume, without consideration to its temperature. The author’s plea of the 
absence of sufficient data on capital changes and the immeasurability of other 
factors must be offset by the complete neglect of the important developmental 
work of C. W. Cobb and P. H. Douglas in attempting to state production 
variations as a result of changes in both labor and capital. 

Other limitations implicit in the data spring from the thinking in terms of 
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particular products to the statistics stated in terms of industries. Output per - 
-manhours is a concept in terms of individual products. The. author has not 
shaken off the confusion between commodity and industry (p. 143): “ 
series cover industries as defined by the Census, that is, they usually apply to 
groups of commodities.” 

The technical work is excellent throughout, although there are some mis- 
statements of interpretation and fact. For instance, in the discussion of rank 
correlations on page 108, the inability of a rank correlation to measure the 
degree of relationship (as opposed to the indication that a relationship exists) 
is apparently overlooked. | 

Some generalizations appear unwarranted. It is stated (p. 20): “In par- 
ticular, it is possible that improvements in quality were least noteworthy, if 
not actually negative on the average, in the period following 1929.” The im- 
provements in automobiles, refrigerators, streamliners and women’s hosiery’ 
might be cited to support the contrary. Moreover, the simple change from 
babbitt to ball bearings in woodworking machinery after 1928 placed new 
machinery on a qualitative level quite distinct from that of the old. Such 
subtle changes may be widespread. ` 

These slight limitations will probably detract little from the usefulness 
of the work, for it is obviously addressed primarily to the economic historian. 
Through Mr. Fabricant’s labors, the task of analyzing the development of the 
American scene should be both lightened and improved by the provision of 
these better factual tools. 

i Wrirram R. Passt, JR. 
Tulane University 


Agriculture; Forestry; Fisheries 


American Agriculture, 1899-1939; A Study of Output, Employment and Pro- 
ductivity. By Harotp Barcer and Hans H. Lannsperc. Pub. no. 42. 
(New York: Nat. Bur. Econ. Research, 1942. Pp. xxii, 435. $3.00.) 

This volume attempts the difficult task of presenting data on the agri-’ 
cultural output, employment and productivity of the United States from 1899 

to 1939, and in a summary chapter to indicate the relative position of agri- 

. culture in our national economy. 

The conclusion of the authors is that total output has been upward during 
the 40 years under discussion, but has fallen in terms of per capita population. 
In a separate chapter the output for individual products is treated, and this 
is a valuable source of reference. The demand side is discussed in connection 
with a résumé of the growth and present status of our knowledge of nutrition 
with statistical data on consumption of calories, vitamins and minerals. There 
has been a decline in the demand for food in terms of calories, a shift to more 
dairy products and “protective foods.” In view of the leveling off of popu- 
lation and the inelasticity of demand for farm products, only a small increase 
in the demand for future agricultural output can be expected. Increased 
demand for farm products for industrial purposes and in foreign trade may 
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affect the situation, as may also government policies, but the authors do not ' 
expect much increase of demand from these sources (pp. 303-12). 

On the supply side, improvements in technology are discussed, Farm ma- 
chinery and especially the influence of the tractor are stressed. The statement 
that in only isolated cases have improved strains of plants increased yields is 
not convincing, even though the yields over the past 40 years are shown in | 
Table 50. Too many factors besides yields per se are involved when figures 
for the entire country are presented. Improvements in animal breeding and 
feeding are discussed in a short section. The statement that “the art of feeding 
did not assume its present role until the exhaustion of the free range posed 
the question of what to feed” (p. 224), is typical of several others, probably 


„due to the authors’ lack of familiarity with American agriculture. In general, 


this chapter underestimates the increase in output attributable to improved 
technology. For instance, no mention is made of the fact that the tractor has 
reduced the number of horses and mules 45- per cent since 1919 and released 
from 35,000,000 to 45,000,000 acres of harvested crops and an equal area of 
pasture for other uses, principally for milk and wheat. 

Unlike industry, where payrolls practically tell the story of employment, 
no such data are available for agriculture. The family, together with the hired 
man, makes up the “employed” on the farm. The authors review the Census 
attempts at solving the problem and accept two criteria: (1) the farmer plus 
adult male laborers, #.e., those above 20 years reporting themselves as engaged 
in agriculture; (2) “gainfully employed” which includes the farmer, hired 
help and unpaid family labor. The authors reach the conclusion that “‘agri- 
cultural employment” reached its peak sometime between 1910 and 1920 and - 
that it was lower in 1940 than in 1900 (pp. 294-95). The number employed 
becomes the basis for calculating the output per worker. Using 1900 as the 
base year, they conclude that the output per worker increased to an index of 
154 by 1939, using the first criterion, and 176 using “gainfully employed.” 
Another section deals with the still more intricate subject of labor require- 
ments for crops per acre or per unit of livestock. In this the authors rely 
principally on the work of J. A. Hopkins. 

The most controversial section is Chapter 8 dealing with the place of agri- 
culture in the nation’s economy. The authors state that agriculture’s share in 
the nation’s realized income shrank from 39.5 per cent of the total in 1799 to 
12.3 per cent in 1937 and the gainfully employed in farming declined from 
72 per cent of the total to 17.6 per cent. They call this a “relative stagnation 
of agriculture” in contrast to the spectacular growth of manufacturing, and 
reach the conclusion that there will be no increase in the number engaged in 
agriculture nor an increase in total output, There is also an implication that 
the growth of manufacturing is the “obverse” of the decline in farming 
(p. 310-14). 

The fallacies are in part pointed out by C. Reinold Noyes (pp. 316-21). The 
reason for the preponderance of agriculture in the early years of our history 
was the presence of a vast public domain. The early farms had to be more or ` 
less self-sufficing, but today the American farmer not only feeds himself and 
sends a portion of his products abroad, but also feeds, clothes and supplies 
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industrial raw materials to sustain about five non-agricultural “gainfully 
employed” and their families. The reason for the “stagnation of agriculture” 
is its own efficiency, even though the less productive half of our farmers pro- 
duce only 11 per cent of the products that enter commercial channels; the 
other half produces 89 per cent and could easily raise the 11 per cent. “Half 
of the farms of the nation are not needed to feed and clothe the non-farm 
people.’”? f 

The statements quoted above illustrate the deceptiveness of treating all- 
agriculture as a homogeneous form-of livelihood, when in fact it ranges from 
self-sufficing and part-time farming to “factories in the fields.” Employment - 
ranges from under-employed, families on the small farms to migrant workers 
. on the “factories”; consequently “output” per worker is likewise unsatis- ` 
factory statistically. f 

Furthermore, agriculture is not the “obverse” of manufacturing; one did not 


_ grow at the expense of the other. Immigrants furnished many laborers, and 


natural growth and the “surplus” farm population the rest. Except locally or 
in certain years industry did not cause a “drift from the land.” 

Since Dr. Noyes criticizes the methodology of the authors, this need not 
be repeated here. While the book furnishes much information, it is not com- 
plete, nor conclusive, and is unfortunate in some of its implications when it 
discusses the place of agriculture in our economy. 

Grorce S. WERRWEIN 
University of Wisconsin 


Economic Geography; Regional Planning; Urban Land; Housing 


The Tennessee Valley Authority—A Case Study in the Economics of Multiple 
Purpose Stream Planning. By Josep S. RANSMETIER. (Nashville: Vander- 
bilt Univ. Press. 1942. Pp. xx, 486. $3. 00.) 

This study in public water resource policy shows itself to be a very crafts- 
manlike job that bears witness to its author’s thoroughness in research, Dr. 
Ransmeier’s book contains a wealth of material:and it is doubly unfortunate 
that its presentation’ makes it difficult in parts fully to appreciate all details. 

` This may be due to the difficulty of completely integrating a theoretical dis- 
cussion with its application to and exemplification by the factors of a specific 
case, i.e., the experience of the T.V.A. 

_The first part of the book is devoted to a description of the T.V.A. program. 
In this context Dr. Ransmeier discusses in great detail the technical aspects . 
of this program and gives a comprehensive analysis of the T.V.A, resale power 
rates, including also the, well-known problem of the “yardstick.” It is espe- 
cially helpful that Dr. Ransmeier, by his objective treatment, shows the true 
Meaning, and the limitations of the “yardstick” concept which, owing to its 
political implications, has tended to obscure any discussion of T. V.A. power 
, policy. - ; 


1y. S: Department of Agriculture, mise. pib no. 256, p. 5: 
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The main part of the book (Part II) is taken up by an analysis of the 
various theories of joint’ cost allocation which are illustrated by figures based 
on T.V.A. data. It gives a most comprehensive picture of contemporary 
thought and practice as regards this problem; in fact, it can be said that the 
discussion would have gained by a more concise presentation. The author ` 
finally comes to the conclusion that no realistic and sensible allocation of joint 
costs in multiple-purpose projects is possible. Hence, allocation as a cost- 
finding technique must fail. In the author’s opinion, however, joint cost allo- 
cation is not an essential prerequisite to sound planning for multiple-purpose 
projects. This is in contrast, for example, to the opinion expressed by the 
National Resources Planning Board in its study, Development of Resources 
and Stabilization of Employment in the United States. In Part III of his 
book, Dr. Ransmeier then proceeds to put forward his own theory of plan- 
ning multiple-purpose projects for water control. As he demonstrates it with 
great technical detail, a proper evaluation of his assumptions and conclusions 
would require a special study of this aspect of the problem. 

In the closing chapter Dr. Ransmeier outlines his program for a codrdinated 
federal water policy and his recommendations for the execution of a national 
water plan. The author discusses with great thoroughness all possible aspects 
of his plan and gives due emphasis to administrative details. It deserves 
careful consideration in post-war planning of water resources. 

Summing up, it can be said that Dr. Ransmeier’s book will be of consider- 
able value to all those who are interested in the T.V.A. as an experiment in 
multiple-purpose water planning, as well as to those concerned with the 
theoretical problems of joint costs and their allocation. 

BERTA ASCH GRUEN 

Washington, D.C. 


The Tennessee Valley Authority—A Study in Public Administration. By C. 
HERMAN PRITCHETT. (Chapel Hill: Univ. of North Carolina Press. 1943. 
Pp. xiii, 333. $3.50.) 

A study in the administration of T.V.A. should be most welcome to all 
students of government, as the T.V.A. occupies a special place among public 
corporations and represents the first large-scale venture of the United States 
Government into the electric power field. But it is to be feared that Dr. 
Pritchett’s study will not quite fill this bill. In his desire to give the reader 
sufficient background on the activities of T.V.A., Dr. Pritchett has leaned 
over backwards and devoted nearly half of his book to a description of the 
T.V.A. program. This is all the more unfortunate since he does not give a 


critical analysis of the program which, in the years since its inception, has 


undergone some changes in scope as well as emphasis. 

The same lack of integrated analytical treatment is noticeable i in the main 
part of the book on the administration of T.V.A. The unique characteristics 
of T.V.A. as a public corporation are not brought out with sufficient clarity, 
while, at the same time, Dr, Pritchett has considered it necessary to relate at 
great length the internal strife between T.V.A.’s first chairman, A. E. Morgan, 
and his fellow directors. It is, of course, true that this feud showed up the 
administrative weakness inherent in a three-man board of directors, but this 
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does not justify a lengthy narrative of the various phases ‘of the struggle, 
complete with quotations from press articles by the feuding parties. More- 
over, here again, Dr. Pritchett’s analysis does not probe deeply enough; he 
makes no mention of the fundamental differences that from the very beginning 
of T.V.A. divided A. E. Morgan and David Lilienthal on the question of the 
principal functions of T.V.A. It also is not very helpful to the reader’s under- , 
standing that the organization and the functions of the Board of Directors are 
discussed without any direct reference to the T.V.A. as a government cor- 
poration with its greater autonomy of action. 

The chapter on Personnel Administration which is used to exemplify T.V.A. 
administration methods is very well written and most informative. It is to be 
regretted, however, that the author has not accorded equally thorough treat- 
ment to other aspects of T.V.A. administration that are of greater importance 
to its program. This is surprising, as Dr. Pritchett, in the concluding chapter 
of his book, shows himself very much aware of the particular significance of 
T.V.A. as an instrument of national policy. It would be easy to take exception 
to some of the statements the author has made in that summary, but this 
review is not the place to argue the real meaning and accomplishments of 
T.V.A. 

In conclusion, it may be said that, the above criticsm notwithstanding, Dr. 
Pritchett’s study has the merit of drawing attention to a successful adminis- 
trative venture of our government by presenting a very ‘readable story of 
some of its many facets. 

BERTA AscH GRUEN 
Washington, D.C. l 


Labor and Industrial Relations 


The Tragedy of European Labor, 1918-1939. By ADOLE STURMTHAL. (New 
York: Columbia Univ. Press. 1943. Pp. xii, 389. $3.75.) 

The author’s explanation of the failure of the European Marxian parties 
runs this way: The labor organizations had too much the character of pressure 
groups and were not enough concerned with the fate of thé community. When 
confronted with governmental responsibilities, the narrowness of the range 
of problems for which they offered constructive solutions became apparent. 
Throughout the whole period of the great depression the European labor 
parties had a social but no economic policy. They had no constructive pro- 
gram for dealing with the economic crisis ‘itself. European labor. was not 
politically mature enough to play a political and constructive part in this 
emergency. It was trade unionism that failed. ` 

These statements are rather sound. But they need some complenient. : 

It is obvious that.pressure group policies are essentially antisocial and 
incompatible -with the operation of a democratic system. They aim at privi- 
leges for various groups of citizens at the expense of the rest of the com- ` 
munity, Thus pressure-group activities must result in a clash of group interests 
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and in a disintegration of the complex of social coöperation. Trade-union 
leaders are, of course, not prepared to admit this fact with regard to their own 
policies. But they realize it very well with regard to other pressure groups, 
for instance, farmers and small business. 

‘It is noteworthy that no economic doctrine ever set forth the view that 
trade unionism could lastingly improve, within the framework of a capitalist 
society, the material conditions of all strata of labor. Marx himself did not 
believe in the blessings of trade unionism. He, therefore, recommended that 
unions change their program radically. They should not aim at higher wage 
rates and shorter hours of work, but at the abolition of the wages system as 
such. But even in the formulation of this program Marx was inconsistent. 
It is one of his fundamental teachings that, although socialism is bound to 
come “with the inexorability of a law of nature,” there is but one way toward 
the substitution of socialism for capitalism, namely, the evolution of capitalism 
itself. For “no social system ever disappears before all the productive forces 
are developed for which it is broad enough, and new higher methods of pro- 
duction never appear before the material conditions of their existence have 
been hatched out in the womb of the previous society.” Thus there is no need 
for pro-socialist parties. A consistent Marxian policy would have to be, as 
Mr. Sturmthal does not fail to suggest (pp. 85-86), a policy of outright 
laissez-faire, It should not hinder in a “petty bourgeois” manner, as the 
Marxians call it, the evolution of capitalism, but rejoice in the hope that it 
will bring mankind nearer to the final expropriation of the expropriators. 

The European Marxians were not faithful to the tenets of pure Marxism 
in fighting capitalism. But unfortunately they were so entangled in the Marxian 
dogma of the class solidarity of the proletarians of all nations, countries and 
races that they were incapable of grasping Europe’s main economic problem. 

With the exception of Russia, all European countries are comparatively 
overpopulated. Natural conditions for production are less favorable in Europe 
than in other, comparatively underpopulated areas. With free mobility of © 
labor there would be all over the world a tendency toward an equalization of 
wage rates (for the same type of work). But as the class interests of labor in 
the comparatively underpopulated countries have succeeded in barring access 
to foreign labor, the differences in wage rates and standards of living are 
perpetuated. Moreover, protectionism on the part of the countries with an 
excess production of foodstuffs and-raw materials brings about a farther 
deterioration in the conditions of European wage-earners. The world is patently ` 
on the way toward autarky of every nation. In such a state of affairs what 
will be the lot of the predominantly industrial countries of Europe, as they 
can neither feed nor clothe their citizens properly out of domestic resources? 

This is the problem which the nationalists of Germany and Italy want to 
solve by the conquest of Lebensraum. This nationalist program is, of course, 
- utterly vicious and unrealizable. But:the labor leaders never ventured to refute 
it and to suggest another solution. They ignored the problem as such because 
_ it did not fit into the. Marxian scheme. Yet, it is quite useless to deny the 
‘existence of a real problem. It was easy for the nazis and the fascists to 
- explode the illusiveness of the doctrines of the. “Left.” They could triumph 


Ba 
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Er there was no intellectual opposition. The parties of the Left clung 
to an ostrich policy. As, thanks to the fifty years of fanatical anti-liberal 
propaganda, the few free ‘traders and true liberals (i.e., supporters of domestic 
and foreign free trade) who remained were without influence. the nationalists 
did not encounter any effective resistance. 

The Marxians were prevented by their economic prejudices from rebutting 
the economic content of the nationalist tenets. But they failed no less in 
debunking that part of their adversaries’ doctrines of which the refutation 
required no economic knowledge at all, but just common sense. An essential 
article in aggressive nationalism’s creed was the firm belief in the military 
invincibility of Germany’s and Italy’s armed forces. The Marxians never 
dared to attack this fable because they were anxious not to offend the chauvin- 
ist feelings of their fellow-citizens. They never openly told the people: You 
are inferior to your prospective enemies; you will never conquer the rest of 
‘mankind; the adventure planned by the ‘nationalists will result in a crushing 
defeat. 

Mr. Sturmthal does not see that his political friends have been overthrown 
by the nazis and the fascists in an intellectual battle. He does not even men- 
tion the fundamental principles of the nationalist program, Like all other 
Marxians, he disregards it entirely. It was this attitude on the part of the 
“Left”? which. made the intelligent German workers, whether they were mem- 
bers of the Marxian or of the Catholic trade unions, sympathize with the 
nationalist program long before these unions were forcibly incorporated into 
the Nazi Labor Front. Daily experience taught these workers that the prob- 
lems which their leaders passed over in silence were the main problems of 
their nation and of their “class.” As nobody told them that there is another 
way out they could not help finding the Nazi slogans persuasive. 

It is a pity that Mr. Sturmthal excluded Russia from the scope of his work. 
Perhaps a treatment of Russian conditions would have brought him to an 
understanding of the difference between Russia on the one hand and Germany, 

. Italy and Japan on the other hand. While Russia can live in economic self- 
sufficiency, Germany, Italy and Japan cannot, This fact alone provides the 
key to an interpretation of European events of the last twenty-five years. 

Mr. Sturmthal gives us fine character sketches of the European labor lead- 
ers; he has succeeded in exposing their mediocrity and inability. These bio- 
graphical notes form the most valuable part of the volume and should be read 
by every economist and historian. However, the author is at a loss to realize 
that not men failed, but philosophies, namely, the philosophy of Marxism and 
that of trade unionism. 

It is unlikely that there will be in Europe, after the defeat of the dictators, 
either a resurgence of Marxism or of trade unionism, Against whom could 
the German, Italian, Polish or Czech unions direct their claims? There will 
be a tremendous shortage of capital, and it will be extremely difficult to find 
foreign markets for manufactures in this age of trade barriers and foreign 
exchange control. Every trade union success will immediately result in an 
increase of unemployment. Mr. Sturmthal is fascinated by the doctrines of 
Keynes and considers credit expansion and heedless government spending as 
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the panacea. But inflation is only a short-run remedy; in the long run, i.e., 
after ‘a few years, it leads to the slump and a deterioration of the conditions 
of the masses. Great Britain, with its foreign assets gone, will hardly be in a 
more favorable position than the Continent. The European industries will have 
but one means to fight the other nations’ unswerving hostility against imports: 
low wage rates. This is a very gloomy outlook. But it is, unfortunately, more 
realistic than the optimistic illusions with which Mr. Sturmthal ends his book. 

`The real tragedy of European labor was that it abandoned economic liberal- 
ism and espoused doctrines essentially detrimental to its vital interests, first 
Marxism and trade unionism and then the desperado philosophy of aggressive 
nationalism. 

LUDWIG VON MIsEs 
New York 


Management, Labor and Technological Change. By Jonn W. Riecet. Repts. 
of the Bur. Indus, Rel., no. 3. (Ann Arbor: Univ. of Michigan Press. 
1942, Pp. vii, 187. $2.50.) 

In this book, Dr, Riegel presents the results of a field study of the experi- 
ence of management and labor with the administration of technological change. 
The study was begun in 1939 by the Bureau of Industrial Relations at the 
University of Michigan. Fifty progressively managed companies in twenty- 
five industries were surveyed during the following two years. In addition, 
three conferences, each attended by twenty business executives, were held at 
the University of Michigan and information about employee attitudes was 
obtained from interviews with 105 employees and union leaders in homes and 
union halls. 

The sample was necessarily small and weighted with heavy manufacturing, 
especially automobiles, but it included enough other lines, such as watches 
and packaged foods, to make it a workable sample. More recent data were 
obtained from union contracts containing clauses dealing with technological 
change, some dated in the spring of 1942. 

The author discusses the problem of technological change, using the cus- 
tomary economic analysis to show the long-time social gains if a competitive 
situation permits these to be passed on to the consumer, and the possible ills 
resulting from monopoly. He then focuses his attention on the immediate 
impact of technological change on management and employee, and discusses 
ways in which the interests of both may be safeguarded in the course of such 
a change. He regards changes as necessary from the point of view of man- 
agement in order to maintain its competitive position, and also to keep its 
staff adjustable. Employees, however, customarily resist technological change, 
because of their fear of unemployment, either partial or full, and because of 
their fear of loss of earnings and loss of social status through dilution of skill, 
These fears have led union leaders in some instances which Dr. Riegel cites 
to block labor-saving changes. Dr. Riegel believes that much can be done by 
educating union leaders as to the importance of permitting change in order 
to maintain the competitive position of the company and thus insure jobs for 
union members over a longer period of time. 
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The author states that there is no- single pattern for easing the impact of 
change, since devices have met with varying degrees of success in different 
firms, but he stresses the general rule of winning employee codperation. 
Throughout he emphasizes the human factor. It is not even sufficient to have 
well-worked out clauses in a contract, if one does not have an accompanying 
spirit of understanding. 

The first step in achieving coöperation when changes are contemplated is 
for management to work out all the details of the planned change so that 
both its technical and human costs are known in advance. Foremen must bé 
“sold” on the desirability of the plan. Conferences with selected members of 
the rank and file prepare workers for change, stop unfounded rumors, and > 
sometimes result in practical improvements in the original plan..In unionized 
plants, union leaders must be kept informed. Particularly it is well to have 
complete understanding in advance as to any contemplated adjustments in 
incentive wage scales. 

To avoid displacing workers, it is recommended that changes be made at ~ 
a time of expanding output, either seasonal or cyclical. This makes it easier 
to assign employees to other work. The author recommends the use of a 
plant-wide seniority rule which will concentrate the displacement on short- 
` service employees. Employees displaced may be given furloughs which will 
retain their seniority rights until labor turnover or expansion of work permits 
their rehiring. Permanently displaced workers may be given dismissal com- 
pensation if the employer’s finances permit. 

In general, the author believes that private industry, rather than a govern- 
mental agency, should have the responsibility for the solution of the problem. 
Government should provide re-training and special aid through the public 
employment service in placing workers unemployed because of technical 
change. The author does not believe special compensation for technologi- 
cal change paid by a state agency is feasible. On the other hand, he does 
not think that employees receiving dismissal allowances from former em- 
ployers should be disqualified for unemployment compensation by state 
agencies. 

The section on union-management cooperation was evidently written before 
there was widespread interest in the Nelson labor-management production 
committees for these are not discussed. However, the author’s sections on 
ways of administering employee suggestion plans and ways of adjusting incen- 
tive wages after technological change would prove of value to members of 
such committees. At the present time these committees are meeting with 
success in many areas. Labor has been codperating, it appears, partly because 
of a desire for greater war production and partly because in the present labor 
market the usual fear of unemployment is no longer present. In the reviewer’s 
opinion, every effort should be made to carry this codperation over into peace- 
time. The devices outlined in this book should prove. helpful to management 
and labor alike in continuing that coöperation. 


Morrison HANDSAKER 
Occidental College 


` 
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The History of ‘Legislation for the Protection of Coal Miners in Pennsylvania, 
1824-1915. By ALEXANDER TRACHTENBERG. (New York: Internat. Pub- 
lishers. 1942. Pp. xvi, 239. $2.75.) ` l 


The’ author -states in his Preface that this volume was prepared while he 
was a graduate student at Yale University, and also that at one time it was 
scheduled for publication by the United States Bureau of Labor Statistics. 
It was published last year as originally prepared for publication some twenty- 

. five years ago, together with an introduction by the late Professor Henry W. 
Farnam. The first two chapters deal with the earlier English mine safety 
- legislation and developments in Pennsylvania prior to 1869. The balance of 
. the ‘volume falls into two larger chronological sections tracing legislative 
developments from 1869 to 1885, and from 1885-1915, respectively. In each 
of these sections the anthracite and bituminous industries are separately 
considered. 

' Despite the fact that it does not carry the story of the development of 
Pennsylvania law beyond 1915, the book offers a unique contribution to the 
history of labor legislation in this country. The author declares in his Preface 
that “no similar study has been published in the intervening years.” Indeed 
it also illuminates a dark corner of our economic history in general. Professor 
Farnam wrote twenty-five years ago: “Pennsylvania leads all of the other 
states of the union in the production of coal, and was the pioneer state in 
legislating for the safety of mines. The genesis of mining legislation in Penn- 
sylvania is, therefore, the genesis of mining legislation in the United States, 
and it is well that considerable attention is given to the question of origins 
in the study.” William Graham Sumner, another great figure at Yale con- 
temporary with Professor Farnam, was of the opinion that the beginnings of 
the social processes were often those of most significance. Mr. Trachtenberg 
has traced to its wellsprings a wealth of source material and has dipped 
therein deeply and discriminatingly. : 

While in some parts highly technical in character, the book will be of inter- 
est to lay readers as well as to specialists. The author comes up with one 
nugget after another for those who have a bent toward the historical in social 
and labor relations. In addition to the consideration of legislation of a protec- 
tive and preventive character relating to the physical hazards of the industry— 
such. as that relating to inspection, timbering, ventilation, mine openings, 
etc.—the author tells of the struggles of the miners for regular cash payments, 
against the truck payment of wages, and the company store. The child labor 
issue, the hours problem, the concern of the miners for the care and relief of 
the injured, and the earlier legislation upon these matters are discussed. The 
legislative history of correct compensation for the amounts actually mined 
and saleable is presented. These and other issues the author has traced through 
the annals of the anthracite and bituminous industry, of the Pennsylvania - 
legislature, of the courts of the state, and of labor organizations. 

Certain things stand out: in particular, the origins of the labor supply by 
which the earlier Welsh and English miners were familiar with the legis- 
lative approach of England to the safety problem; the seasonal movements 
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between the branches of the industry which carried over the experience 
in legislation from the anthracite fields to the bituminous fields; -how the 
demand for legislation was tied up with the development of labor organization 
in the coal fields. Again, the reader cannot but be struck, as was Professor 
_ Farnam many years ago, by the correlation between the impact of catastrophe 
and.the consequent demand for protective legislation, when he remarked, “It 
seems as if legislation for safety almost always required as a condition of its 
enactment the sacrifice of human lives in some great disaster.” The Avondale 
and the Mammoth tragedies loom up as landmarks in the author’s treatment. 

The action of the courts on the constitutionality of the safety laws in general 
` and upon “particular applications, as well as the struggle in the legislature 
and the courts for enforcible and constitutional legislation consistent with the 
then prevailing doctrine of freedom of contract, will arouse in the mind of the 
student of labor legislation many a reminiscent train of thought. Finally, the 
mine inspector, his numbers, his duties, the mode of his selection, and above 
all how he became an active source of suggestion and a personal force for 
improved legislation and improved practices becomes an important figure in 
the author’s text. 

The aggregate picture which Mr. Trachtenberg sketches of the conflict of 
economic, social, and political forces which Played their part in the origins 
of mining labor legislation in es is highly illuminating. 

HERBERT MAYNARD DIAMOND 

Lehigh University 


The Labor Relations Act in the Courts. By Herpert O. Esy, (New York: 
Harper, 1943. Pp. xvii, 250. $3.50.) 


Since the time that the National Labor Relations act was held constitutional 
by the Supreme Court, in 1937, there have been scores of cases in that court 
and hundreds in the Federal Circuit Courts dealing with issues arising in the 
interpretation of that act. This voluminous material is here summarized and 
prepared in extremely appealing and usable form. Cutting through the thick 
foliage of the forest which the mass of the original decisions represents, the 
author (formerly an attorney with the National Labor Relations Board), has 
selected the significant ruling from each decision, and added appropriate 
headings, footnotes, references and.other suggestions, Thus he has made a 
complicated and time-consuming subject easy to grasp. 

The sequence of material is in accordance with the 14 chapters of the law, 
and each begins with background material and the relevant sections of the act. 
The typography and format of the book are so excellent as almost to compel 
reader-interest. 

Thus the labors of the author have produced a volume of inestimable value 
to anyone who needs quick guidance to what is legal under this epoch-making 
extension of federal power represented by the act. The business executive would 
do very well to have it on his desk in order that he may know better his rights 
and obligations; the lawyer will most certainly want it; the labor union off- 
cial will unquestionably profit by it; and the student of labor relations will be 
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among those grateful for having his path cleared to the interpretations of the 
act. a ; 
HERMAN FELDMAN 
The Amos Tuck School of Business Administration, 
Dartmouth College 


Social Insurance; Relief; Pensions; Public Welfare 


Report on Social Security for Canada. Prepared by Leonard C. Marsu for the 
Advisory Committee on Reconstruction. [Sess, 1943, House of Commons 
Special Committee on Social Security.] (Ottawa: Cloutier. 1943. Pp. 145. 
50c.) 


This is the Canadian counterpart of the Beveridge and the National Re- 
sources Planning Board reports on social security. Like so many things Cana-. 
dian, it is something of a cross between the British and the American versions, 
with some native ingredients added. But in general it is more like the Beveridge 
report than that of N.R.P.B., since it plunges promptly into proposals for post- 
war policy, without providing a lengthy analysis of the background of the . 
problem. As in the case of the British report, it is essentially the work of one 
man, Dr. Leonard C. Marsh, who had been Director of Social Research at 
McGill University for some ten years before he became Research Advisor to 
the Dominion Advisory Committee on Reconstruction after the outbreak of 
the war in Europe. The fact that Dr. Marsh had been a student of Sir William 
Beveridge before coming to Canada will suggest further the importance of the 
English influence upon his work. 

Politically the Marsh report is evidently a concession by the Canadian 
government to the prevailing demands for some action on social security and 
a flier to sound out public opinion. Canada has been slow to adopt advanced 
measures of social security and during the first stages of post-war planning 
practically no attention was paid to the subject. But in December of last year 
the Beveridge report aroused tremendous enthusiasm throughout Canada, 
social security became politically important overnight, and Dr. Marsh was 
hastily commissioned to outline a plan for Canada. That he succeeded, with 
the help of few consultants, in turning out a substantial and creditable memo- 
randum in the space of about six weeks (as compared with more than two years 
for the Beveridge report and some three years for the N.R.P.B. report) speaks 
highly for his ability and energy. With the Marsh plan released .for public 
consideration, the government is now proceeding, through parliamentary com- 
mittees, to hold public hearings on social security, and out of this procedure it 
is to be expected that some decisions on ! policy will emerge before long and 
that legislative action will follow. 

The report is a good deal less specific in its proposals than that of Sir William 
Beveridge, but somewhat more definite at many points than the N.R.P.B. 
report. Dr. Marsh says in his Preface that it is designed to set out “the prin- 
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ciples . . . of a comprehensive social security system ... . suited to Canadian 
conditions.” Beginning in the first part with a sketch of social insecurity in 
Canada and the requirements for a national minimum standard of living, he 
develops progressively a set of general proposals for post-war policy, with a 
good many alternative suggestions regarding details. 

The main proposals (or preferences, for many points are advanced very 
tentatively) may be outlined under six headings which follow, the last five 

- representing the social security program proper. 

1. A National Employmeni sis This is needed as the “first positive 
measure in providing social security . . . in the widest sense we must have a 
policy for economic security as well as for welfare security, which is what 
‘social security’ usually implies.” Immediately following the war a federally 
sponsored program of public works and other public investment projects at 
the rate of a billion dollars a year may be necessary to hold up employment. 

2. Supplementary Occupational and Training Schemes. These would be 
needed for semi-employable persons and others not provided with work at 
standard wages under the national employment program or not cared for 
adequately or appropriately by unemployment insurance benefits, Employment 
ón the work projects would be an alternative to unemployment assistance for 
-certain workers and this part of the work scheme would be closely related, 
administratively and otherwise, to unemployment assistance, which would be 
operated by the Dominion Government through the national employment of- 

` fices. However, proposals on the administration of the work projects are not 
very clear, and it is suggested that there may be Dominion, provincial, and 
local collaboration in their operation. Vocational training and guidance training 
facilities would be provided largely by the provincial and local authorities, 
with Dominion support and direction. 

3. Social Insurance. In the narrow sense of cash benefit schemes of income 
maintenance, social insurance measures are proposed to meet the major risks 
to the incomes of the gainfully occupied. The first group of insurance schemes, 
covering wage-earners only, would provide cash benefits in respect of unemploy- 
ment, sickness, maternity, and industrial disability or death. This group, to 
protect against “employment risks,” might be financed by employers’ con- 
tributions, would offer benefits graduated in accordance with wages as at 
present under the Dominion unemployment insurance scheme, and would be 
operated by the Dominion—except for workmen’s compensation, which would 
continue to be provincially administered. A second group of schemes, to cover 
all gainfully occupied persons, would provide flat rate benefits in respect of 
old age retirement, permanent disability, survivors of insured persons, and 
funerals. These plans, to be operated by the Dominion Government, would be 
financed by joint contributions from insured persons and the government. In- 
surance benefits would be designed to meet the needs only of single persons or 
of man and wife, child dependents being cared for rouge a separate system of 
children’s allowances. 

4. Medical Care. A comprehensive system of siiblie medical care for the 
whole population is proposed, to be financed by contributions from the gain- 
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fully employed and from the Dominion and provincial governments, Adminis- 
tration would be (probably) in the hands of the provincial authorities, and 
would be closely related to the existing public health services. 

5. Children’s Allowances. These, according to Dr. Marsh, represent the “key 
to consistency” in a social security system. It is proposed that they should be 
payable to all families with children, whether the breadwinners are earning or 
not, at flat rates varying with the ages of the children. The Dominion would 
operate this scheme and would meet the costs entirely from tax funds. 

6. Public Assistance. A nationally operated and financed scheme of unem- 
ployment assistance is proposed, offering maintenance grants on a means test 
basis for persons who have exhausted their unemployment insurance benefit 
rights and for other employable persons. The existing Dominion-provincial 
system of noncontributory old age pensions should be liberalized and continued, 
to supplement the old age insurance system; and for similar reasons the provin- 
cial mothers’ allowances system would have to be continued, on a modified 
basis, providing grants for mothers but not for children, until the progressive 
development of survivors’ insurance would make it unnecessary. 

No close attempt is made to estimate the costs of this large program. The 
proposals are not definite enough to permit detailed calculations, But it is 
suggested that the social security program, apart from the national employ- 
ment measures, may require expenditures amounting to about one billion . 
dollars a year, or 1234 per cent of national income, with about half of this 
amount to be met by the Dominion Government from tax funds. 

There are some distinctive and very interesting ideas in the report, new to 
social security practice and thinking in North America. The inclusion of the 
proposal for children’s allowances is even more revolutionary than it was in Sir 
William Beveridge’s report, for virtually no study has been given to the subject 
on this continent and it is totally new to the general public. The report breaks 
boldly and refreshingly away from the traditional three-way pattern of social 
insurance contributions and brings out new approaches to the contributions 
problem. 

In the case of the medical care scheme it is proposed that there should be a 
“degressive” system of contributions by insured persons—$26 per year (or 
some such flat amount representing average costs of service per consumer unit 
of single person or family) but not more than 3 per cent of earnings, with the 
deficits in respect of certain persons being made up by employers or by the 
Dominion and provincial governments. 

There is a somewhat similar attempt to steer a middle course between the 
flat rate and graduated approaches to benefits, with flat rates being proposed 
for the “universal” (long-term) risks and rates varied in accordance with nor- 
mal earnings for the “employment” (short-term) risks, Substantial arguments, 
including simplicity of administration, are used in support of this differentiation 
of benefit policy as between the two kinds of risks. There is a very good dis- 
- cussion of the problem of old age insurance replacing old age assistance and of 
alternative devices to operate during the transitional period. 

As might be expected in a hastily prepared report covering so much ence, 
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there are various omissions and loose ends. The problem of integrating the 
proposed new federal services with the existing system of provincial and 
local welfare services is left for later consideration in another report that is 
projected. It is unfortunate that this phase of the total problem has not 
received more attention in the report. For every realist (certainly including the 
` author of the report) knows that a full-fledged national system of social 
security in Canada is impossible without drastic revisions in Dominion-provin- 
cial relations. 

At various points Dr. Marsh suggests that his proposals call for Dominion- 
provincial collaboration in administration or finance, but since he does not 
suggest any formula upon the basis of which this collaboration may be ob- 
tained, an absolutely crucial element in a total plan is lacking. In particular, 
there is no mention of how the provinces are to raise the funds for their con- . 
tributions to the medical care program, a point on which there is almost certain 
to be political as well as financial difficulty. 

The proposal for a national system of unemployment assistance is, in the 
writer’s opinion, very much to be questioned. At least the case for it can only 
_ be made properly if its relationship to and its effect upon the provincial and 
local public assistance services are taken into account, and this has not been 
. done. The problem of administrative machinery, including the difficult question 
of integration of the social security services at the Dominion level, receives but 
little attention. 

But it would be asking too much for all major questions to be dealt with 
effectively in so hurried a report. Unfinished though the job is, it sets forth 
in bold outline a comprehensive social security program for Canada that is a 
good starting point for public discussion and it brings out important alternative 
approaches that call for careful study and consideration. It is sufficiently 
different from the plans now current in the United States to be stimulating and 
suggestive to students of social security in this country and to represent an im- 
portant contribution to the literature of the subject on this continent. © 

Harry M. Cassipy 

University of California 


The Kentucky Poor Law, 1792-1936. By Emit MCKEE Suntey. (Chicago: 

Univ. of Chicago Press. 1942. Pp. lx, 160. $1.50.) 

The Kentucky Poor Law was made the subject of special study because its 
enforcement and administration furnish significant information and throw 
light on the slowness of improvement in the social services. The state adopted 
the county unit of administration, though on several occasions the state made 
direct attempts to relieve cases of poverty. Two stages in the history of the 
poor law are studied, the first closing in 1852 and the second lasting until 
1936. In the first period poorhouses were authorized, cash allowances were 
“occasionally made, and the legislature intervened directly in giving relief. 
Several significant developments occurred after 1852, among them being the 
adoption of family responsibilty for indigents and the Soren of categorical 
assistance programs. 


1943] BOOK REVIEWS ok . AB. 


The chapter on Poorhouse Care reveals a sordid story that might be related - 
for other states as well. After 144 years no substantial progress has been made 
in handling the problem. A law dealing with illegitimacy was passed in 1795. 
Single women, except slaves, might take legal steps to establish the paternity 
of their children. Paternal support was authorized by the courts, but the 
amount was pitifully small, ranging from $20 to'$50 per year. The law was 
frequently amended and in later years the inheritance rights of illegitimate | 
children were extended. The original vagrancy law was crude and its adminis- ., 
tration fantastic, In the early days vagrants were often sold to the highest 
bidder, but the prevailing method of treatment was court trial and jail sentence. 

In 1912 a new law empowered the state Pension Board to grant pensions to | 
certain needy Confederate soldiers or their widows. Then came laws for the 
benefit of the blind, the aged, and dependent widows. The limitations imposed . 
by the laws and the unwillingness of the counties to utilize this new legislation 
left the majority of individuals falling into these classifications uncared for. 

The study reveals an amazing failure on the part of a great state to bring 
its laws and its social service practices into harmony with the standards of the 
enlightened social work of today. Nevertheless, in some respects the state has 
made significant progress. ; 

; GEORGE B. MANGOLD 

‘The University of Southern California 


Consumption; Income Distribution; Codperation 


Economic Theory of Codperation. By Ivan V. EMELIANOFF. (Washington: 
[Author.] 1942. Pp. ix, 269.) 

During the six years of the existence of the Codperative Project of the U. S. 
Bureau of Labor Statistics, its research staff surveyed approximately 30,000 
books, reports, pamphlets, arid magazine articles published in fourteen lan- 
guages, dealing with the codperative movement. To a non-professional student 
of codperatives, this figure may be amazing. However, what was amazing to 
me in directing the Project’s research was the extremely small percentage of 
publications of a really scholarly nature, devoid of promotional aspects and 
emotional reflections, and divorced from those features which unfortunately 
too often characterize amateurish attempts to analyze current socio-economic 
- problems. In this country, where the rapidly expanding codperative movement 
has been attracting ever-growing attention on the part of the public in general, 
the above shortcomings of domestic literature on codperation are especially 
evident and regrettable, Works which. submit the codperative movément as a 
whole to objective and comprehensive analyses are not frequent; and codpera- 
tives do not as yet enjoy that degree of attention in academic circles which 
they certainly deserve. Judged from this point of view, the Economic Theory 
of Codperation is a rare book because of its scholarly nature, unusual because 
of the author’s approach to the subject, and mies because of his con- 
clusions, 
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One of the main problems in any codperative theory is to answer the ques- 
tion as to what a codperative is, since the interpretation of all socio-economic 
implications of codperation depends greatly upon one’s understanding of 
“genuine codperative.” Dr. Ivan V. Emelianoff, a prominent author of many 
books on coöperation in Russian, sets out to seek the answer in the field of 
“economic morphology,” since only analysis of the economic structure of the 

-codperative organization may reveal the true economic conception of the 
codperative. Accepting this as a starting point, he directs his analysis toward 
the examination of a “codperative economic type around which all the actually 
existing varieties of codperative associations are centered.” 

The foundation on which the whole structure of Dr. Emelianoff’s theory is 
erectéd is a concept of. the “enterprise.” Using works of Herbert J. Davenport 
(Economics of Enterprise), Gustav Schmoller (Grundriss der allgemeinen 
Volkswirtschaftslehre), and R. Liefman (Die Unternehmungsformen), the 
author defines enterprise as an “acquisitive economic unit within the competi- 
tive exchange economic system.” The “economic unit” in turn is defined as 
“an economic body admittedly complete and sufficiently integrated for indi- 
vidual existence and independent (in conditions of exchange economy-inter- 
dependent) economic functioning.” Within the existing exchange system such 
an “economic unit” in its acquisitive aspect represents an enterprise, while in 
the spending or wealth-using aspect, it represents a “household.” The concep- 
tion of “economic unit” is of extreme importance for analyzing the codperative, 
since the “economic unit” is actually a common denominator for all existing 
forms of economic organizations, while the science of economics approached 
from this angle becomes “a science of enterprises and households.” “Profit” 
is the only possible form of income in both available forms of enterprise: 
individual or collective. From this standpoint, codperatives are not enterprises, 
since (1) the non-stock, non-profit codperatives as well as associations with 
capital stock (but with no dividends payable on stocks) are deprived of the 
fundamental test of enterprise (income) and are, therefore, not acquisitive 
economic units; (2) codperatives of the Rochdale type are only “covered 
by. the legal robes of a stock company,” which do not correspond to the 
economic nature of codperative associations. Their “surpluses,” distributed 
among the stockholders, are in no sense a real “entrepreneurial income of the 
association,” since they are limited, stipulated and accrued in the association 
exclusively from the patronage of its own members, 

Not being an enterprise, the codperative is a “derived economic P 
It is not a “union of persons” but a “representative body,” where each mem- 
ber is a delegate and a spokesman for his economic unit. It is a kind of an- 
tithesis of enterprise. 

There are three principal channels of economic integration, proceeds the 
author, through an expansion of existing economic units, through their fusion, 
and through coördination of their activities. The outcome of the latter process 
is an “aggregate” of coördinated economic bodies. All the functions of such 
an aggregate are ultimately the functions of the “aggregated units,” and not 
of the “aggregate” itself. Coöperative organizations are “aggregates of eco- 
nomic units.” l 
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- Because of the generally accepted although erroneous assumption that a 
cooperative organization is an enterprise, most of the external structural 
characteristics of codperative associations are ‘misapprehended and misrepre- 
sented” in codperative literature. Thus, “the codperative principle of services 
at cost is nothing other than the manifestation of their aggregate structure: 
as long aś the codperative remains a non-acquisitive aggregate of enter- 
prises or households it cannot act otherwise.” Capital stock of the codperative . 
(share capital) is not an entrepreneurial capital, but an advance by the mem- 
bers, 

As to patronage refunds, the author maintains that the “reverential ap- 
proach” of most codperative writers to the Rochdale Principle of distribu- 
tion of surpluses in proportion to patronage has created only an unsolvable 
economic enigma of codperative “profits” which are distributed in codperatives 
on a presumably more just basis than in capitalistic enterprises. As long as 
the codperative is not treated as an “enterprise,” codperative patronage re- 
funds cannot be interpreted as “profits,” “income,” or “savings.” They are 
simply a “final stage of reckoning between the collective establishment of 
the aggregate and its members on their transactions through codperative 
association,” unhallowed by any piety of Rochdale “Principles.” 

The “religiously obeyed” principle of equal votes is also not a test of 
genuine codperatives. “Despite deeply rooted prejudices to the contrary,” 
equal and unequal voting powers are inherent in codperative associations, are 
compatible with their nature and consistent with their structure. “Limitations 
as to the maximum votes allowable to the individual members reflect only 
the need to check an excessive heterogeneity among the participants,” since 
socio-economic homogeneity is one of the most important prerequisites of 
success in the codperative field, and an overwhelming majority of existing 
codperatives are organizations with distinctly homogeneous membership.. 


“Codperators vote equally because they are for all practical purposes, eco- . 


nomically equal, and not because they strive for economic equality.” , Equal 
voting, being equal in practice, remains proportional in principle, and this 

“most sacred” Rochdale Principle is simply a “deceiving feature in the struc- 
ture of codperative associations.” 

According to Economic Theory of Coéperation, the Rochdale Principles 
as a whole are “corollaries of an aggregate structure of codperative associa- 
tions,” an interpretation which the author admits is “heretical from the point 
of view of traditional coöperation. » 

The term “pseudo-coöperative” is rejected by the author: “as the specific 
term of the traditional philosophy of coöperation” it “should be abandoned, 
since it has not real and defensible economic meaning.” 

As to the productive codperative association, after an analysis of its eco- 
nomic nature, the author comes to the conclusion that it is “a lifeless theoreti- 
cal scheme without any chance of realization in a surveyable future,” while 
from the morphological point of view it is “a distorted conception of enter- 
prises organized into incredible aggregates.” Equipped with the weapon of the 
above outlined conclusions, the author in the last chapters of his book attacks 
“fallacious sociological postulates of the traditional interpretations of the 
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codperative problem”; submits to critical analysis the origin of the orthodox 
doctrine of coöperation and “the glory of the Rochdale store,” which, accord- 
ing to him, cannot claim any priority in the development of this economic 
form (aggregate economic units); discards “time-honored” beliefs that co- 
Operatives reject the profit motive in their work, or have “a soul which is 
hostile ‘to the capitalistic system”; refuses to understand why or how 
“codperative laundries or codperative bacon factories can lead this world to 
its moral regeneration”; and finally denies that any appraisals of coöperation 
` are generally possible; “being economic nonentities themselves, the codpera- 
tives only reflect the character and aspirations of their membership.” 
_ One can take issue with Dr. Emelianoff on many points. First of all, from 
a methodological point of view a plan to erect a framework for any theory on 
-a foundation of concepts which are uncertain and, admittedly, “nearly unused 
in economic literature” always has been a rather hazardous if not a priori 
a hopeless undertaking. Definitions of the concepts of “enterprise” (left un- 
defined by Herbert J. Davenport in his Economics of Enterprise), “economic 
unit,” “household,” “economic aggregate,” etc., more than once required that 
_ the author use concepts which in turn had to be first defined. The author’s 
dialectical skill in this regard is outstanding and his logic is unshakable. And 
yet, the reader may find it difficult to understand the author at times when 
the latter substitutes, probably unconsciously, German and Russian meanings 
of some of the morphological concepts for their English equivalents. 

A similar “socio-philological” mistake takes place in the author’s approach 
to the Rochdale Principles of coöperation. They are attacked because “they 
prescribe the economic behaviour of codperators rather than explain anything.” 
_ The author forgets, however, that although colloquially the word “principle” 
` is used rather loosely, the concept of the term “principle,” being by its defini- 

tion a fundamental truth from which others are derived, always implies an 
element of prescription rather than an element of explanation. It is an original 
faculty; a belief which can be accepted or rejected; an assumption which may 
prove to be workable or not. Hence, Rochdale Principles are nothing else than 
moral opinions and formulas expressing a belief in the desirability of the 
_ equality of people and mutuality; and the ethical necessity to make human 
beings (and not capital) the masters of economic life. 
The ethical Rochdale Principles may have socio-economic implications. 
_ They cannot have, however, any “economic meaning” in that sense of the 
word in which it is used by the author. His failure to see this cardinal 
peculiarity of the Rochdale Principles leads him toward an analysis of an 
actually non-existing conflict between the economic theory of codperation 
and the “traditional” approach toward codperatives. Having brilliantly solved 
the task of isolating the economic aspect of codperatives for the purpose of 
economic analysis, the author forgot that such codperatives, separated from 
-` social relations, are only an economic abstraction having no autonomous 
existence in real economic life. There cannot be, therefore, any conflict be- 
tween an interpretation of codperatives as “aggregates of economic units” 
and “socio-therapeutic” codperatives designated by “apostles of coöperation” 
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. to coördinate, integrate, and reconcile business and social relations. However, 
as the method of approach and terminology used by. the author require such 
elaborate analysis, many readers will miss this point, and, having finished 
the study of the book, will come to the conclusion that Dr. Emelianoff's 
__codperatives are simply an: antithesis of the genuine coöperative. 

Such a conclusion would be rather unfortunate, since the contribution made 
by Dr. Emelianoff toward interpreting the coöperative organization hardly 
can be overestimated. Most writers on coöperation fail to find a method of 
bringing to a common denominator the great variety of existing codperatives, 
especially consumer codperatives and agricultural market and purchasing as- 
sociations. Dr. Emelianoff solves this “unsolvable” task. A single thread ` 
running through all codperative organizations begins to be discernible in 
the process of reading the Economic Theory of Coéperation and turns out to 
be the very backbone of the body of codperation. The author’s survey of exist- 
ing interpretations of coöperation, including classical works of Professors Ch. 
Valenti and M. Mariani (in Italian), F. Oppenheimer, H. Fuchs, F. Staudinger 
(in German), and M. Tugan-Baranovsky (in Russian), most of which are not 
yet translated into English and not known to codperators in this country, makes 
the book an exceptionally. valuable source for study of the coperative theory.. ~ 
The method used to analyze twenty-three typical definitions of the’ coépera- 
tive and of its “essentials” is more than illuminating. If not judged exclusively 
in the light of the author’s final conclusions, the book as a whole is most 
thought-provoking, unique, and deserving of a prominent place in its field. 

V. J. TERESHTENKO 

Washington, D.C. 


Income Size Distributions in the United States: Part I. By the Conference on 
Research in Income and ‘Wealth. Stud. in income and wealth, vol. V. 
(New York: Nat. Bur. Econ. Research. 1943, Pp. xxvi, 131. $1.00.) 

This book presents a compact summary of the most important recent 
studies containing primary data on income size distribution in the United - 
States, together with recommendations for the codrdination of future studies. 
It is based primarily on a series of detailed reports on the individual studies 
written by persons intimately connected with each study and issued as Part II 
of the volume. 

An introductory first chapter outlines the different purposes for which data 
on income size distribution are collected, and discusses the resulting differ- 
ences in definition of income, income receiving unit, and income period which 
are properly to be expected. In chapters 2 and 3, the individual studies are 
examined with respect to basic differences in source, coverage and definition, 
followed by a discussion of the lack of comparability and the deficiencies of ` 
the various series. These chapters provide an extremely useful guide to the 
material in the field, Particularly handy for students are the compact sum- 
mary tables which outline the coverage of the various studies, the items of in- 
come included in each, and the definition of the economic unit used in the. 
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various field surveys. No attempt is made to summarize the statistics them- 
selves since the heterogeneity of the data is such that comparisons of the 
income series from different studies cannot be made without fairly arbitrary 
adjustments to allow for differences in definition and coverage. 

The following studies are included in the survey: Study of Consumer Pur- 
chases, National Health Survey, Michigan Census of Population and Un- 
employment, Financial Survey of Urban Housing, Minnesota Income Study, 
1940 Census of Population, Federal Income.Tax Returns including the special 
studies made of the 1934 and 1936 returns, State Income Tax Returns includ- 
ing the special studies made of the Delaware, Wisconsin and Montana income 
tax returns, Old-Age and Survivors Insurance Records, and Unemployment 
Compensation Records. The volume was prepared before the completion of the 
most recent study containing data on- income size distribution, Survey of 
Family Spending and Saving in Wartime, conducted by the Bureau of Labor 
- Statistics and the Bureau of Home Economics. 

Since the authors confined themselves to studies involving the collection of 
primary data, certain widely used series are excluded, such as the income 
distributions presented in the report of the National Resources Committee, 
Consumer Incomes in the United States: Their Distribution in 1935-36, 
which are’based on income data from the Study of Consumer Purchases and 
from federal income tax returns, and the distributions prepared at the Social 
Security Board based on income data from the National Health Survey. (See 
issues of the Social Security Bulletin for 1939 and 1940.) 

The recommendations outlined in Chapter 4 are designed to reduce the 
heterogeneity of data collected in future studies. It is not suggested, of course, 
that all studies adopt uniform concepts, but that wherever possible each study 
should include information which would make it possible to cross-classify the 
data by certain standard “comparison concepts” with respect to income, in- 
come receiving unit, income class intervals, and income period. In defining 
the “comparison concept” for income, the authors were guided not only by 
theoretical considerations but also by the difficulties and cost of including 
certain items of income, and by the desirability of approximating the definition 
used in federal income tax returns, which represent the best recurrent series 
of income data, i 

The recommended concept for income is the algebraic sum of the following 
items: money wages and salaries from nonrelief activity, earnings from relief 
employment, pensions arising from wage or salary contracts, income from 
independent business or profession, income from roomers and boarders, 
interest and dividends, rents and royalties, and income from fiduciaries and 
trusts. An equally specific comparison concept for the income receiving unit 
is not presented, and, since most field surveys are made in terms of family 
units, the problem of matching the results of such surveys with the recurrent 
data from federal income tax returns remains unsolved, 

Serma F. GOLDSMITH 

New York i ` 
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Population; Migration; Vital Statistics 


The Political Economy of Population. By RADHAKAMAL MUKERJEE. Lucknow 
Univ. stud. (New York: Longmans Green. Pp. xiv, 467. 7s. 6d.) 

Professor Mukerjee’s book is remarkable in that it attempts to deal with the 
population problem from the point of view of so many important fields of 
knowledge. Starting with the concept of the optimum population, he analyzes 
the problem from the ecological, economic, sociological, and military aspects, 
and proceeds to lay down certain laws of population growth on these successive 
levels of analysis. Having derived these laws, the author develops what he calls 
a new idea of the “integral optimum of population” which is based upon a 
harmonious codrdination of all of the optima which he has developed on these 
successive levels. Finally, since the population issue of one country has to be 
harmonized into a world population policy, he proposes a new “political 
economy of population” which he believes will promote peace and lessen some 
of the present causes of injustice and inequality among mankind. 

The author first takes up the analysis on a bio-ecological basis.: All living 
organisms in a region are bound together in a vast, intricate, and interdepend- 
ent “web of life.” He is convinced that the ecology of man closely resembles 
that of animals, The history of man in his migrations, whether due to climate, 
landscape, or disaster, has been one of constant adjustment to the delicate 
balance within a region and to an optimum population. From this extended 
discussion, he draws his ecological optimum. He says that the criteria of this 
- optimum are the physiological vigor or the average longevity of the population, 
and the stability and balance of the region as the ecological base of community 
life. This stability requires what we would ordinarily term a careful “conserva- 
tion of resources.” 

The author next proceeds to build his economic optimum. His critera on this 
level are the maximum per capita income, and the maximum employment of © 
resources in men, materials, and capital. Overpopulation can be judged by the 
total returns per capita, and by an increase in employment at rates smaller 
than the increase in population. 

Finally, the social or ethical optimum of population has for its tests the 
maximum leisure, freedom, and capacity for the pursuit of ultimate values, 
and the maximum social and political security. The social optimum is also 
one which safeguards a nation and at the same time does not foster a war or 
subordinate the standard of living or the personal freedom of the individual. 

The author’s “integral optimum” is an attempt to harmonize and codrdinate 
these various optima. The ecological level may be considered basic, as no 
country can long misuse and exhaust its land and other resources. The social 
optimum in turn rests in a way on the economic optimum, as the pursuit of 
higher values depends mainly upon a satisfactory standard of living. It is pos- 
sible, however, for this to be pushed too far so as to jeopardize health, personal 
values, and security. The social optimum would therefore adjust and correct 
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the economic optimum to attain the highest social values. To accomplish this 
the effects of urbanization, the machine system, congestion, and many other 
_factors affecting the moder family will have to be changed. Crowded nations 
must restrict their population growth and other nations must share resources 
with them before any world optimum of population can be attained. The highest 
and all-inclusive optimum is one consistent with the dignity and freedom of the 
individual, Out of all this, there would arise a basis for both positive and 
negative eugenics. 

This integral optimum, the author thinke-<atfiolieh he admits that it cannot 
be measured on any quantitative basis—should be the basis of a planned popu- 
lation policy. This approach marks a definite advance in population theory and 
a guide to a rational population policy. All countries must then unite in a world 
population policy. Among the proposals put forth by him are the following: A 
more equitable distribution of the natural resources of the world with a man- 
date system for all colonial territory; equalization of economic opportunities 
with reference to raw materials and markets with simultaneous programs of 

. public works; international coöperation on exchange rates and the distribution 
of gold; a world plan for the distribution of population without discrimination 
as to country or race, to give relief to the overcrowded nations; and the estab- 
lishment of a universal minimum standard of living binding on all nations. In 
order to accomplish this, it would be necessary to encourage migration from 
countries suffering from overpopulation and at the same time secure a reduct- 
tion of the birth rate by a program of birth control. The author then proceeds 
to work out a survey and plan for the peopling of the empty lands of the world. 

The reader finishes this long treatise with a shortness of breath, for such an 
array of knowledge covering everything from animal and plant ecology to plans 
for world peace is rare, Perhaps the author has attempted too much. His use 
of optima for population tests instead of any single optimum—for example, an 
economic basis—is not new. Such writers as W. S. Thompson have criticized 
the whole idea of attempting to define an optimum population purely on eco- 
nomic grounds. The author is undoubtedly aware of the criticisms of the 
economic optimum as revealed by the controversies carried on in this country 
and in England; yet he makes little or no defense of his basis of income per 
capita in the light of those controversies, 

Income per capita is due not only to land and natural resources, but also to 
the state of the arts, capital, tools and machines, diet and standards of consump- 
tion, social organization, and perhaps many other factors. The trouble with 
such a basis as income per capita or productivity per head is that nothing is 
really proved by a comparison of these data in two periods of time. A country 
might have a higher income in 1940 than in 1900 and still be overpopulated. 
Income is relevant to capital and technical knowledge. Unemployment is not 
a conclusive test of overpopulation. This factor is so dependent upon the indus- 
trial situation that there could be a high degree of unemployment and yet 
underpopulation. This was brought out in the controversy which took place 
_ some years ago between Keynes and Beveridge as to whether or not unemploy- 
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ment showed that England was overpopulated. How then can we know whether 
or not a country is overpopulated by economic tests? The truth of the matter 
is that we cannot. About all we can say is that a country is not as well off as it 
would be if it had fewer people. Just when a country reaches this particular 
point of the optimum, we cannot say. 

Whatever may be said in regard to the economic optimum as a basis for 
population planning, the author’s general welfare concept of the social and 
ethical optimum is still vague and uncertain. The meaning of such expressions 
as “ultimate values,” “welfare,” or even the ordinary word “poverty” is not easy 
-to explain. Furthermore, it is not at all certain that such values are the same for 
all peoples throughout the world. Population attitudes may rest on superstition, 
family ideals, or religious beliefs, Might someone not say that there should 
also be a “religious optimum”? Certainly nations would differ as to these 
values, and then would all fight for the right to define them. Would Japan or 
Italy, for example, be willing to accept standards of world values and limit 
their present growth? There is also the assumption that a program of birth 
control can be made effective among people with an extremely low standard 
` of living. On the contrary, it has often been found that a higher standard of 
living and birth limitation go hand in hand; where it is difficult to improve the 
standard of living on account of large numbers, any program of birth control 
is ineffective because of the very low standards of living. 


Many statements in this book seem either false or exaggerated. For example, 


on page 336 with reference to Latin America, the author states: “The Latin- 
American countries containing mixed populations and vast unsettled areas are 
relatively free from race and colour prejudice, but the will of the U. S. A. is 
their law.” Certainly the United States does not make the immigration laws for 
Argentina. The truth is that both the United States and the Latin-American 
countries prefer European over Asiatic immigration. On the same page he says: 
“Prior to the last great war there were evident in the U. S. A. the same self- 
admiration of the whites and the glorification of the Nordic as the Great Race 
which have been discernible in Germany during recent years.” Does he mean 
that this was the entire basis of our quota laws? On page 220 he states: “The 
Negro problem in the rural South of the United States is fast becoming nation- 
wide due to the Negro birth rate being higher than that of the whites.” The life 
expectancy of the Negro is much less than that of the whites. Finally, on page 
429, he blames the unequal distribution of world population and resources, the 
exclusive tariff and immigration policy followed by the United States and the 
British Dominions, and exploitation in the old colonies of the British Empire as 
being the “major factors which have contributed to sow the seeds of the Second 
World War.” Does he intend to justify war and the expansion policies of the 
Axis powers? 

It seems that there is one important and significant contribution made by 
this book, and this is the approach to a social problem made on different levels 
of analysis and in different fields of knowledge. Economists who look upon 
economics as an attempt to understand human behavior will welcome it as a 
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contribution bringing out the interrelations between the sciences. Books of this 
character by one author are rare. To doubt that human wisdom is capable at 
the present time of taking the frail reeds of the social sciences and attaining the 
goals set forth by the author is not to detract from the idealism and world- 
_ outlook of his work, Both are sorely needed. American readers will agree with 
much of what is said about the need for a better distribution of resources, 
international codperation, and the necessity for some sort of international 
order. 
f LAWRENCE R. CHENAULT 
Hunter College 
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peace, no, 23. (New York: New School for Soc. Research. 1942. Pp. 18. 25c.) 


MERTENS, J. The law of federal income taxation. 6 vols. (Chicago: Callaghan. 1942. $1.20.) 


- Moutton, H. G. The new philosophy of public debt. (Washington: Brookings Inst. 1943. 
Pp. vi, 93. $1.) 


Ray, J. M. Alabama's state dollar. (University: Bureau of Pub. Admin., Univ. of Alabama. 
1942. Pp. 135.) 


SHERWOOD, J. F. and Niswonoer, C. R. Federal tax accounting. 14th ed. (Cincinnati : 
South-Western. 1943. Pp. 534. $3.60.) 


Smoor, C., Frrepman, M. and Mack, R. P. Taxing to prevent inflation: techniques for 
estimating revenue requirements. (New York: Columbia Univ. Press. 1943. Pp. xii, 236. 
$2.75.) 


STUDENSKI, P. Measurements of variations in state economic and fiscal capacity. Bur. of 
research and stat. memo no. 50. (Washington: Social Security Board. 1943. Pp. 76.) 


Tompxins, D. C., compiler. Income tax collection plans. War bibliogs. no. 5. (Berkeley: 
Bureau of Pub, Admin., Univ. of California, 1943. Pp. 9, mimeographed. 35c.) 


Voornis, H. J. Out of debt, out of danger; proposals for war finance and tomorrow’s 
money. (New York: Devin-Adair. 1943. Pp. 238. $3.) 


Brazilian income tax law of 1942. (New York: Foreign and Internat. Book Co. 1942. Pp. 
103. $2.) 


Budget of the United States Government for the fiscal year ending June 30, 1944. (Wash- 
ington: Supt. Docs. 1943. Pp. A83, 881. $2.) 
Consists of the message of the President, summary and supporting data, detailed esti- 
mates of appropriations, and government corporations and credit agencies, statement of 
cash receipts and expenditures. 


Budget of the United States Government, for the fiscal year ending June 30, 1944, budget 
message of the President and summary budget statements. (Washington: Supt. Docs. 
1943. Various pp. 40c.) 


Budget and Accounting act of 1921: hearings [House Committee on Expenditures in 
Executive Departments], 78th Cong., 1st sess., on H. R. 1610, to amend the Budget and 
Accounting act of 1921. Feb. and Mar., 1943. (Washington: Supt. Docs. 1943. Pp. 248. 
25c.) 


Colorado Tax Commission: thirty-first annual report. (Denver: [Colorado Tax Commis- 
sion. 1942.] Pp. 178.) 
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Commissioner of Internal Revenue: annual report for fiscal year ended June 30, 1942. 
(Washington: Supt. Docs. 1942. Pp. 193. 25c.) 


Debt limit of the United States: hearings [House Ways and Means Committee], 78th 
Cong., 1st sess., on H. R. 1470, to increase the debt limit and for other purposes. Jan. 
and Feb., 1943, (Washington: Supt. Docs. 1943. Pp. 82. 15c.) 


Federal expenditures: hearings [Joint Committee on Reduction of Nonessential Federal 
Expenditures], 78tk Cong., 1st sess., pursuant to sec. 601 of the Revenue act of 1941. 
Pt. 5. Dec. 1942 and Jan. 1943, (Washington: Supt. Docs. Pp. 1735-2052. 35c.) 


Federal and state tax cases: decisions of Supreme Court, October term 1938 to Jan. 11, 
1943 (305 U.S. to 316), report to Joint Committee on Internal Revenue Taxation, by 
its staff, pursuant to Internal Revenue Code, sec. 5011 (c). (Washington: Supt. Docs. 
1943. Pp. 756. $1. 


Income tax: hearings [House Ways and Means Committee], 78th Cong., 1st sess., on a 
proposal to place income tax of individuals on a pay-as-you-go basis. Feb., 1943. (Wash- 
ington: Supt. Docs. 1943. Pp. 558. 60c.) 


Internal revenue: regulations 64, relating to the capital stock tax for the year ended June 
30, 1942 and subsequent years, as amended. (Washington: Supt. Docs. 1943. Pp. 51. 10c.) 


Internal revenue bulletin: cumulative, July-Dec, 1942. (Washington: Supt. Docs. 1943. 
Pp. 743. 10c.) 


Public Debt act of 1943: hearing [Senate Finance Committee], 78th Cong., 1st sess, on 
S. 566, to increase the debt Emit of the United States and for other purposes. Jan. 29, 
1943, (Washington: Supt. Docs. 1943. Pp. 21. 5c.) 


Reconstruction Finance Corporation: activities of Reconstruction Finance Corporation and 
its subsidiaries in connection with the war up to Oct. 31, 1942, letter from Secretary of 
Commerce. H. doc. 905, 77th Cong., 2nd sess. (Washington: Supt. Docs.. 1942. Pp. 27. 
10c.) 


Secretary of the Treasury: annual report on the state of the finances, for the fiscal year 
ended June 30, 1942. (Washington: Supt. Docs, 1943. Pp, 739. $1.) 

Wartime problems of state and local finance. Symposium conducted by the Tax Institute, 
Nov. 27-28, 1942, New York City. (Philadelphia: Tax Inst. 1943. Pp. ix, 254. $2.50.) 


Money and Banking; Short-Term Credit 


BLADEN, V. W. Money and the price system. (Toronto: Univ. of Toronto Press. 1942. Pp. 
25. 50c.) 


CHLEPNER, B. S. Belgian banking and banking theory. (Washington: Brookings Inst. 1943. 
Pp. x, 224. $2.50.) 


Irwin, W. A., and others. Monetary, credit and central banking policies. (New Wilmington, 
Pa.: Econ. and Bus. Found. 1943. Pp. 39.) 


MADELEINE, SISTER M. G, Monetary and banking theories of Jacksonian democracy. (Phila- 
delphia: Dolphin Press. 1943. Pp. xi, 186. $2.50.) 


Moroan, E. V. The theory and practice of central banking. Stud. in econ. hist. (Cam- 
bridge: Univ. Press. New York: Macmillan. 1943. Pp. xi, 252. $3.50.) 


Reeve, J. E. Monetary reform movements—a survey of recent plans and panaceas. Intro- 
-duction by W. L. THorp. (Washington: Am. Counc. on Pub. Affairs. 1943. Pp, xiv, 404. 
Cloth, $3.75; paper, $3.25.) 


Warresey, C. R. The banking system and war finance. Our econ. in war, occasional 
paper 8. (New York: Nat. Bur. Econ. Research. 1943. Pp. 53. 25c.) 
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Wc, J. M. Democracy—an economic pattern. Also: Dual money. (San Francisco: 
Author, 220 Montgomery St. 1942. Pp. 82. $1.) 


Devaluation of the dollar: hearing [Senate Banking and Currency Committee], 78th Cong., 
Ist- sess, on S. 991, to extend the time within which the powers relating to the stabili- 
sation fund and alteration of the weight of the dollar moy be exercised. Apr. 16, 1943. 
(Washington: Supt. Docs. 1943. Pp. 28, 10c.) 


Director of the Mint: annual report for the fiscal year ended June 30, 1942, including - 
report on the production of the precious metals during the calendar Year 1941. (Wash- 
ington: Supt. Docs, 1942. Pp. 112, 50c.) ; 


Federal Reserve act: kearing [Senate Banking and Currency Committee], 78th Cong., 1st 
sess, on S. 658, to repeal the 6th paragraph of sec. 18 of the Federal Reserve act; and 
S. 1041, to extend the period during which direct obligations of the United States may 
be used as collateral security for Federal Reserve notes. May 4, 1943. (Washington: 
Supt. Docs. 1943. Pp. 17. 5c.) 

Gold Reserve act: provisional regulations issued under the Gold Reserve act of 1934, as 
amended to Apr. 15, 1942. (Washington: Supt, Docs. 1943, Pp. 33. 10c.) 


Silver: hearings [Senate Banking and Currency Committee], 78th Cong., Ist sess., on S. 
35, S. 192, and S. 1038, to authorize the use for war purposes of silver held or owned 
by the United States. Apr., 1943. (Washington: Supt. Docs. 1943. Pp. 63. 10c.) 


International Trade, Finance and Economic Policy 


Barey, T. A. America’s foreign policies: past and present. Headline books, no. 40. (New 
York: Foreign Pol. Assoc. 1943. 25c.). 

Bemis, S. F. The Latin American policy of the United States; an historical interpretation. 
Inst. of Internat. Stud., Yale University. (New York: Harcourt Brace. 1943. Pp. TA: 
$4.50.) 

Burpen, W. A. M. The struggle for airways in Latin America. (New York: Counc. on 
Foreign Rel. 1943. Pp. 268. $5.) 

CoNDLIFFE, J. B., and others. Problems of hemispheric defense. (Berkeley: Univ. of Cali- 
fornia Press, 1942, Pp. 139. $1.50.) 

Franvers, R. E., and others. What about the trade agreements? Broadcast no. 265. (Chi- 
cago: Univ, of Chicago Round Table. 1943. Pp. 26. 10c.) 

Hort, S., compiler. Foreign relief and rehabilitation—a bibliography. Admin. of relief 
abroad no. 1. (New York: Russell Sage Found. 1943. Pp. 23. 20c.) 

Lippmann, W. U. S. foreign policy: shield of the Republic. (Boston: Little Brown. 1943. 
Pp. 194. $1.50.) 

Lutz, F. A. International monetary mechanisms; the Keynes and White proposals. Essays 
in internat. finan. no. 1. (Princeton: Internat. Finan. Sec., Princeton Univ. 1943. Pp. 21.) 

Macuxop, F» International trade and the national income multipker. (Philadelphia: Blakis- 
ton. 1943, Pp, xvi, 237. $3.50.) 

Narayanaswamy Namu, B. V. Indian trade. Foreword by Sir R. K. S. Cert. Univ. 
econ, ser. no. 9, (Annamalainagar, India: Annamalai Univ, 1942. Pp. xv,- 270. Rs. 2.) 

Seymour, G., and others. Hemispheric policy. Nat. pol. papers no. 6. (Washington: Nat. 
Pol. Committee. 1943. Pp. 51.) 


' Uporen, A. R., and others. American international economic policies. (New Wiaington, 
Pa.: Econ. and Bus. Found. Pp. 48.) 
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Canadian-American developments. Rept. of Canada-U. S..Comm. (Washington: Chamber 
of Commerce of the United States. 1942. Pp. 10.) 


Die devisenbestimmungen im protektorat Böhmen and Mähren; Dänemark; Deutschland; 
Ungarn. (Basel: Bank für Internat. Zablungsausgleich. 1942. Pp. 42; 14; various; 70. 
Sw. fr. 2; .75; 20; 70.) 


Executive agreements: commercial relations, agreement between the United States of 
America and the Dominican Republic, as modified by an exchange of notes signed Mar. 
24, 1942, effected by exchange of notes signed Nov, 14, 1942, Exec. agreement ser. 
274. (Washington: Supt. Docs. 1943. Pp. 4. 5c.) 


Foreign commerce yearbook. 1939, (Washington: Supt. Docs. 1942. Pp. 322. $1.) 

. Contains statistics for 1938 and also for 1939, except for countries which suspended 
the publication of such statistics at the outbreak of the present war. In the latter case 
data for the available portion of the year 1939 have been included (notably for Ger- 
many, Italy, and France). 


Foreign exchange regulations in Eire; Great Britain—4th ed, (Basle: Bank for Internat. 
Settlements. 1943; 1942. Pp. 20; 200. Sw. fr. 1; 9.) 


. Foreign relations: papers relating to the foreign relations of the United States, 1919, the 
Paris Peace Conference. Vols. 1 and 2. (Washington: Supt. Docs. 1942. Pp. 575; 812: 
$1.25; $1.50.) 


: papers relating to the foreign relations of the United States, 1929. 3 vols. (Wash- 
ington: Supt. Docs. 1942; 1943; 1943. Pp. 1057; 1024; 1006. $2.25; $2; $2.) 


Foreign-trade and exchange controls in Germany. U.S. Tariff Commission, rept. no. 150, 
2nd ser. (Washington: Supt. Docs. 1942. Pp. xi, 294. 35c.) 

. On the methods and policies of German foreign-trade control, with special reference 
to the period 1931 to 1939. 


Lend-lease: hearings [House Foreign Affairs Committee], 78th Cong., 1st sess., on H. R. 

1501, to extend for one year the provisions of an act to promote the defense of the 

- United States, approved Mar. 11, 1941. Jan., Feb., 1943. (Washington: Supt. Docs. 1943. 
Pp. 364, 35c.) 


Lendtease operations: eighth quarterly report to Congress on lend-lease operations for the 
period ended Mar, 11, 1943, (H. doc. 129, 78th Cong., ist sess.) (Washington: Supt. 
Docs. 1943. Pp. 56. 10¢.) 


: report of the 78th Congress on lend-lease PAE letter from the lend-lease 
administrator, transmitting report on the operations under the lend-lease act, from the 
passage of the act, March 11, 1941, to Dec. 31, 1942, (H. doc. $7, 78th Cong., 1st sess.) 
' (Washington: Supt. Docs. 1943. Pp. 91. 15c.) 


Norwegen: bestimmungen über auslandische sahlungsmittel, Tlen wertpapiere, etc. 
FE.R. 25. (Basel: Bank für Internat. Zahlungsausgleich. 1943. Pp. 5. Sw. fr. .25.) 


Quantitative trade controls—their causes and nature. Econ., finan. and transit dept. Pub. 
1943. TLA.5. (Geneva: League of Nations. New York: Columbia Univ. Press. 1943. Pp. 
45. 50c.) 


Reciprocal-trade agreements: program in war and peace. State Dep commercial pol. ser. 
73. (Washington: Supt. Docs. 1943. Pp. 10. 5c.) 


Réglementation du commerce des devises: “Bulgarie; Belgique; France-6th ed.; France- 
suppl; Tialie-2nd ed. (Bale: Banque des Règlements Internat. 1942; 1942; 1943; 1943; 
1942. Pp. 25; various; 175; 9; 90. Sw. fr. 125; 2; 8; —; 4.50.) 


Trade relations and commercial policy of the United Kingdom. By the Research Staff of the 
Nat. Inst. of Econ. and Soc. Research. Econ. and soc. stud. IM. (Cambridge: Univ. 
Press. New York: Macmillan. 1943. Pp. x, 275.) 
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Trade relations between free-market and controlled economies. Econ., finan, “and transit ` 
dept. Pub. 1943, I.A4. (PARA League of Nations. New York: Columbia Univ. Press. 
Pp. 92. $1.) 


‘ Business Finance; Insurance; ices Securities Markets 

Dusun, L. I. A family of thirty millions; the story of the Metropolitan Life Insurance 
Company. (New York: Metropolitan Life Insurance Company. 1943. 1943. Pp. xvi, 
496.) 


EDELMAN, J. M. Securities regulation in the 48 states. (Chicago: Counc. of State Govern- 
ments, 1942. Pp, 61, mimeographed. 50c.) 


Harwoop, E. C. Investment trusts and funds from the’ investor's point of view, 7th ed. 
(Cambridge: Am. Inst, for Econ. Research. 1942. Pp, 102. $1.) 


Heaney, N. S. Public trusteeship. Univ. stud. in hist. and pol. sci. ser. LX, no. 4. (Balti- 
more: Johns Hopkins Press. 1942. Pp. 130. $1.50.) 
An examination of the case for public trustees performing functions analkgoi to 


those of private trustees and trust companies, based on the experience of New Zealand 
and England. 


Kersey, R. W. and Dantets, A. C. Handbook of life insurance. (New York: Putnam, for 
Inst. of Life Insurance. 1943. Pp. 64. Cloth, $1; paper, 15c.) 


Kocs, A. R. The financing of large corporations, 1920-39. Stud. in bus. finan. (New York: 
Nat. Bur. Econ. Research. 1943. Pp. xiv, 141. $1.50.) 


Masser, M. S. Business reserves for post-war survival: their impact on capital adjustments. 
Planning pamphs. nos. 19 and 20. (Washington; Nat. Planning Assoc. 1943. Pp. 132. 
50c.) 


McCanan, D., editor. Life insurance: trends and problems. Huebner Found. lectures 
(Philadelphia : Univ. of Pennsylvania Press, 1943. Pp, xiii, 247. $2.) 


STEPHENSON, G. T. Trust institutions is wartime. Stud. in trust bus., 2nd ser, no. 6. 
(New York: Am. Bankers Assoc. 1942. Pp. 25. 25c.) 


Superintendent of insurance, State of New York: 83rd annual report, for year ended De- 
cember 31, 1941, Vol. Il. Fire and marine insurance companies. Legis. doc. (1942) no. 
85. (Albany: State of New York Insurance Dept. 1942. Pp. 179a, 1301.) 


Public Control of Business; Public Administration; National 
Defense and War 


BACKMAN, J. Rationing and price control in Great Britain. Pamph. no. 50. (Washington : 
Brookings Inst. 1943. Pp. 71. 50c.) 


BenneTT, W. B. The American patent system; an economic interpretation. (Baton Rouge: 
Louisiana State Univ. Press. 1943. Pp. vi, 259. $3.) 

Bowman, M. J. and Hart, A. G. Food management and inflation, Wartime farm and food 
pol, no. 8. (Ames: Iowa State Coll. Press. 1943, 20c.) 


Enrica, O. H Uncle Sam versus inflation—ihe problem and its solution in cartoons. 
(New York and London: Harper. 1943. Pp. xii, 159. $2.) 


Exuis, R. Patent assignments and licenses, including trade secrets. 2nd ed. (New York: 
Baker, Voorhis. 1943. Pp. 1040. $20.) 


Granam, G. A. and Remnine, H., JR., editors. Regulatory administration—an exploratory 
study. (New York: Wiley. 1943. Pp. 254. $2.75.) 
Contains “Regulatory administration,” by G. A. Graham; “Police administration,” 
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-by O. W. Wilson; “Regulation in public health,’ by G. W. Anderson; “State labor law 
administration,” by H. Reining, Jr.; “Public utility regulation,” by W. E. Mosher; 
“Regulation of railroads,” by W. LaRoe, Jr.; “The location and utilization of authority 
in ‘a regulatory agency,” by L. C. Marshall. 


HEHMEYER, A. Time for change; a proposal for a Second Constitutional Convention. (New 
York: Farrar and Rinehart. 1943. Pp. 222. $2.) 


Mateo, F. A. El poder economico del estado. (Lima, Peru: Miranda. 1941. Pp. 16. S. 0.50.) 


Morrow, G. D. and Trayzor, O. F. State liguor monopoly or private licensing? (Lexing- 
ton; Legis. Counc., Commonwealth of Kentucky. 1942. Pp. 80.) 


Noyes, C. R. Property and sovereignty, (New York: Author. [1943.] Pp. 33.) 


Riosssro, D. R. Government and business tomorrow; a public relations program. Pub. 
rel. stud. (New York: Harper. 1943, Pp. 210. $2.50.) 


Rusa, B. .Government, business and values. Baxter memorial lectures, University of 
Omaha. (New York: Harper. 1943. Pp. 52. $1.) 


Stone, M. E. American liquor control. (Boston: Christopher. 1943. Pp. 177, $2.50.) 


. Wise, H. L. War-time price control in New Zealand. (Melbourne: Whitcombe and Tombs. 
[1943.] Pp. 79. 3s. 6d.) 


Battle stations for all; the story of the fight to control living costs. (Washington: Office 
of War Information. 1943. Pp. 128.) 


Code of federal regulations: 1941, supplement, containing documents of general applicability 
and legal effect issued by federal agencies and filed with the Division of Federal Register 
during the year 1941, including presidential proclamations, executive orders, and other ` 
presidential documents in full text, with ancillaries and index. Title 27-title 45. (Wasb- 
ington: Supt. Docs. 1943. Pp, 2539-3624. $3.) 


Federal Trade Commission: annual report for fiscal year ended June 30, 1942. (Wash- 
ington: Supt. Docs. 1942. Pp. 136. 20c.) 


: decisions, findings, orders, and stipulations. Vol. 34. Nov. 1, 1941 to June 30, 1942. 
(Washington: Supt. Docs. 1942. Pp. 1943. $2.75.) 


National defense program: hearings [House Special Committee to Conduct Study and In- 
vestigation of the National Defense Program in Its Relation to Small Business in the 
United States], 78h Cong., 2nd sess, on H. Res. 294, authorising an investigation of 
the national defense program in its relation to small business. Vol. 2, rev. Nov. and 
Dec. 1942. (Washington: Supt. Docs. 1943. Pp. 895-2076. $1.25.) 

: investigation. of national. defense program, additional report pursuant to S. R. 

71 (77th Cong.), authorising and directing investigation of national defense program. 

Pt. 1. Barges. Pt. 2. Farm machinery and equipment. Pt. 3. Steel. Pt! 4. Second annual 

report. Pt. 5. Renegotiation of war contracts. (78th Cong., 1st sess., S. rept. 10.) (Wash- 

ington: Supt. Docs. 1943. Pp. 16; 25; 19; 220; 20. Pts. 1, 2, 3, 5, 5c each; Pt. 4, 25c.) 

Patents: hearings [Senate Patents Committee], 77th Cong., 2nd sess., on S. 2303, for the 
use of patents in the interest of national defense or the prosecution of the war, and 
for other purposes; S. 2491, to amend the patent laws, to prevent suppression of in- 

vention, and for other purposes. Pt. 10. Index. (Washington: Supt. Docs. 1943. Pp. 5259- 

5306. 10c.) 


Prices and margins. Issued by the Board of Trade. (London: H. M. Stationery Office. 
1942. Pp. 108. 1s.) 

Traders’ guide to price control of utility and non-utility cloth, apparel, bedding and 
household textiles. 


Secretary of Commerce: annual report, 1942, (Washington: Dept. of Commerce. 1942. 
Pp. 136. 20c.). 
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War subject headings for information files’ 2nd ed. (New York: Special Lib. Assoc. 1943. 
Pp. 72. $2.10.) 


Industrial Organization; Price and Production Policies; Business Methods 


ALLEN, H. The house of Goodyear; a story of rubber and of modern business. (Cleveland: 
Corday and Gross. 1943. Pp. 417. $2.) 


Benton, W., and others. Cartels and the peace. Broadcast no, 277.. (Chicago: Univ. of 
Chicago Round Table. 1943. Pp. 25. 10c.) 


Lyon, L., and others. Production, consumption, income distribution and price policies. 
(New Wilmington, Pa.: Econ. and Bus. Found. 1943. Pp. 45.) 


Cost behavior and price policy. By the Committee on Price Determination for the Con- 
ference on Price Research, Price stud. no. 4. (New York: Nat. Bur. Econ. Research. 1943. 
Pp. xix, 356. $3.) 


Marketing; Domestic Trade 


Hicxs, W, F. and Crowper, W. F. Small retail store mortality. Econ. ser. no. 22. (Wash- 
ington: Bur. of Foreign and Domestic Commerce, Dept. of Commerce. 1943. Pp. 43.) 


Mining; Manufacturing; Construction 
Ickes, H. L. Fightin’ off. (New York: Knopf. 1943. Pp. 184. $1.75.) 


Lovertno, T. S. Minerals in world affairs. (New York: Prentice-Hall. 1943. Pp. 403. 
$5.35; textbook ed., $4.) 


Osporne, R. A, compiler. dn index to American petroleum statistics. (New York: 
Spec. Lib. Assoc, 1943. Pp. 8, mimeographed. 50c.) 


Pocus, J. E. and Coqurnon, F. G. Capital flow and capital formation in the petroleum 
industry, 1934-1941. (New York: Petroleum Div., Am. Inst. of Mining and Metal- 
lurgical Engineers. 1943. Pp. 20.) 


Lockwood's directory of the paper and allied trades, 1943. (New York: Lockwood Trade 
Journal Co. 1942. Pp, 1212. $7.50.) 


The paper and pulp industries of New York State; an economic analysis. Div. of Com- 
merce pub. no. 2. (Albany: Exec, Dept., State of New York. 1942. Pp. 111.) 


People in production; an enquiry into British war production, Pt. 1. (Forest Hills, N.Y.: 
Transatlantic Arts. 1943. Pp. 420. $3.) 


Business; additional report pursuant to S. R. 298, 76th Cong. (78th Cong, ist sess., 
S. rept. 12.) (Washington: Supt. Docs. 1943. Pp. 22. 5c.) 


: hearings [Senate, Spec. Committee to Study and Survey Problems of Small 
Business Enterprises], 77th Cong., 2nd sess., pursuant to S. Res. 298 (76th Cong.), to 
appoint a special committee to study and survey problems of small business enterprises. 
Pt. 10. Smaller concerns in war production. Oct., 1942. (Washington : Supt. Docs. 1942. 
Pp. 1047-1334. 35c.) 


: hearings [Senate Spec. Committee to Study and Survey Problems of Small 
Business Enterprises], 78th Cong., 1st sess, pursuant to S. Res. 298 (76th Cong.); 
H. Res. 18 (78th Cong.), authorizing an investigation of the national defense program 
in relation to small business. Mar., 1943. (Washington: Supt. Docs. 1943. Pp. 85. 15c.) 
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Petroleum investigation (gasoline and rubber); hearings [House Interstate and Foreign 
Commerce Committee], 77th Cong., 2nd sess., pursuant to H. Res. 290 (76th Cong.) 
and H..Res. 15, H. Res. 118, and H. Res. 383 (77tk Cong.), relating to petroleum in- 
vestigation in connection with national defense. Nov. and Dec, 1942. Supplement to 
hearings keld in Feb., Mar. and May 1942. (Washington: Supt. Docs. 1943. Pp. 343. 35c.) 


Transportation; Communication; Public Utilities 


Curery, T. D. A study of the freight rates affecting Texas agriculture. Bull. no. 72. 
(College Station: School of Engineering, Texas Engineering Exp. Sta. 1943. Pp. 138.) 


Houncerrorp, E. Transport for war, 1942-1943. (New York: Dutton. 1943. Pp. 272. $3.) 


Karmprrert, W. The airplane and tomorrows world. Pamph, no. 78. (New York: Pub. 
Affairs Committee. 1943. Pp. 31. 10c.) 


LACHMANN, K. The shipping problem at ‘the end of the war. Peace Research Project stud. 
„on war and peace, no. 25. (New York: New School for Soc. Research. 1943. Pp. 24. 25c.) 


PARMELEE, J. H. A review of railway operations in 1942. Spec. ser. no. 72. (Washington: 
Bur. Railway Econ., Assoc. Am. Railroads. 1943. Pp. 40.) 


Civil Aeronautics Board: annual report, 1942. (Washington: Supt. Docs. 1943. Pp. 42. 30c.) 


Civil Aeronautics act of 1938: hearings [House Interstate and Foreign Commerce Com- 
mittee], 78th Cong., 1st sess, on H. R. 1012, to amend the Civil Aeronautics act of 
1938, as amended, and for other purposes. Feb., 1943. (Washington: Supt. Docs. 1943, 
Pp. 453, 65c.) 


Communications act of 1934: hearing [Senate Interstate Commerce Committee], 77th 
Cong., 2nd sess., on H. R. 7370 to authorize, during time of war, waiver of compliance 
witk or modification or suspension of the operation of certain provisions of the Com- 
munications act of 1934. Dec, 1942. (Washington: Supt. Docs. 1943. Pp. 79. 10c.) 


Communications indusiry: statistics for the year ended Dec. 31, 1941, containing financial 
and operating data relating to communication carriers and standard broadcast stations 
subject to the Communications act of 1934. (Washington: Supt. Docs. 1943. Pp. 265. 
30c.) 


Federal aid highway legislation: hearing [Senate Post Offices and Post Roads Committee], 
78th Cong., 1st sess. on S. 821, to amend the act entitled “An act to provide that the 
United States shall aid the states in the construction of rural post roads and for other 
purposes,” as amended and supplemented, and for other purposes. Mar., 1943. (Washing- 
ton: Supt. Docs, 1943. Pp, 25. 5c.) 


Freight rates and the South. Papers of the Inst. of Research and Training in the Soc. Sci., 
Vanderbilt University, no. 5. (Nashville: Vanderbilt Univ. Presa. 1943. Pp. 52. 50c.) 
Statements by A. W. Vogtle and H. B. Kline. 


General Land Office: annual report of commissioner, 1942, to Secretary of Interior. 
(Washington: Supt. Docs. 1943. Pp. 129-141. 5c.) 

Interstate Commerce Commission: annual report, Nov. 1, 1942, (Washington: Supt. 
Docs. 1942. Pp. 203. 75c.) 

: decisions. Vol. 32, motor carrier cases. Jan. 1942-Apr. 1942. Vol. 33, motor carrier 
. cases. May 1942-Sept. 1942. Vol. 251. Jan.-July 1942. (Washington: Supt. Docs. 1942; 
1943; 1943, Pp. 967; 955; 844. $1.75; $2; $1.75.) 

Laws relating to federal aid in construction of roads [Aug. 1912-July 1942]. (Washington: 
Supt. Docs. 1943. Pp. 127, 15c.) 

Petroleum-industry hearings before the Temporary National Economic Committee, (New 
York: Am. Petroleum Inst. 1942. Pp. 602. $3.) 
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Railways: Comparative statement of railway operating statistics, individual steam rail- 
ways having annual operating revenues of over $5,000,000, years 1941, 1940, and 1939. 
Interstate Commerce Commission, statement no. 42200. (Washington: Supt. Docs. 1942. 
Pp. 113. 60c.) 

: text of 55th annual report on the statistics of railways for the year ended Dec, 31, 
1941, including also selected data relating to other common carriers (except motor 
carriers) subject to the Interstate Commerce act for 1941. (Washington: Supt. Docs. 
1943. Pp. 239, 45c.) 

Rural Electrification Administration: report of administrator, 1942, (Washington: Supt. 
Docs. 1942. Pp. 19. 5c.) 

Summary report on study of interterritorial freight rates. (Washington: Board of In- 
vestigation and Research. 1943. Pp. 54.) 


Work of Public Roads Administration, 1942. (Washington: Supt. Docs. 1943. Pp. 37. 10c.) 





Agriculture; Forestry; Fisheries 
Buack, J. D., and others, The strategy of food. Broadcast no. 270. (Chicago: Univ. of 
Chicago Round Table. 1943. Pp. 25. 10c.) 


Branor, K. Fats and oils in the war. War-peace pamph. no. 2. (Stanford University: Food 
Research Inst., Stanford Univ. 1943. Pp. 60. 25c.) 


Bucx, J. L. An agricultural survey of Szechwan Province, China, (New York: Inst. of 
Pacific Rel. 1943. Pp. v, 63. 75c.) 


Buttrick, P. L. Forest economics and finance. (New York: Wiley. 1943. Pp. 484. $4.50.) 


Eaton, J. W. Exploring tomorrows agriculture: codperative group farming—a practical 
program of rural rehabilitation. (New York: Harper. 1943. Pp. xvi, 255. $2.75.) 


FarnsworrH, H. C., ToxosHenxo, V. P. and Croucu, M. A. World wheat survey and . 


outlook, May, 1943. Wheat stud., Vol. XIX, no. 6. Sa University: Food Research 
Inst. 1943. Pp. 31. $1.) 


SCHICKELE, R. Manpower in agriculture. Wartime farm and food pol, pamph. no. 3. , 
(Ames: Iowa State Coll. Press. 1943. Pp. 50. 20c.) 


Scuuriz, T. W. Farm prices for food production. Wartime farm and food pol., pamph. 
no. 2. (Ames: Iowa State Coll. Press. 1943. Pp. 43. 20c.) 


TIMOSHENKO, V. P, Variability in wheat yields and outputs. Pt. Il. Regional aspects of 
variability. Wheat stud., Vol. XIX, no. 5. (Stanford University: Food Research Inst. 
1943. Pp. 52. $1.) 


Agriculture: hearing [Senate Military Affairs Committee], 78th Cong., 1st sess., on S. 680, 
to provide needed manpower for the production, conservation and protection of food 
during the year 1943, Mar. 1943. (Washington: Supt. Docs. 1943. Pp. 18. 5c.) 


Agricultural Marketing Administration: annual report on tobacco statistics, 1942. (Wash-~ 
ington: Supt. Docs. 1942. Pp. 102.) 

: report of administrator, 1942, (Washington: Supt. Docs, 1942. Pp. 83. 10c.) 

Bibliography of agriculture. Sec. A. Agric. econ. and rural soc. Vol. 1, nos. 3, 4, 5; 


Vol. 2, no. 2. (Washington: US. Dept, of Agric. Library. 1942 and 1943. Pp. 54; 66; 
55; 68.) 


Bureau of Agricultural Economics: report of chief; 1942. (Washington: Supt. Docs. 1942. 
Pp. 15. 5c.) 
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Commodity Credit Corporation: report of president, 1942. (Washington: Supt. Docs. 
1942, Pp. 24. 10c.) 


Farm crops, utilization: hearings [Senate Agriculture and Forestry Committee], 78th 
Cong., 1st sess, on S. Res. 224 (77th Cong.) and S. Res. 80. (78th Cong.), for an in- 
vestigation relative to the production of industrial alcohol, synthetic alcohol, and syn- 
thetic rubber from farm crops; and on the President’s veto message, S. doc. 243 on 
S. 2600 (77th Cong.). Pt. 5. Jan. and Feb, 1943, (Washington: Supt. Docs. 1943. 

_ Pp. 1337-1628. 30c.) 


Farm labor conditions: hearings [Senate Spec. Committee to Investigate Farm Labor 
Conditions in the West], 78th Cong., 2nd sess., on S. Res. 299, to investigate agricultural 
labor shortages in the Western States in connection with the prosecution of the war. 
Pt. 1. Sacramento, Nov. 1942. Pt. 2. Los Angeles, Nov. and Dec. 1942. (Washington: 
Supt. Docs. Pp. 1-140; 141-497. 15c; 35c.) 


Farm labor program: hearings [House Appropriations Committee], 78th Cong., Ist sess., 
on appropriation for the farm labor program, calendar year 1943. (Washington: Supt. 
Does. 1943. Pp. 220. 25c.) 


: hearings [Senate Appropriations Committee], 78th Cong., Ist sess, on H. J. 
Res, 96, making an appropriation to assist in providing a supply and distribution of farm 
labor for the calendar year 1943. (Washington: Supt. Docs, 1943. Pp. 283. 30c.) 


Fishery problems: hearings [House Merchant Marine and Fisheries Committee], 78th 
Cong., 1st sess., on H. Res. 52, authorising investigation of the national defense program 
as it relates to the Committee on the Merchant Marine and Fisheries. Mar. and Apr. 
1943, (Washington: Supt. Docs, 1943. Pp. 126. 15c.) 


Food supply; hearings [Senate Agricultural and Forestry Committee], 78th Cong., ist 
sess, Pt. 1. Feb. and Mar. 1943. (Washington: Supt. Docs. 1943. Pp. 428. 60c.) 


Manpower (farm labor): hearing (Senate Military Affairs Committee], 78th Cong., 
1st sess, on S. 729, providing for the deferment from military service of persons 
engaged in agricultural occupations, Mar. 1943. (Washington: Supt. Docs. 1943. 
Pp. 34. 10c.) 


Public lands: hearings [Senate Public Lands and Surveys Committee], 77th Cong., 
2nd sess., pursuant to S. Res. 241 (76th Cong.), authorizing the Committee on Public 
lands and Surveys to make an investigation with respect to the administration and use 
of public lands. Pt. 5. Tonopah, Nev.; Glenwood Springs, Colo. Oct. and Nov. 1942. 
(Washington: Supt. Docs. 1943. Pp. 1767-2135. 35c.) 


Secretary of Agriculture: report, 1942. (Washington: Supt. Docs. 1942. Pp. 220. 25c.) 


Subsidy agreements: hearings [House Merchant Marine and Fisheries Committee], 78th 
Cong., 1st sess, on H. R. 134, for suspension, during the war, of operating-differential 
subsidy agreements, and attendant benefits, under title 6 of the Merchant Marine act, 
1936 as amended, and for other purposes. Mor. 1943. (Washington: Supt. Docs. 1943. 
Pp. 69. 10c.) 


United Nations conferences on food and agriculture, final act and section reports. Hot 


Springs, Va., May 18-June 3. State Dept. pub. 1948, conf. ser. 52. eee: Supt. 
Docs. 1943. Pp. 61. 20c.) 





Economic Geography; Regional Planning; Urban Land; Housing 


Harper, A. G., and others, Man and resources in the middle Rio Grande Valley. Inter- 


Americana ser., stud. 2. (Albuquerque: Univ. of New Mexico Press. 1943. Pp. 164. 
$2.25.) 
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James, H., editor. American planning and civic annual. (Washington: Am. Planning and 
Civic Assoc. 1943. Pp. 264. $3.) ` 


Mostgr, C. I. Evaluating rural housing; the development of the Florida housing inventory 
and the index of housing. (Gainesville: Univ. of Florida. 1942. Pp. 88.) 


Parrcuerr, C. H. The Tennessee Valley Authority, a study in public administration. 
(Chapel Hill: Univ. of North Carolina Press. 1943. Pp. xiii, 333. $3.50.) 


Rworey, D. C. and Exsraw, S. E. Influence of geography on our economic life. (New 
York: Gregg. 1943. Pp. 664. $1.84.) 


Tripp, H. A. Town planning and road traffic. (New York: Longmans Green. 1942. Pp. 118. 
$3.25.) 


VAN SICKLE, J. V. Planning for the South—an inquiry into the economics of regionalism. 
(Nashville: Vanderbilt Univ. Press. 1943. Pp. x, 255. $2.75.) 


Columbia Basin Project act: hearings [House Irrigation and Reclamation Committee], 
78th Cong., 1st sess, on H. R. 839, to amend an act entitled “An act to prevent specu- 
lation in lands in the Columbia Basin and to aid actual settlers in securing such lands 
at the fair appraised value thereof, and for other purposes,’ May 27, 1937 (50 Stat. 208), 
and for other purposes. Jan. 1943. (Washington: Supt. Docs. 1943. Pp. 33. 10c.) 


Housing and planning research in New York City, 1937-1942. (New York: Citizens 
Housing Counc. of New York. 1942. Pp. 103, mimeographed. 50c.) 


National Housing act: hearings [House Banking and Currency Committee], 78th Cong., 
Ist sess., on H. R. 1726 [superseded by H. R. 1914], to amend the National Housing act 
and for other purposes. Rev. Feb. 1943. (Washington: Supt. Docs. 1943. Pp. 49. 10c.) 


National Resources Planning Board: development of resources and of economic oppor- 
tunity in the Pacific Northwest. (Washington: Supt. Docs. 1942. Pp, 178. $1.50.) 


: Pacific Northwest region, industrial development. (Washington: Supt. Docs. 1942. 
Pp. 39. 15c.) 


: Pacific Southwest region, industrial development. (Washington: Supt. Docs. 1942. 
Pp. 66. 20c.) 


———: State planning, (Washington: Supt. Docs. 1942. Pp. 142. 30c.) 








Labor and Industrial Relations 


ABERNETHY, B. R. Liberty concepts in labor relations. Introduction by R. BALpwin. 
(Washington: Am. Counc. on Pub. Affairs. 1943. Pp. xi, 119. Cloth, $2.50; paper, $2.) 


Baxer, H. The office library of an industrial relations executive, 1943. 4th ed. (Princeton: 
Indus. Rel. Sec., Princeton Univ. 1943. Pp. viii, 33. 40c.) 


——— and Frrepman, R. B. The use of part-time workers in the war effort. (Princeton: 
Indus. Rel. Sec., Princeton Univ. 1943. Pp. 48. $1.) 


Brock, R. E. The background and recent status of collective bargaining in the cotton 
industry in Rhode Island. Stud. in soc. vol. 8. (Washington: Catholic Univ. of Am. 
1942. Pp. 266. $2.) 


Bropy, M. E. Wage rates and living costs in a war economy. Stud. in bus, admin., Vol. 
XIJ, no. 3. (Chicago: Univ. of Chicago Press. 1943. Pp. vi, 38. $1.) 

_ Carsxapon, T, R. Workers and bosses are human; collective bargaining at work, Pamph. 
no. 76. (New York: Pub. Affairs Committee. 1943. Pp. 32. 10c.) 


Das, R. K. History of Indian labour legislation. Spec. readership lectures. (Calcutta: 
Univ. of Calcutta Press. 1941. Pp. xv, 378.) 
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Foster, W. Z. The Soviet labor unions and Allied labor unity. (New York: Workers Lib. 
Pub. 1943. Pp. 47. 5c} 


Grover, K. Women at work in wartime. Pamph. no. 77. er York: Pub. Affairs Com- 
mittee, 1943. Pp. 31. 10c.) 


Hussar, L. E. Soviet labour and industry. (London: Macmillan. 1942. Pp. xv, 315. $3.25.) 


Knowrzs, A. S. and Tnomson, R. D. Management of manpower. (New York: Macmillan. 
1943. Pp. ix, 248. $2.25.) 


Nevins, A. R. Wage and salary stabilization; a manual of questions and answers for em- 
ployers, executives, and ` employees. (Deep River, Conn.: Nat. Foremen’s Inst. 1942. 
Pp. 39. 50c.) 


Ross, L. Labor in Australia, (New York: Am. Counc., Inst. Pacific Rel. 1943. Pp. 48. 5c.) 


Scusort, E. P. Absorbing the total labor supply; the problem of jobs for all at good real 
wages. Post-war readjustments bull. no. 5. (Washington: Chamber of Commerce of 
the United States. 1943. Pp. 30.) 


Spriecer, W. R. and Scxuiz, E. Elements of supervision. (New York: Wiley. 1942. 
Pp. xvii, 273. $2.25.) 


Tart, P. Economics and problems of labor. (Harrisburg: Stackpole. Pp. xx, 994. $4.) 


Absenteeism: hearing [House Labor Committee], 78¢h Cong, Ist sess, on absenteeism. 
Pts. 1 and 2. Mar. 1943. (Washington: Supt. Docs. 1943. Pp. 1-131; 133-303. 15c; 20c.) 


Index to labor articles. Vol. XVI, nos. 9-10. (New York: Rand School Soc. Sci. 1942. 
Pp. 7. $1, per year.) 

Index for the year 1942. Vol. XLII, The Labour Gazette. (Ottawa: Dept. of Labour, 
Canada, 1943. Pp. lvi) 


Labor and the wer. By Labor Research Association. Fact book 6. (New York: Internat. 
Pub. 1943. Pp. 208. $2.) 


Labor laws and their administration, 1941. Proceedings of the 2th Convention of the 
International Association of Governmental Labor Officials, St. Louis, Sept. 1941. 
Bur. Lab. Stat. bull. 721. (Washington: Supt. Docs. 1943. Pp. 236. 25c.) 


Labour conditions in war contracts with special reference to Canada, Great Britain, and 
the United States. 2nd ed. Stud. and repts. ser. D. no. 23. (Washington: Internat. Lab. 
Office. 1943. Pp. 74. 25¢.) 


Labour organisation in Canada; thirty-first annual report, for 1941. Published by Dept. 
of Labour [Canada]. (Ottawa: Cloutier. 1943. Pp. 55. 25c.) 


Legislative series, Jan-Mar. 1943; Apr.-June 1943, (Montreal: Internat. Lab, Office. 1943. 
Various pp. $5 per year.) 

Manpower: hearings [Senate Appropriations Committee], 78h Cong., Ist sess, on in- 
vestigation of manpower. Pts. 1 and 2. Supplemental hearing. (Washington: Supt. Docs. 
1943, Pp. 1-272; 273-430; 56. 30c; 20c; 10c.) 


: hearings [Senate Appropriations Committee], 78th Cong., 1st sess., on investigation 
- of manpower, report of Senator T. F. Green, a member of the subcommittee. (Wash- 
ington: Supt. Docs, 1943. Pp. 24. 10c.) 


Manpower resources: ‘hearings [Senate Education and Labor Committee], 77th Cong. 
2nd sess., on S. Res. 291, authorizing the appointment of a special committee to investi- 
gate manpower resources. Pt. 1. Oct. and Nov. 1942. Pt. 2. Dec. 1942. (Washington: 
Supt. Docs. 1942; 1943. Pp. 1-567; 569-877. 60c; 30c.) 


Memorandum of the Washington dinner on labor's port in the administration of the war. 
Nat. pol. memo. no. 19. (Washington: Nat. Pol. Committee. 1943. Pp. 28. 25c.) 
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Merchant seamen and the war. Record of 12th sess. of the Joint Maritime Commission, ~ 
London, June 26-30, 1942. Stud. and repts. ser. P, no. 5. (Washington: Internat. Lab. 
Office, 1943. Pp. 154. $1.) 


National Defense Mediation Board: report on work of the Board, Mar. 19, 1941-Jan. 12, 
1942. Bur. Lab, Stat. bull. 714. (Washington: Supt. Docs. 1942. Pp. 285. 35c.) 


National Labor Relations Board: decisions. Vol. 44. Sept. 16-Oct. 21, 1942. (Washington: 
Supt. Docs. 1942. Pp. 1467. $2.) - 


: annual report for fiscal year ended June, 30, 1942. Washing oa: Supt. Docs. 1943. 
Pp. 195. 25c.) 


National Mediation Board: annual report, including report of the National Railroad Ad- 
fustment Board, for the fiscal year ended June 30, 1942. (Washington: Supt. Docs. 
1942. Pp. 98. 20c.) 


Report of the New York State Joint Legislative Committee on industrial and labor 
conditions, Legis. doc. (1943) no. 39. (Albany: William Press. 1943. Pp. 265.) 


Secretary of Labor: annual report for the fiscal year ended June 30, 1942, (Washington: 
Supt. Docs. 1943. Pp, 40. 10c.) 


Union agreement provisions. Bur. Lab, Stat. bull. 686. (Washington: Supt. Docs. 1942. 
Pp. 356. 35c.) 


Vocational rehabilitation: Hearing [House Education Committee], 78th Cong., Ist sess, 
on H. R. 699, to provide vocational rehabilitation, education, training, and other 
services to persons disabled while members of the armed forces, or disabled in war 
industries or through other causes, or congenitally disabled, and to render such persons 
fit for service in war industries, agriculture, or ‘other useful civilian industry, and for 
other purposes, Feb, 1943. (Washington: Supt. Docs. 1943. Pp. 207. 20c.) 





Social Insurance; Relief; Pensions; Public Welfare 


De Scuwetmairz, K. England’s road to social security; from the Statute of Laborers int 
1349 to the Beveridge Report of 1942. (Philadelphia: Univ. of Pennsylvania Press. 
1943. Pp. 291. $3.) 


‘Hoyt, E. E. Freedom from want; a world goal. Pamph. no. 80. (New York: Pub. Affairs 
Committee. 1943. Pp. 30. 10c.) 


Levy, H. P. A study in public relations; case history of the relations maintained between 
a department of public assistance and the people of a state. (New York: Russell Sage 
Found. 1943. Pp. 165. $1.) 


Rosson, W. A., editor. Social security, (London: Allen and Unwin for Fabian Soc. 1943, 
Pp. 447. 155.) 


Sxmton, R. H., editor. Our servicemen and economic security. Annals, vol. 227. (Phila- 
delphia: Am. Acad. Pol. and Soc. Sci. 1943. Pp, 213. $2.) 


Seszv, F. J. British labor and the Beveridge Plan. (New York: Island Press. 1943. 
Pp. 128. $2; paper, $1.) 


Srevenson, M. Toward more social security, (New York: Soc. Action. 1943. Pp. 39. 15c.) 


STEWART, M. B. The Beveridge Plan. Pamph. no. 79. (New York: Pub. Affairs Com- 
mittee. 1943. Pp. 31. 10c.) 


WONDERLICH, F. The Beveridge Plan. (New York: New School for Soc. Research. 1943. 
Pp. 12. 15c.) 


The care of children under five in wartime (England and Wen (New York: British 
Information Services. 1943. Pp. 16.) 
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Employment security in Ohio, 1941. (Columbus: Bur. of Unemployment Compensation. 
1942. Pp. 81.) 


Federal Works Agency: annual report, 1942. (Washington: Supt. Docs, 1942. Pp. 156. 25c.) 


National resources.development, report for 1943. Pt. 3. Security, work and relief policies. 
(Washington: Supt. Docs, 1943. Pp. 640. $2.25.) 


Proposed post-war works program, the City of New York. Suppl. A. (New York: New 
York City Planning Commission. 1942. Pp. 40. 25c.) 


Quantity and cost budget for dependent families or children. Prepared by Heller Com- 
mittee for Research in Soc. Econ. (Berkeley: Univ. of California Press. 1943. Pp. 58. 
50c.) f ; 

Relief deliveries and relief loans, 1919-1923, Econ., finan, and transit dept., League of | 
Nations pub. ILA.1. (New York: Columbia Univ. Press, 1943. Pp. 62. $1.) 

Report on social security for Canada. Prepared by L. C. Marsh for the Advisory Com- 
mittee on Reconstruction. [Sess. 1943—-House of Commons spec. committee on soc. 
security.] (Ottawa: Cloutier. 1943. Pp. 145. 50c.) 

Social Security Board: seventh annual report for the fiscal year, ended June 30, 1942. 
(Washington: Federal Security Agency. 1942. Pp. 81. 15c.) 

Social security yearbook for the calendar year, 1941. (Washington: Supt. Docs. 1942. Pp. 
288. 70c.) 


Consumption; Income Distribution; Codperation 

Converse, P. D. Changes in consumer buying practices resulting from tire and gas 
_ rationing. Univ. of Illinois spec. bull. no. 2. (Urbana: Univ. of Ilinois. 1943. Pp. 8.) 
Cralc, H. T. A guide to consumer buying. (Boston: Little Brown. 1943. Pp. 64. 44c.) 


CRAWFORD, M. M. Student folkways and spending at Indiana University, 1940-1941; a 
study in consumption. Stud. in hist., econ. and pub. law no. 499. (New York: Columbia 
Univ. Press. 1943. Pp. 271. $3.50.) 


EMELIANOFF, I. V. Economic theory of codperation—economic structure of codperative 
organizations. (Washington: Author, 2707 Adams Mill Rd. 1942. Pp. ix, 269. $3.) 


Lanois, B. Y. A codperative economy: a study of democratic economic movements. 
(New York and London: Harper. Pp. vil, 197. $2.) 


“Mance, C. War-time pattern of saving and spending. Nat. Inst. Econ. and Soc. Research 
occasional paper IV. (Cambridge: Univ. Press. New York: Macmillan. 1943. Pp. viii, 
139. $1.50.) 


Mextrr, A. El costa de la vida obrera en America. (Washington: Oficina de Informacion 
_ Obrera y Social, Union Panamericana, 1943. Pp. iii, 139.) 


MENDENHALL, J. E. and Harar, H., editors. Consumer education; background, present 
status, and future possibilities. (New York: Appleton-Century. 1943. Pp. 409. $2.50.) 


Rem, M. G, Food for people. (New York: Wiley. 1943. Pp. xv, 653. $4.) 


. Food strategy, Wartime farm and food pol, pamph. no, 1. (Ames: Iowa State 
Coll. Press. 1943. Pp. 40. 20c.) 


STERNER, R., and others. The Negro’s share; a study of income, consumption, housing ond 
public assistance. (New York: Harper. 1943, Pp. 445. $4.50.) 

_ TERESHTENKO, V. J., and others, Bibliographical review of literature on coöperation in 

Latin America. Stud. of Codperative Project; Ser. F, Codperation in Latin America. 





x 
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Pt. 1. (New York: Federal Works Agency, W.P.A., for the City of New York. 1942. 
Pp. viii, 155. 50c.) 


Consumers’ codperation in the United States in 1941. Bur. Lab. Stat. bull. 725. (Wash- 
ington: Supt. Docs. 1943. Pp. 35. 10c.) 


The codperative movement in the Americas—an international symposium. Preface by 
H. A. Warrace. (Montreal: Internat. Lab. Office. 1943. Pp. 59. 25c.) 


The feeding of war workers. Selected, annotated bibliog. Rev. ed. (Princeton: Indus. Rel. 
Sec., Princeton Univ. 1943. Pp. 15. 25c.) 


Income size distributions, Pt. II. By the Conference on Research in Income and Wealth. 
Stud. in income and wealth, vol. 5. (New York: Nat. Bur. Econ. Research. 1943. 
Pp. xvii, various pp.) 

Supplementing the summary material of general interest which appeared in Part I, 
this volume contains detailed reports on 16 special studies as follows: “Federal sta- 
tistics”; “United States Treasury Department study of 1934 returns”; “United States 
Treasury Department study of 1936 returns”; “The Delaware income study”; “The 
Wisconsin income tax study”; “Income distribution and taxation in Montana”; “State 
individual income tax data”; “Old-age and survivors insurance records”; “Unemploy- 
ment compensation records”; “The Minnesota income study”; “Study of consumer 
purchases: farm families’; “study of consumer purchases: city and village families”; 
“The national health survey”; “The Michigan unemployment census”; “The financial 
survey of urban housing, 1929-1933”; “The 1940 population census.” 

The volume was prepared under the supervision of a committee consisting of Milton 
Friedman, chairman; Dorothy Brady; Clark Warburton; and C. Lowell Harriss, 
secretary. 

Income and spending and saving of city families in wartime. Bur. Lab. Stat. bull. 724. 
(Washington: Supt. Docs, 1942. Pp. 31. 10c.) 


Legal phases of coéperative associations. Farm Credit Admin., coSperative research and 
service div., bull. 50. (Washington: Supt. Docs, 1942. Pp. 456. 50c.) 


Rural family spending and saving in wartime. Dept. of Agric. misc. pub. no. 520. (Wash- 
ington: Supt. Docs. 1943. Pp. 163. 20c.) 


Spending and saving of the nation’s families in wartime. Bur. Lab. Stat. bull. 723. (Wash- 
ington: Supt. Docs. 1942. Pp. 22. 5c.) 


Statistics of income for 1941. Pt. 1. Preliminary report of individual income tax returns 
and taxable fiduciary income tax returns filed in Jan.-June 1942. (Washington: Supt. 
Docs. 1943. Pp. 33. 10c.) 


Population; Migration; Vital Statistics 


Bruman, A. J. Resettlement; an aid to durable peace. (New York: Refugee Econ. 
Corporation. 1943. Pp. 39, 25c.) 


Coats, R. H. and Mactgan, M. C. The American-born in Canada, a statistical inter- 
pretation. (Toronto: Ryerson Press. 1943. Pp. xviii, 176. $3.75.) 


Kuozynsmt, R. R. The new population statistics. Nat. Inst. of Econ. and Soc. Research, 
occasional paper I. (New York: Macmillan. 1942. Pp. 31. 50c.) 

Kuuscarr, E. M. Jewish migration—past experiences and post-war prospects. Jews and 
the post-war world pamph. ser. no. 4. (New York: Am. Jewish Committee. 1943. 
Pp. 51. 20c.) 


OPPENHEIMER-BLUEM, H. The standard of living of German labor under Nasi rule. 
Research proj. on soc. and econ. controls in Germany and Russia. (New York: Grad. 
Faculty of. Pol. and Soc, Sci., New School for Soc. Research. 1943. Pp. 71.) 
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Rossow, S. M. and Srarr, J., editors. Jewish population studies. Jewish soc. stud. pub. 
no. 3. (New York Conf. on Jewish Rel. 1943. Pp, 205. $3.50.) 


Saannon, H. A. and Gresentx, E. The population of Bristol. Nat. Inst. Econ. and Soc. 
Research, occasional paper II. (Cambridge: Univ. Press. 1943. Pp. 92. 7s. 6d.) 


TRUESDELL, L, E. The Canadian-born in the United States. Rel. of Canada and the 
United States stud. (New Haven: Yale Univ. Press. Toronto: Ryerson Press. 1943. 
Pp. xvi, 263. $3.) l 

El movimiento demografico en los territories nacionales de la Republica Argentina, en 
los afios 1933 a 1941. Informe no. 91, ser. D, no. 9. (Buenos Aires: Direccion General 
de Estadistica de la Nacion, Ministerio de Hacienda., 1942. Pp. 165.) 


National defense migration: final report, 77th Cong., 2nd sess, pursuant to H. R. 113, 
to inquire further into interstate migration of citizens, emphasising present and potential 
consequences of migration caused by national defense program. (78th Cong., 1st sess. 
H. rept. 3.) (Washington: Supt. Docs. 1943, Pp. 24. 5c.) — ` 


Wisconsin’s changing population. Sci. ing. pub. 9. (Madison: Univ.: of Wisconisin: 1942, 
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NOTES 


. PRELIMINARY PROGRAM OF THE 56th ANNUAL MEETING 
OF THE AMERICAN ECONOMIC ASSOCIATION 


On authorization of the Executive Committee of the Association, the Program Commit- 
tee has arranged a joint meeting with the American Political Science Association, to be 
held in Washington, D.C., January 20-23, 1944. This meeting is planned as one of a num- 
ber of local meetings to be held in metropolitan or university centers wherever such meet- 
ings may receive local encouragement. The local meetings will, it is hoped, be cotrdinated 
with the central local meeting in Washington. The Committee is negotiating with the 
broadcasting companies to have several of the main papers broadcast on national hook- 
ups, and it may be possible to tie in certain localities with telephonic loudspeaker hookups; 
for instance, Boston, New York, Cleveland, Chicago, St. Louis, New Orleans, San Fran- 
cisco, and Los Angeles. If such arrangements can be made, the planning of meetings, with 
or without local papers and discussions, should appeal strongly to a number of centers, 
The Secretary of the Association will be glad to cotperate if members will communicate 
with him their desire to hold a local or regional meeting. 

The time of the meetings—January 20-23—-was chosen in order to avoid conflicts with — 
Congressional events and congestion of travel and hotel accommodations in Washington. 
There may be reasons for choosing other dates for local meetings. We foresee no diffi- 
culties with the Office of Defense Transportation in inviting a few outside members to 
participate. jet 

Meetings will be held in the Department of Commerce Building and the Headquarter 
of the two associations will be at Hotel Statler. Mr. Marshall Dimock is in charge of 
local arrangements and A. E. Taylor will serve as our representative on the committee. 

Our members will appreciate that this is a preliminary draft and, so far as the Political 
Science Association part is concerned, a very skeleton outline, since only the main 
-7 sections of their program have been determined and no individual speakers and papers 
have been indicated. The time schedule of the various sessions and the grouping of 
_ specific papers are at present entirely provisional. 

President A. B. Wolfe is responsible for the economics part of the program and urges 
members to offer criticisms and ‘suggestions. It is hoped that a more complete and per- 
haps final program will: be published in the December number of the Review. 


Thursday, January 20 


8:00 pr.» Joint public meeting: United States Leadership in the Post-War World 
Jacob Viner, Yale University, “Economic Relations between Divergent Systems” 
Clyde Eagleton, New York University. ` 


Friday, January 21 
10:00 P.. 1. Political Science roundtable: The Political Implications of Democracy 
2. Joint meeting: The Implemental Aspects of Public Finance l 
Roy Blough, Treasury Department, “Public Finance, Economics, Politics, and Ad- 
ministration” 
William Anderson 
3. Joint meeting: Political Economy, Political Science, and Values 
Arthur Salz, Ohio State University, “Economists Then and Now” 


Herbert von Beckerath, Duke University, “Interrelations between Moral and Eco- 
nomic Factors in the Post-War World” 
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12:30 p.m. Joint luncheon meeting: Democracy and Values in a Free Society 
2:30 P.M. 1. Political Science roundtables: (a) Pressure Groups and Public Interest; 
(b) Congress vs. Administration in Planning and Control 
2. Joint roundtable; The Educational Functions of Economists and Political Scientists 
in a Democratic Society 
Frank H. Knight, University of Chicago 
J. M. Clark, Columbia University 
3. Economics meeting: Social Security 
Eveline M. Burns, “American Plans for Social Security” 
Edwin E. Witte, University of Wisconsin, “What Should We Expect from Social 
Security ?” 
6:30 PM. Joint dinner meeting E 
8:00 P.r. Presidential address: A. B. Wolfe 


Saturday, January 22 


10:00 a.m. 1. Economics meeting: The Structure of Post-War American Business 
Theodore N. Beckman, Ohio State University, “Small Business in the American 
Economy” 
Speakers to be announced, “Under What Conditions Can Private Enterprise Maintain ` 
Full Employment and Production?” 
2. Political Science roundtables: (a) Legislative Control; (b) Bureaucracy: Ad- 
ministrative Structure; (c) Bureaucracy: Personnel and Professionalization 
2:30 p.m. 1. Political Science roundtables: (a) Judicial Control of Administration ; (b) 
Constitutional Development in Time of War; (c) The Bill of ee in “Time 
of War 
2. Economics meeting: Public Finance 
Carl Shoup, Columbia University, “The Future Interest Burden in Relation to , Ne- 
tional Production and Taxable Capacity” 
Simeon E. Leland, University of Chicago, “The Management of the Public Debt 
after the War” 
Harold M. Groves, University of Wisconsin, “Needed Changes in the Post-War 
Federal Tax System” 
3. Economics meeting: Labor Problems 
George W. Taylor, University of Pennsylvania, “Wage Regulation in Post-War 
America” 
Speaker to be announced, “Union Policies and Leaders in Post-War America” 
Speaker to be announced, “Post-War Organization of Labor” 
6:00 pax. Dinner and annual meeting of the American Political Science Association 


8:00 p.m, Presidential address: Robert E. Cushman, “Civil Liberty after the War” 


Sunday, January 23 
10:00 a.m. 1. Economics meeting: Monetary Problems 
C. R. Whittlesey, University of Pennsylvania, “Problems of our Post-War Domestic 
Monetary and Banking System” N 
Speaker to be announced, “The Post-War Obligations of the United States as the 
Leading Creditor Nation” 
2. Economics meeting: Dynamic Economic Theory in Relation to Post-War Problems 
Z. C. Dickinson, University of Michigan, “The Problem of Incentive in a Regulated 
Capitalistic Economy” 
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Speaker to be announced, “The Theory of Economic Expansion” 
Speaker to be announced, “Process Analysis in Relation to Policy Formation” 
3. Economics meeting: International Trade 


J. B. Condliffe, University of California, “Economic Power as an Instrument of 
National Policy” 


Corwin Edwards, Department of Justice, “International Cartels as Obstacles to the 
Regulation of International Trade” 


4. Political Science roundtables: (a) The Police Function in International Society; 
(b) Proposed Forms of International Federation 


12:30 p.m. Joint luncheon meeting 


2:30 p.m. 1. Joint meeting: Regional Problems 
W. L. Holland, Institute of Pacific Relations, “The Political Economy of the Pacific” 
Dana Munroe, Princeton University, “Our Post-War Economic Relations with Latin 
America” 
2. Economics meeting: International Monetary Problems 


Howard S. Ellis, University of California, “Can National and International Monetary 
Policies Be Reconciled?” 


Speaker to be announced, “International Monetary Plans” 
, 3. Joint meeting: The Post-War Economic and Legal Position of American -Women 
Speaker to be announced, “The Gainful Employment of Women after the War” 


Speakers to be announced, “Legislative Protection vs. Constitutional Equality for 
Women” 


8:00 pas. Economics meeting: Symposium of Past Presidents 


“Full Employment and Economic Stability Being Taken as Necessary Basic Condi- 
tions to National Prosperity, What Should Be the Relative Spheres of Govern- 
ment and of Private Enterprise in Our Post-War American Economy?” 


The following names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION: 


Baldwin, C. F., Jr., 3821 V St. S.E., Washington, D.C. 

Beveridge, O. M., 172-35 Henley Rd., Jamaica, N.Y. - 

Bradford, E. S., 50 Argyle Ave., New Rochelle, N.Y. 

Brand, M., 1144 13th St., Boulder, Colo. 

Brown, E. H., 402 Harvard Hall, 1650 Harvard St., Washington, D.C. 

Brownlee, R. H., c/o U. S. Embassy, Managua, Nicaragua. 

Calhoun, C. E., University of Toledo, Toledo, Ohio. 

Clark, C. M., University of Kentucky, Lexington, Ky. 

Faber, F. L., 1228 Eye St. N.W., Washington, D.C. 

Felsten, B. E., 311 Webster St. NW. Washington 11, D.C 

Flynn, O. R., Jr., Apt. 12-D, 405 E. 54th St., New York, N.Y. 

France, R. W, Rollins College, Winter Park, Fla. 

Giebink, G. G., Chamber of Commerce, Minneapolis, Minn. 

Greene, L. S., Department of Political Science, University of Tennessee, Knoxville, Tenn. 
Hardin, R. H., Berea College, Berea, Ky. 

Harris, F., 4824 Alton Pl. N.W., Washington, D.C. 

Hilgerdt, F., League of Nations, Princeton, N.J. 

Katz, N., 1521 Rhode Island Ave. N.W., Washington, D.C. 

Keatinge, R. HL, 2137 Suitland Ter. S.E., Washington 20, D.C. 

Lavalle, M. E. Q., Argentine Embassy, Washington, D.C. 

Lurié, S., 390 Riverside Dr., New York, N.Y. 

Magill, R., 15 Broad St., New York, N.Y. 

Marcus, Lieut. (j.g.) E., U. S. Coast Guard Yard, Curtis Bay, Md. 

Matthews, Lieut. (j.g.) Cc. A. U. S. S. Tuscaloosa, c/o Fleet Post Office, New York, N.Y. 
Matthews, L. M., Ships Service Dept., Box 14, Neval Air Station, Jacksonville, Fla. 
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Miller, J. F., 3306 Circle Hill Rd., Apink Va, 

Neff P., Department of Economics, University of New Mexico, Albuquerque, NM. 
Niebyl, K. H., Tulane University, New Orleans, La. 

Nussbaum, F.L. , University of Wyoming, Laramie, Wyo. 

Pawley, F. R., 8509 Greenwood Ave., Takoma Park, Md. 

Peterson, A. G, 4362 Hilldale Rd., San Diego, Calif. 

Pospisil, H. B., 449 Conover Ter., Orange, N.J. 

Ransmeier, J. S., 817 Fendall Ave., Charlottesville, Va. 

Rich, L. H. 444 Madison Ave., New York, N.Y. 

Rigrutsky, W., 6201 Bay Parkway, Brooklyn, N.Y. , ; 
Seibel, L. E., 1652 Argonne PI. N.W., Washington, D. c. 

Talbot, H., 1230 Hudson St., Denver 7, Colo. 

Thorson, I. A., 724 S. Spring St., Los Angeles, Calif. 

Timberg, S., 2519 39th St. N.W., Washington, D.C. 

Weiner, M. L., 1120 Lajoie Ave., Outremont, P.Q., Canada. a 
Wellisz, L., 151 E. 67th St., New York, N.Y. 3 
Wolfort, R. E., 125 Prospect Park W., Brooklyn, N.Y. 


Frank D. Graham is the author of Social Goals and Economic Institutions, rather than 
Frank P. Graham, as stated on page 301 of the June number of the Review. , 
James R. Kelly died December 13, 1942. 


i Appointments and Resignations 
Eugen Altschul is on leave from the University of Minnesota-for the year 1943-44, serv- 
ing as an economist with the United States Tariff Commission in Washington. 


Thomas J. Anderson, Jr., associate professor of economics, School of Commerce, 
Accounts, and Finance, New York University, was associated during the second semester 
of 1942-43, with the National Industrial Conference Board as research consultant. 

Jules Backman, instructor in economics at the School. of Commerce, Accounts, and 
Finance of New York University, has been temporarily affiliated with the Brookings 
Institution to make studies of British and Canadian price control and rationing. : 
` Wesley C. Balline of the University of Oregon taught courses in economics at the Uni- 
versity of Washington during the summer session of 1943. 

Eric Beecroft, who has been Chief of the Eastern Hemisphere Export Division of the 
Board of Economic Warfare, has gone to New Delhi to take charge of work on United 
States supply to India. 


M. L. Black, Jr., associate professor of economics at Duke University, who has Maa on 
. leave working with the Office of Price Administration in Washington, will resume his 
teaching duties in September, 1943. 

Roy G. Blakey has been granted a leave of absence from the University of Minnesota 
to assist the Council of State Governments, which is coéperating with the Treasury De- 
partment and the Bureau of the Budget in an effort to codrdinate federal and state taxes. 

Francis M. Boddy of the University of Minnesota is on duty a3 a Lieutenant in the 
United States Naval Reserve. 

Arthur M. Borak of the University of Minnesota is serving on the staff of the Office of 
Price Administration with offices in St. Paul. 

“Nathan Borofsky resigned his junior assistantship in the department of economics, 
School of Commerce, Accounts, and Finance, New York University, to enter the United 
States Army. 

E. L. Bowers, chairman of the department of economics, Ohio State University, is serving 
part time as public member of the Regional War Labor Board. 

Emily C. Brown, professor of economics at Vassar College, has been granted a second 


year’s leave of absence to` continue ed work as research analyst for the National Labor 
Relations Board. 


"A 
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William Adams Brown, ‘Jr., of the department of economics, Brown. University, is- on 

. leave of absence to serve with the Division of Economic Studies of the Department of 
Henry T. Buechel has resigned as lecturer in economics at the University of Washington 

to accept a position as Director of Disputes for the Twelfth Been War Labor Board, 
Seattle, 

` Roy J. Bullock of Johns Hopkins University is now with the State Department as _ 
Research Director, United States Section, Anglo-American Caribbean Commission. 

O. E. Burley, associate professor -of’ marketing, Ohio State University, is returning to 
_ his teaching duties after having served for a year as price economist with the Office of 
Price Administration. 

Albert Ben Carson, formerly instructor in business AR A and management in 
the College of Business Administration of the University of Nebraska, has accepted a 
position as accountant with the Kaiser Shipbuilding Corporation, at Richmond, California. 

Walter A. Chudson, formerly of the department of economics, Columbia University, 
resigned from the Board of Economic Warfare to accept a position as principal economist 
in the Office of Foreign Economic Coérdination, Department of State. 

A. Hamilton Chute of the University of Minnesota is a special consultant for the Food 
Distribution Administration in the Department of Agriculture, Washington. 

. Thomas C. Cochran, assistant professor of economic history, School of Commerce de- 
. partment of economics, has taken a leave of absence from New York University to accept 
a position with the National City Bank of New York. 

E. O. Dille, professor of marketing at the University of Tennessee, is on leave of - 
‘absence serving as principal economist with the Service Programs Division in the Office 
_of Civilian Requirements, War Production Board, Washington. 

` Wilford J. Eiteman has resigned his position as price executive of Alaska, Office of 
Price Administration, and has resumed teaching at Duke University... - 

Russell A. Dixon, associate professor of economics at the University of Pittsburgh, was 
engaged-during the summer of 1943 on a research project on land valuation and construc- 
tion costs for the Pittsburgh Housing Authority. 

Helen Dorsey has resigned as instructor of business administration at West Virginia 
University to accept a position with the statistical department of the E. I. duPont de 
Nemours Company at Wilmington, Delaware. 

-Earl S. Fullbrook, professor of marketing in the College of Business Administration of 
the University of Nebraska, has been granted leave of absence to accept a position as 
director of public relations and research with the Chamber of Commerce of Lincoln, 
Nebraska. 

Harold M. Groves of the department of economics at the University of Wisconsin, has 
been granted leave of absence for the year 1943-44 to carry on a study of taxation and 
incentives under the auspices of the Committee for Economic Development. 

E. J. Hamilton of Duke University gave a graduate seminar at Colegio de México in 
Mexico City and engaged in research in the Mexican archives during June and July. 

Robert W. Harbeson of Rutgers University has been granted leave of absence to serve 
as principal transportation economist in charge of transportation conservation a prior- 
ities for the War Food Administration, Washington. 

Rector R. Hardin has been appointed professor of economics and chairman of the de- 
partment of economics and business of ‘Berea College. 

William M. Hench is on military leave from Temple University while serving as a 
Captain in the Army, stationed at Drew Field, Tampa. 

Francis W. Hopkins has been promoted to the rank of professor in the department of 
economics and sociology at the New Jersey College for Women. 
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George R. Hawkes, assistant instructor in business organization and management in the 
College of Business Administration of the University of Nebraska, has been commissioned 
an Ensign in the Coast Guard, and is stationed at Seattle. 


Finn B. Jensen, assistant professor of economics at the University of Kansas, has been 
granted a leave of absence to serve with the State Department. 


E. A. J. Johnson, professor of economic history, School of Commerce and Graduate 
School of New York University, has taken `a leave of absence, effective during the summer, 
to accept an appointment as Major in the Military Government Divislon of the United 
States Army. 

Keith W. Johnson, formerly associate economist with the Materials Branch of the 
Statistics Division, War Production Board, is now an economist with the Combined Raw 
Materials Board, Washington. - 

Howard S. Kaltenborn, instructor in business organization and management in the Col- 
lege of Business Administration of the University of Nebraska, has been granted leave of 
absence to accept a position as economist with the National War Labor Board in Detroit.’ 

George Kleiner, formerly instructor in economics in the College of Business Adminis- 
tration of the University of Nebraska, has accepted a position as research analyst with the 
Federal Reserve Bank of Richmond. 

M. J. Jucius has been promoted to the rank of associate professor of business organiza- 
tion at the Ohio State University. 

C. E. Landon, assistant professor of economics at Duke University, who has been on 
leave with the Board of Investigation and Research in Washington, has resumed his 
teaching duties. É 

Oscar F. Litterer, instructor in statistics and business research in the College of Business 
Administration of the University of Nebraska, has been granted leave of absence to accept 
a position as research statistician with the National Bureau of Economic Research in 
Madison, Wisconsin. , 

Kullervo Louhi, instructor of accounting at the University of Kansas, has entered the 
United States Army. 

Myron H. Luke resigned as instructor in economics and marketing at the State Institute 
of Agriculture at Farmingdale, L.I., to accept a position as associate agricultural economist 
with the Food Distribution Administration in New York City. 

Fritz Machlup, professor of economics at the University of Buffalo, was eres leave 
of absence to serve as consultant in the Office of Alien Property Custodian in Washington. 

Arthur W. Marget of the University of, Minnesota has been commissioned a Major in 
the United States Army as a specialist in the Division on Administration of Occupied 
Territories. 

Susan S. McAllister has been appointed instructor in the department of economics and 
sociology, New Jersey College for Women. 

Henry S. Miller, on leave from Queens College, is serving as chief of the Italian unit, 
Potential Division, Enemy Branch of the Office of Economic Warfare. 

Hans P. Neisser has been appointed professor at the New School for Social Research and 
will resign as principal economist at the Office of Price Administration this fall. He also 
was visiting professor at George Washington University for the summer session of 1943. 

H. C. Nolen, associate professor of marketing, Ohio State University, is now serving 
with the Allied Military Government of Occupied Territory as a Major, and took over 
responsibility for civilian requirements when Sicily was occupied. f 

Ruby Norris, assistant professor in the department of economics, Vassar College, has 
been granted a second year’s leave of absence to continue her work with the Office of 
Price Administration in Honolulu. 

W. V. Owen, professor of economics at Purdue University, has been serving as a public 
member of panels for the Regional War Labor Board. 
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Elinor Pancoast, profesor of economics and chairman of the department of economics 
and sociology, Goucher College, is on leave of absence, serving as senior civilian mobiliza- 
tion adviser, Third Region, Offce of Civilian Defense. 

Dudley F. Pegrum has been promoted to the rank of professor of economics at the 
University of California, Los Angeles, 

B. U. Ratchford, associate professor of economics at Duke University who has been on 
leave with the Office of Price Administration, has resumed his teaching duties with the 
Senior Fiscal Officers’ School. ; 

Elizabeth A. Redden, associate professor of sociology, Goucher College, is on leave of 
absence serving as analyst in the price division of the Maryland District Office of Price 
Administration. 

J. Wilson Rogers, instructor of industrial management at the University of Kansas, has 
resigned to accept a position in the personnel department of the Transcontinental, Western 
Airlines in Kansas City, Missouri. 

Raymond de Roover, formerly assistant professor of economics and business at Illinois 
College, has been appointed assistant professor of economics at Wells College. 

James H. Rossell, instructor in accounting at the University of Pittsburgh, has received . 
a commission as Ensign in the U. S. Naval Reserve and is now stationed at the Philadelphia 
Navy Yard. 

Edward B. Schmidt, assistant professor of economics in the College of Business Ad- 
ministration of the University of Nebraska, has been commissioned a Lieutenant in the . 
Army Air Corps and is stationed at San Antonio. . R 

Emerson P, Schmidt of the University of Minnesota is serving as economist with the 
United States Chamber of Commerce in Washington. 

J. J. Spengler, professor of economics at Duke University, who bas been on leave 
serving with the Office of Price Administration, has resumed his teaching duties with the 
Senior Fiscal Officers’ School. . 

George J. Stigler of the University of Minnesota is engaged on a research project with 
the National Bureau of Economic Research in New York City. 

Paul Studenski, professor of economics, School of Commerce, Accounts, and Finance, 

New York University, has been appointed by Governor Thomas E. Dewey as a member 
` of the State Taxation Committee and State Economy Commission. In addition, the 
Rockefeller Foundation has made a grant to New York University for the completion of 
his study on international comparisons of national income estimates. 

J. Wilner Sundelson, on leave of absence from Rutgers University, has resigned as chief 
economist in the War Production Board and is now serving as head overseas missions 
officer for the Lend-Lease Administration. 

„Herbert A. Tonne of the department of economics, School of Commerce, Accounts, and 
Finance, New-York University, has been granted a leave of absence to enter government 
service. 

Philmore Tucker has been appointed a junior assistant in the pene of economics, 
School of Commerce, Accounts, and Finance, New York University. 

J. Brook Willis of the Columbia University School of Business is on leave of absence 
for the year 1943-44, serving in the armed forces. p 

Viola Wyckoff, formerly instructor in economics at Iowa State College, has been ap- 
pointed assistant professor of economics at Vassar College. 

Dale Yoder while on leave of absence from the University of Minnesota served as Chief 
of the Planning Division in the Bureau of Program Planning and Review in the War 
Manpower Commission in Washington. 

Erich W. Zimmermann, Distmguished Professor of Resources, the University of Texas, 
has been appointed a part-time economic consultant at the Department of State, Wash- 
ington. 


FORTIETH LIST OF DOCTORAL DISSERTATIONS 
IN POLITICAL ECONOMY IN PROGRESS 
IN AMERICAN UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, 
but not regularly bound in the publications. A notation as to the earlier lists, extending 
from 1905 to 1927, may be found in the Review for September, 1927, page 574. Annual 
lists thereafter are to be found in the September number of the Review for each year. 

The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses still in preparation. The last date 
given is the probable date of completion. In cases where the publishers of completed 
dissertations were given, this information has been reported. 

The list represents the status of the several theses on June 20, 1943, except for a few 
items later reported as completed or published. . 


Economic Theory; General Works 


Degrees Conferred 

Parts Lemar Broxaw, Ph. D., Wisconsin, 1942. The development of monopoly-thought ~ 
and an analysis of monopoly equilibrium theory. 

YALE Brozen, Ph.D., Chicago, 1942. Some economic aspects of technological change. 

Benjamin Carran, Ph.D., Chicago, 1942. The Wicksellian School: a critical study of the 
development of Swedish monetary theory, 1898-1932. 

Wiitram Dramonp, Ph.D., Johns Hopkins, 1942. President Wilson’s conceptions of 
American economy. 

Gautr WELLINGTON Lywn, Ph.D., California, 1943, An analysis and critique of the mone- 
tary theories of John Maynard Keynes. i 

GEORGE HERBERT HILDEBRAND, JR., Ph.D., Cornell, 1942. The theory of markets and the 


problem of economic crises from Quesnay to Marx: a study in the history of economic 
thought. 


Theses Completed and Accepted 
STEPHEN Enge, A.B., Stanford, 1936; A.M., 1939; Certificate in Public Administration, 
Harvard, 1940; M.P.A., 1941. Monopolistic competition and the general welfare. Harvard. 
Lovis Scanemer, M.A., Columbia, 1938. Freudism and Veblenism: a study in social 
theory. 1943. Columbia. 
Theses in Preparation 
Ivar Axerson, A.B., Yale, 1919; A.M., Oklahoma, 1928. Process of savings and invest- 
ment. 1944. Columbia, 
Amos Lamar ArcHiBALD, A.B., 1936. The Ricardian socialists: economic doctrines and 
programs of reform. 1944. California, 
Ronert Mrrcaerr Biccs, A.B., Wayne, 1939; A.M., Michigan, 1940. The historical aspects 
of the development of the concept of capital. 1944. Michigan. _ 
Wuaram Pavut Brann, B.A., Arkansas State, 1938; M.A., Virginia, 1942, Pure and 
` monopolistic competition in American agriculture. 1944. Virginia. 
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Avery B. Conan, A.B., Cornell, 1934; A.M., Columbia, 1942. The nature of competition. 
1944. Columbia. 


Jort G. Corton, A.B., College of the City of New York, 1937; M.S., 1938; M.A., Colum- 
bia, 1940. Position of the laborer in French mercantilist thought, 1700-1750. 1944. 
Columbia. 


James DINGWALL, A.B., Queens, 1938; A.M., 1939. A history of English theories of the 
economic rôle of the state: 1943. Chicago. 

ARTHUR M. FREEDMAN, A.B., Toledo, 1938; A.M., Cincinnati, 1939. Some recent develop- 
ments in the theory of interest. Pennsylvania. 

(CHARLES) DILLON GLENDINNING, A.B., Occidental, 1939; AM., Claremont, 1940. Studies 
in the theory of capital and interest. ‘1044, Princeton. 

Wurm Dyer Grampp, A.B., Akron, 1936; AM., Chicago, 1942. Mercantilism and 
laissez-faire in American political discussion, 1787-1829. 1943. Chicago. 

WERNER HocHwat, B.S., Washington University, 1940; A.M., 1942. The dynamics of 
labor demand. 1943. Washington University. 

Ricard SepasTian Howey, S.B., Harvard, 1926; A.M., Southern California, 1929. A 
history of the utility concept in economic theory. 1943. Chicago. 

ELMER JEREMIAH JEROME, B.S.S., College of the City of New York, 1937; A.M., Colum- - 
bia, 1938. Economic dualism. 1944. Columbia. 

J. W. Keener, A.B., Birmingham-Southern; A.M., Chicago. The cost-price ratio and the 
-supply of money. 1944. Okio State. 

LAWRENCE KEGAN, A.B., Colege of the City of New York, 1935; M.A., Columbia, 1938. 
Problems related to the theory of production and capital. 1944. Columbia. 

Irvinc B. Kravis, B.S., Pennsylvania, 1938; A.M., 1939. The theory of diminishing and 
increasing returns. 1944, Pennsylvania. 

MAURICE Lasontaone, B.-es-Sc. Sociales, Laval, 1940; Complimentary dipl in Phil, 
Dominican College, Ottawa; License in Social Science, Laval, 1941; A.M., Harvard, 1943. 
The problem of methodology i in economics. Harvard. 

CHARLES Epwarp LINDBLOM, A.B., Stanford, 1937. Competition and social control in 
the marketing of personal productive capacity in a capitalistic economy. 1943. Chicago. 

Mary Epna Lonican, A.B., Barnard, 1916; AM., Columbia, 1927. The economic organ- 
ization of work in the United States. 1945. Columbia. 

ArTHuR Epwarp Mace, Jr, A.B., Amherst, 1938. Economics of wage differentials, 1943. 
Chicago. 

Grorcg T. MatrHews, A.B., Columbia, 1939; A.M., 1940. Economic ideas among the 
.French philosophers. 1944. Columbia. 

HERBERT CARPENTER Morse, A.B., Oberlin, 1932; A.M., Columbia, 1941. Essays in the 

_ theory of trade. 1944. Columbia. 

ALFRED RICHARD OXENFELDT, B.A., Pennsylvania, 1937; M.A., Columbia, 1938. New 
firms and free enterprise. 1943. Columbia. (Published by the American Council on Public 
Affairs.) 

BENJAMIN Pasxorr, B.S., College of the City of New York, 1936; A.M., Columbia, 1937. 
The political and economic philosophy of Linguet. 1944. Columbia. 

ALLEN M. Srevers, A.B., Chicago, 1939; AM, Columbia, 1941. Nomics and economics. 
1945. Columbia. 

Wurm Josera Jorpan Smara, I, A.B., Texas, 1940. The economics of Thorstein 
Veblen. 1945. Duke. 

James Hartmann Strauss, A.B., Grinnell, 1936; S.M., Iowa State, 1937, History and 
criticism of American theories of profit. 1943. Wisconsin. 

Corwen Sroppart, B.S., 1930; A.M., New York, 1934. Institutional method and economic 
science. 1945. New York. 
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Wasaincron SyCr, B.S.C,, Santo Tomas (Manila), 1939; MSs 1940. Relationship 
between economic and accounting theory. 1945. Columbia. 

Leste CHARLES Toaany, A.M., Northwestern, 1933; Ph.D., 1936; AM, Harvard, 1938. ` 
French utopianism from Veiras to Babeuf. 1943. Chicago. 

Asranam H. Venitsxy, A.B., Brooklyn, 1934; A.M., Columbia, 1935. The Bronsons’ 
(Isaac, Arthur, Frederic) economic activities, economic theory. 1945. Columbia. 


Cuartzes S. Wann, A.B., Pennsylvania State, 1929; A.M., 1934. The economics of re- ; 
` placement demand, 1944, Columbia. 


Economic History 


Degrees Conferred 


Josera ALEXANDER BATCHELOR, Ph.D., Northwestern. An economic history of the Indiana 
oolitic Hmestone industry. 

Epwarp Gam Danzer, Ph.D., Harvard, 1943. United States postal service and dots 
policy, 1789-1860. : 

Evcar Winrretp Martin, Ph.D., Chicago, 1942. The standard of living in 1860: American 
consumption levels on the eve of the Civil War. (Published by the University of Chicago 


Press.) 
Theses Completed and Accepted 


GEORGE TAYLOR Conxuin, A.B., Dartmouth, 1936; M.C.S., 1937. Trends in the economy 
of New York City. 1943. New York. 

Marcarer Ricwarps Passt, A.B., Vassar, 1931; A.M., Chicago, 1932. Some trends in 
agriculture in the Connecticut River Valley region of Massachusetts during the nine- . 
teenth century. 1943. Columbia. (Published as a Smith College Study in History.) 

Seymour L. Worrsemy, M.A., Columbia, 1937. The decline of a textile city: a study 
of New Bedford. 1943. Columbia. 


Theses in Preparation 


Marion D. Bonz, A.B., Rockford, 1928; A.M., Illinois, 1929. George M. Pullman and 
the Pullman Company. 1943. Chicago. 

RosERT JOHN Bramwoon, A.B., Michigan, 1932; A.M., 1933. The comparative archeology 
of early Syria: from the time of the earliest known village cultures through the Akkadian 
period. 1943. Chicago. 

Vincinia W. Buckner, A.B., Texas, 1941; A.M., 1942. An American frontier for 1949-ers. 
1945. Columbia. 

JacoveLrwe Butz, A.B., Kentucky, 1934. Rural merchandising in the post-war South. 
1945. Kentucky. 

Roperr F. Cazcppgry, A.B., Yale, 1939; A.M., Columbia, 1940. The New York business 
community and politics: 1856-1880. 1944. Columbia. 

Tzopore Comen, B.S.S., College of the City of New York, 1938; A.M., Columbia, 1939. 
Merchant capital in feudal Japan. 1944. Columbia. 

Perer H. Deraney, Il, A.B., Yale, 1937; A.M., 1939. Economic readjustments in Rhode 
Island, 1783-1800. 1944. Columbia. : 

RAYMOND ADRIEN DE Roover, L.S.CF., Institut Sup. de Commerce, 1924; M.B.A., Har- 

vard, 1938. Money, banking, and credit in medieval Bruges: Italian merchant bankers, 
lombards, and money-changers. 1943. Chicago. 

Fericta Jonnson Devrup, A.B., Barnard, 1938; A.M., Columbia, 1939. Economic history 
of small arms manufacture i in the Connecticut River Valley. 1944. Columbia. 

James H. Eastersy, A.B., Charleston, 1920; A.M., Harvard, 1922. The South Carolina 
rice plantation as revealed in the papers of Robert F. W. Allston. 1943. Chicago. 
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Joun Worum Faepgricxson, B.S., Northwestern, 1938. The American merchant marine, 
1820-1860, 1943. Chicago. l 

Ruporr W. Freymar. On reciprocal reactions and repercussions of the economic and 
political decay of the ruling class in the early Victorian age. 1943. Chicago. 

WuramĮm Byram Gates, Jr, A.B., Williams, 1939. Government reorientation of social and 
economic life during the Civil War; a study of federal, state, and local controls over 
economic activity in the North, 1861-1865. 1943. Chicago. 


Henrietta E. Harreman, A.B., Lawrence, 1925; A.M., Wisconsin, 1928. Alexander Mac- 
Donald, labor member of Parliament. 1943. Chicago. 

Wruam Harrer, Je, AB., Columbia, 1936; A.M., 1938. Frontier settlement in Puritan 
New England, 1620-1670. 1944. Columbia. 

Joen Harvey Kent, A.B., Queen’s 1930; A.M., 1934. The temple estates of Delos, 
Rheneia, and Mykonos, 1943. Chicago. 

Harotp Over Lewis, B.A, Amherst, 1929; M.A., Howard,. 1930. The gors of the 
seventeenth century Danish capitalism. 1945. American. 


D. E. McCown, A.B., California, 1932. An historical study of the material culture of 
Tran before the middle of the third millennium B.C. 1943. Chicago. 


Cyr Nem McKrynon, A.B., Marquette, 1925; AM., 1936. The breakdown of the 
guilds. 1943, Chicago. 


Joun Tetremer O’Net, B.S., North Carolina, 1934; M.B.A., Harvard, 1936. The financial 
and economic history of the Chesapeake and Ohio Railroad. 1945. Northwestern. . 


Joan Prrer, AB., Vassar, 1935; A.M, Columbia, 1936. The Kingdom of Piedmont, 1815- 
1830: an economic and social study. 1944. Columbia. 


REGINALD CHARLES STEWART SHEPPARD, A.B., University of Wales, 1939; M.B.A, New 
York, 1940. The depressed areas of South Wales. 1945. Columbia. 


MartHa Van Horsen Taser, A.B., Bryn Mawr, 1939; A.M., Columbia, 1940. History 
of the cutlery industry in the Connecticut Valley, 1830-1939. 1944. Columbia. 


Ropert Henry Van Voorus, A.B., Duke, 1939; A.M., 1941. Borrowing our way into 
socialism: the economic thought of Pierre Joseph Proudhon. 1944. Duke. 


Wruam C. Wusor, Jer., A.B., Washington and Lee, 1937. The influence of Fabian social- 
ism on the Liberal party. 1944. Columbia. 


Epwarp B. Wr1ams, A.B., Morehouse, 1927; A.M., Atlanta, 1937. The Negro in industry ° 
in the ante-bellum South. 1944, Columbia. 


Economic Systems; National Economies; Post-War Planning 


Degrees Conferred 
RotanD Bu¥orp Branvis, JR., Ph.D., Duke, 1943. British war economy: the first two years. 


Theses Completed and Accepted 


ANDREW Graypanzev, B. of Econ., Harbin, 1932; AM., Columbia, 1938. Modern Korea, 
economic and social development under the Japanese. 1943. Columbia. (Published in 
the International Research Series of the Institute of Pacific Relations.) 


Theses in Preparation 
Harman Boursretn, B.S., Ohio State, 1940; A.M., Oberlin, 1941. Economics of Pan 
American solidarity. New York. 
ALEXANDER Barro. Economic background of the modern state. 1944. New York. 


Muzarrer Menmer Ersetcux, A.B., Robert College (Istanbul), 1938; A.M., Indiana, 
1940. The Japanese war economy, 1944. Indiana. 
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Statistics; Economic Mathematics; Accounting 


Degrees Conferred 

ALBERT Ben Carson, Ph.D., Nebraska, 1943. The concept of revenue in aètountingi income 
tax law, and eonomic theory. - 

Epwar K, Crarsrey, D.C.S., Harvard, 1943. Inventory accounting policies with particular 
reference to concerns which tan leathers. 

Raymonp J. Jessen, Ph.D., Iowa State, 1943. Statistical investigation of sample survey for 
obtaining farm facts. 

MicwarL James Juctus, Ph.D., Chicago, 1942. The objectives of uniform accounting. 


Theses in Preparation 

Ira Dennis AnpERson, B.S., Indiana, 1929; M.B.A., Northwestern, 1930. An evaluation 
of the retail inventory method of accounting. 1944. Northwestern. 

KENNETH J. Arrow, B.S., College of the City of New York, 1940. Analysis of economic 
time series. 1945. Columbia. 

ALBERT R. BEIsEL, JR, A.B., Dartmouth, 1931; LL.B., Yale, 1934. Legal and economic 
aspects of the theory of depreciation. 1944. Columbia. 

Wituiam Hersert Caus, A.B., Morningside, 1927; A.M., Michigan, 1935. Accounting 
for consolidations. 1945. Columbia. 

Roranp W., Fung, B.S., Utah, 1933. Inventory theory. 1943. Chicago. 

Bury E. Goerz, Ph.B., Chicago, 1924. A managerial approach to industrial accounting. 
1943. Chicago. 

Frank Sanrorp Kavursack, JR., B.S., Virginia, 1934; M.A. 1942. Capital accounts under 
selected state corporation statutes. 1944. Virginia. 

CaarLes Witt1am Lammen, A.B., California, 1937; MLA., 1939, Legal problems in corpo- 
rate accounting. 1944, California. 

Dantex Liesxy, A.B., Columbia, 1931; M.S., 1934. A reéxamination of accounting prin- 
ciples with particular reference to published reports. 1944. Columbia. 

Guy Henverson Orcutt, B.S., Michigan, 1939; A.M., 1940. Electrical machines and the 


mathematical methods appropriate to them for use in economic statistical research. 
1944, Michigan. 

Erus Mast Sowe1t, B.S., Stephen F. Austin State Teachers, 1934; M.B.A., Texas, 1936. 
Evolution of predetermined costs. 1945. Texas. 

A, MaxwELL Ures, M.B.A., Chicago, 1937. The statistical allocation of advertising appro- _ 
priations for a durable consumer good, 1943. Chicago. 

Ermer Ricsard Younes, B.S., Utah, 1936; M.S., 1937. Distribution cost accounting. 1945. 
Columbia. 

HERSCHEL Lee Watpron, A.B., Hendrix, 1924; S.M., Oklahoma Agricultural and Mechanic, 
1932; S.B., Central State Teachers (Oklahoma), 1938. State supervision of municipal 
accounting. 1943. Chicago. 

Jon Frepertck Weston, M.B.A., Chicago, 1942, The meaning and measurement of excess 
profits. 1943. Chicago. 


Business Cycles and Fluctuations 


Degrees Conferred 


GRANT ILLION BurrersaucH, Ph.D., Chicago, 1942. The measurement of business activity 
in the Puget Sound area. (Published in the University of Chicago Journal of Business, 
Studies in Business Administration, XII, No. 2.) 


7720 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


Davy Worum LousHer, Ph.D., Harvard, 1942. The structure of interest rates: a 
theoretical and empirical analysis of its characteristics and cyclical behavior. 

Witson FreLs Payne, Ph.D., Chicago, 1942. An analysis of the business cycle, 1919-22. 
(Published in the University of Chicago Journal of Business, Studies in Business Ad- 
ministration, XII, Nos. 4 and 5.) 


Josera Epwin REEVE, Ph.D., Chicago, 1939. Mondieiy proposals for curing the depression 
in the United States, 1929-35. (Published by the American Council on Public Affairs.) 


i Theses Completed and Accepted 


Greorce W. Van Vrecr, B.S., Colgate, 1909; Pd.M., New York, 1918; A.M., 1919. The 
panic of 1857. 1943. Columbia. (Published by the Columbia University Press.) z 


Theses in Preparation 


Janet Avstaian, A.B., Bennington, 1939. Acceleration and retardation in cyclical move- 
ments. 1944. Columbia. 

CarRrL Anton DAuTEN, A.B., Washington University, 1936; A.M., 1939. Investment and 
the level of business: an analysis and an appraisal of the T.N.E.C. thesis concerning the 
relationship of investment and saving to the full use of our productive resources. 1944. 
Washington University. 


Loreto MARCELINA DomincueEz, Public Accountant, Buenos Aires, 1938; M.B.A., Harvard, 
1941; M.A., 1942. Business cycles in agricultural countries. Harvard. 

Paver Petrorr Ecororr, B.S., Agricultural College (Sofia), 1925. The rôle of agriculture 
in the dynamic of Argentine economy. 1944. Stanford. 

Evan Bono Hanway, A.B., Washington, 1936; A.M., Stanford, 1937. The rôle of machine- 
tool industry in business cycles. 1944. Princeton. 

Harorp Burxe Horton, B.B.A., Texas, 1937; M.B.A., 1938. The relationship between 
agricultural commodity price fluctuations and business cycles in the United States, 
1918-1939. 1944. Columbia. 

Martin V. Jones, M.B.A., Chicago, 1940. Critique of the theory of economic maturity 
as a cause of business depression. 1943. Chicago. 

Harorp W. Sasse, B.S., New York, 1924; A.M., Columbia, 1928. Toward an understanding 
of business forecasting. 1945, Columbia. 

Davmp Sonwartz, A.B., Columbia, 1938; AM., California, 1941. Secular changes in Ameri- 
can business cycle history. 1944. Columbia. 

Jorrvs Suisuxin, A.B., Rutgers, 1934; A.M., 1936. The relation between seasonal and - 
cyclical movements. 1945. Columbia. 

Rotanp G. Struck, B.S., Brigham Young, 1930; M.S., Utah, 1932; M.B.A., Stanford, 
1932. The stabilization of consumer purchasing power. 1944. Cornell. 


James Harotp Symons, A.B., Seton Hall, 1930; A.M., Columbia, 1937. The mature 
economy in economic theory. 1944. New York. 


Public Finance; Fiscal Policy; Taxation 
Degrees Conferred 
Lours Komt Branvt, Ph.D., Wisconsin, 1943, Shifting and incidence of real property 


taxes. 


Yau Prx Cav, Ph.D., Chicago, 1942. The taxation reforms of the Chinese National 
Government in the decade 1927-37. 


ARCHIE BRISTOL Goopman, Ph.D., Wisconsin, 1943. Assessment administration in Wisconsin. 
T. Levezon Howaxp, Ph.D., Wisconsin, 1943. Federal payments in lieu of taxation. 
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Vernon L. IsrarLson, Ph.D., Wisconsin; 1942. Economic and social aspects of homestead 
tax exemption. i 

Lawrence BENNETT Jack, Ph.D., McGill, 1943. Control of municipal finance in three 
federal countries: Canada, the United States and Australia. 


Ricwarp WapswortH LINDHOLM, Ph.D., Texas, 1942. The corporate franchise as a basis 
of taxation. J 


Oscar Frepericx Lrrrerer, Ph.D., Wisconsin, 1943. Capital gains and losses. 
Paur Nerr, Ph.D., California, 1943. Government finance and interest rates. 


Theses Completed and Accepted 
Samn-usny Cov, A.B., Yenching, 1935; A.M., California, 1940. The capital levy. - 
Columbia. 


Paor W. Erus, A.B., Willamette, 1931; A.M., Oregon, 1933. Effect of taxes upon corpo- 
rate policy. 1943. Columbia. 


Swerwoop M. Fme, B.A., New York, 1936; A.M., Columbia, 1937. Public spending and 
postwar economic policy. 1943. Columbia. 


Cuatris Arva HALL, JR, B.S., Kansas, 1938; A.M., Harvard, 1943. Theories of public 
debt: history and analysis. Harvard. 


Theses in Preparation 
Norris J. Anpgrson, MA., Colorado, 1931. Land classification as an aid to assessment. 
1944, Minnesota, 


Martin Artas, A.B., New York, 1934; A.M., Columbia, 1935. Collection of income tax 
at source. 1944. Columbia. 


Wruram Arrep BENTEN, A.B., Wisconsin, 1926. An analysis of the government’s easy 
money policy and its economic effects. 1945. New York. 


Jonn CHALMERS, A.B., Middlebury, 1938. New York state personal income tax, 1919-1942. 
1943. Cornell. 


Crarence Corton Dawson, B.S., Kentucky, 1927; MA, George Peabody, 1931. De- 
velopment of Kentucky state tax administration since 1853. 1945. Kentucky. 


Lyre C. Frrca, B.S., Nebraska State Teachers, 1935; A.M., Nebraska, 1938. War finance 
and government debt. 1944. Columbia. 


Marion Hamrox Gum, A.B., Mt. Holyoke, 1930; A.M., Columbia, 1938. The incidence 
of excess profits taxes. 1944. Columbia. 


Ricaarp Benyamin Goope, A.B., Baylor, 1937; A.M., Kentucky, 1939, The corporate 
institution and the tax problem, 1944. Wisconsin. 


Crara Grey, A.B., Mt. Holyoke, 1936. The remission of consumption taxes during a 
cyclical depression. 1945. Columbia. 


Frangzin P. Harz, A.B., Oregon, 1929. Indiana gross income tax. 1943. Wisconsin. 


Louis Hatrern, B.S., College of the City of New York, 1941; A.M., New York, 1942. 
British financing of the Second World War (1939-1944). 1945. New York. 

Jorn Narman Hart, B.S., Ohio State, 1931; M.A., 1932. Taxation of business corpo- 
rations in Ohio: a statistical study. 1944. Ohio State. 


Guy Raynor Hu, A.B., Drury, 1927. Public utility taxation in New York State. New 
York. $ 


Grorce E. Lent, A.B., Renssalaer Polytechnic, 1934; M.B.A., 1935. Wartime borrowing 
methods. 1945. Columbia. 


Maria Lors Mins, B.A., Wellesley, 1928; M.B.A., New York, 1931. Defense borrowing 
and control of credit. New York. 


774 THE AMERICAN ECONOMIC REVIEW [SEPTEMBER 


Grenn D. Morrow, A.B., Murray State Teachers, 1933; M.A., George Peabody, 1940. 
State-local relations in Kentucky fiscal administration. 1944. Kentucky. 

Jorrus Cart Poinpexter, B.S., Virginia, 1933; M.A., 1941. Recent proposals for interest- 
free deficit financing. 1944. Virginia. 

Ropert ALVIN RENNE, A.B., Wesleyan, 1939; A.M., Harvard, 1942, Federal-provincial 
aspects of the Argentine fiscal policy. 1944. Harvard. 

Wiis Kress Scemenzrz, B.A., Juniata, 1930; M.B.A., Pennsylvania, 1931. The tax 
factor and the localization ‘of industry in the Pacific Coast states. 1944. California. 

EARLE Fenton SHEPARD, A.B., Colorado, 1936; AM., 1938. Taxation and monetary con- 
trol, 1945. Michigan. 

Kennete M. Spane, A.B., Dartmouth, 1933; A.M., Columbia, 1936. Money as a store of 
value. 1944. Columbia, 

WALTER Fritz Sretrner, LL.D., Vienna, 1937; A.M., Harvard, 1941. Nineteenth century 
debt theories in Great Britain and Germany and their relevance for present-day analysis. 
1943. Harvard. ; i 

Joan Arcmmearp Srover, A.B., McGill, 1940; AM., 1941; AM., Harvard, 1943. War 
finance. Harvard., 

Janet RAacoLIN SunbeLsoN, B.S., Columbia, 1936; M.A., 1938. Ownership of public debt. 
1944. Columbia. 

Anprew M. Totry, AB., Manhattan, 1940; A.M., Columbia, 1941. The tax credit and 
fiscal control in the United States. 1945. Columbia. l 

Wuam Newron Warson, B.S., Alberta, 1933; A.B., 1937. The federal estate tax of the 
United States. 1944. Columbia. 


Money and Banking; Short-Term Credit 


Degrees Conferred 


Roseer W. Merry, D.CS., Harvard, 1943. An analysis of and proposal for the bank 
examination policy of federal supervisory authorities. 

Watrace Peter Mors, Ph.D., Chicago, 1942. Theories of consumer credit—an historical 
and critical analysis. (Published in the University of Chicago Journal of Business, 
Studies in Business Administration, XVI, Nos. 1 and 2.) 

Wurm Taytor Paums, Ph.D., Cornell, 1942, History and application of the office of 
the comptroller of the currency. 

Srertine Porrre, D.C.S., Harvard, 1943. Development of two bank groups in the Central 
Northwest: a study in "bank policy and organization. = (Published by Harvard University 
Press.) 

Wriam T. Reame, D.CS., Harvard, 1942. Competitive advantages and disadvantages 
of agencies making short- and medium-term loans to industry. 

Joan Brooxe Writs, Ph.D., Columbia, 1943. The functions of the commercial banking 
system. (Published by Columbia University Press.) 


Theses Completed and Accepted 


EMANUEL THornron WELEER, AB., De Pauw, 1937; M.A, Minnesota, 1939. The flow 
of money payments and the use of accounting data for economic analysis. Minnesota, 


Theses in Preparation 
W. O. Anverson, B.S., Ohio State, 1938; A.M., 1941. An analysis of bank dipai, 1945. 
Okio State. 


PauL Arnotps-Parron, B.S., New York, 1936; MBA, 1937. The theory and practice of 
commercial bank reserves in the United States. 1944. New York, 


Rev. Epwarp Joan Burns, O.S.A, A.B., Villanova, 1937; AM., Catholic, 1941. Com- 
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mercial banking in Philadelphia, 1915-1941. 1944. Catholic. 

Exiasera WHiTBEcK Donovan, AB., Woman’s College of the University of North 
Carolina, 1934; A.M., North Carolina, 1936. The history of banking in North Carolina 
since the Civil War. 1944. North Carolina. 

Jos Epwarp Exter, A.B., Wooster, 1932; AM., Fletcher, 1934. Currency warfare in 
China since 1937. 1943. Harvard. 

Westey Ciirrorp Haratpson, B.A., Jamestown, 1935; MA., Iowa, 1940. The flow of 
funds into and out of the Ninth Federal Reserve District. 1945. Minnesota. 

Hervey D. Horcuxrss, B.S., Buffalo, 1934; A.M., Cornell, 1936. The guaranty of bank ~ 

` deposits. New York. 

Excin Fraser Hunt, A.B., Oberlin, 1917, A study of the textbook literature on money 
and banking. 1943. Chicago. 

ARTHUR Kemp, B.S., Buffalo, 1939; M.B.A., Northwestern, 1940. Lawful money, legal 
tender and money receivable for specific purposes. 1944. New York. 

Rev. Briaw A. Kirn, O.F.M., A.B., St. Joseph’s 1935; AM., Catholic, 1941. Annual 
reports of commercial banks, 1943. Catholic. 

Joserx E. Lortus, A.B., Notre Dame, 1937, Bank capital ratio regulation. 1945. Johns 
Hopkins. 

Water B. Metcs, B.S., Kansas, 1935; M.B.A., 1938. Supervision of non-member state 
banks by the Federal Deposit Insurance Corporation. 1944. Southern California. 

BERNARD NorTMAN, B.S.S., College of the City of New York, 1934; A.M., Columbia, 1935. 
Interest rates. 1944. Columbia. 

Wr1Am Harop Poors, A.B., Alberta, 1932; A.M., 1934. The supply and control of money 
in Canada. 1943. Chicago. 

Hersgat Vicror Procanow, B.A., Wisconsin, 1921. Some aspects of term loans and in- 
vestment policies of commercial banks. 1944. Northwestern. 

ALEXANDER Moses Rosenson, B.S., California, 1937; A.M., 1938. The Argentine banking 
system since 1935. 1943. Chicago. 

Err Smarmo, A.B., Brooklyn, 1936; AM., Columbia, 1937. Credit union movement in 
Wisconsin, a statistical study. 1945. Columbia. 

Rorimy Heap Smaonns, B.S., Northwestern, 1935; M.A., 1936. Capital credit banks. 1944. 
‘Northwestern. 

GUNTHER STEINBERG, A.B., Iowa State Teachers, 1936; M.BA., Chicago, 1938. The 
economic significance of the behavior of the assets and liabilities of banks. 1943. Chicago. 

RicHarp TurLoss Stevens, A.B., Ohio State, 1926; M.A., 1931. Economic implications of 
the changing character of bank assets. 1944. Ohio State, 

Wuram Joun Sriravy, A.B., Columbia, 1939; A.M., 1940. The place of the central 
bank in the modern economy. 1945. Columbia. 

Franx J. Tamsy, B.C.C., New York, 1931. The Federal Reserve Bank of Philadelphia. 
1944, Columbia. 

Warum Warrer Tonauz, A.B., Dartmouth, 1937; M.C.S., Amos Tuck, 1938. Factors 
affecting the supply of member bank reserve funds in the Seventh Federal Reserve Dis- 
trict, 1928-1943. 1943, Chicago. 


International Trade, Finance, and Economic. Policy 


Degrees Conferred 
ARTHUR Irvine Broomrretp, Ph.D., Chicago, 1942. International capital movements and 
the American balance of payments, 1929-40. 


Water Wers Hames, Ph.D., Harvard, 1943. Superbank and the Bank for International 
Settlements. 
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Micuari Linpsay Horrman, Ph.D., Chicago, 1942. The economics of fluctuating ex- 
changes. 
LLOYD APPLETON METZLER, Ph.D., Harvard, 1942, Interregional income generation. 


Theses in Preparation 

Hans Apter, Dr. Juris. Prague. The determinants of the volume of foreign trade of the 
United States, 1920-1938. 1943. Yale. 

Natuan A. Banery, B.S.S., College of the City of New York; AM. Columbia, 1941. The 
economists and the tariff controversy. Columbia. 

Witson Tomas Moore Beare, A.B., Princeton, 1931; M.B.A., Pennsylvania, 1933. 
British protective policy. 1945. Pennsylvania. 

Jory S. pe Berrs, A.B., Cornell, 1937; A.M., American, 1939. Commercial relations be- 
tween Germany and the United Kingdom, 1930-1939. 1943. Chicago. 

Josera RANDALL BurcHARD, JR., A.B., Southeast Missouri State Teachers, 1940. Foreign 
policy of the British labor party since 1933. 1943. Chicago. 

James Drxon CaLpErwoop, B. Com., London School of Economics, 1938. The international 
implications of British economic foreign policy, 1931-1939. 1943. Ohio State. 

ANNABELLE G. Corrtcan, B.S., New York, 1932; A.M., Columbia, 1933. History of French 
foreign lending, 1918-1938. 1944. Columbia. 

C. Smnzy Corre, A.B., Whitman, 1931; M.B.A., Stanford, 1934. Tariff-making under 
the Trade Agreements act. 1944. American. 

Serorr Pavtovich Dosrovorsxy, Dip, Harbin, 1930. Foreign exchange control as a factor 
influencing general levels of prices and volume of foreign trade. 1945. Columbia. 

Warum J. Heuser, A.B., Columbia, 1940; A.M., 1941. The Russian attitude toward trade 
with Germany, 1891-1916. 1944. Columbia. 

CLYDE E. Hewirt, A.B., Aurora, 1937; A.M., Chicago, 1939. Venezuela and the origins of 
dollar diplomacy. 1943. Chicago. 

R. E. Keowane, A.B., William Jewell, 1924; A.M., California, 1926. The attitude of the 
socialist parties toward international war, 1848-1914. 1943. Chicago. 

ARTHUR LOWELL KIRKPATRICK, A.B., Ilinois, 1935; AM., 1937. Clearing agreements in 
international trade. 1943. Brown. 

RıcHmarD SABOURIN Lanpry, A.B., Amherst, 1938; A.M., Chicago, 1941. Unfair competi- 
tion in foreign trade. 1943. Chicago. - 

Jack. Lericue, A.B., McGill, 1940; A.M., 1941. Foreign exchange control between the 
United States and Canada. 1943. Chicago. 

Herpert KennetH May, A.B., Michigan, 1938; A.M., 1941. Stabilization funds. 1945. 
Michigan. 

Wruam Braman Parmer, A.B., Michigan, 1929; A.M., 1930. Studies in the theory of 
foreign exchange rates. 1944. Michigan. 

Warrace J. Parks, A.B., Williams, 1932; ILB., George Washington, 1937. Federal import 
control. 1944. Columbia. 

WALTER RicHARDSON Prasopy, A.B., Amherst, 1918, An index of the physical volume of 

: foreign trade. 1945. New York. 

NicHoras MICHARL PETRUZZELLI, A.B., Portland, 1937; A.M., Catholic, 1939. Economic 

- and social aspects of the inter-American coffee agreement. 1944. Catholic. 

Crmvron Witson Ranviz, B.A., Duke, 1931; M.A., 1938. United States-Latin American . 
trade relations, 1900-1940. 1943. Kentucky. + 

Lapistas Rerrzer, Dr. Juris., Royal Hungarian University, 1936; Dr. Pol. Sci., University 
of Geneva, 1938. Early relations between Great Britain and Argentina. 1943. Chicago. 


Rarrpx ELBERTON Swarm, A.B., Wooster, 1935. The valuation of hos in the United 
States: a study in tariff administration. 1943, Chicago. ` 
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Marvin, Mever van Stock, M.B.A., Chicago, 1939. German methods in international - 
trade and the structure of American foreign commerce. 1943. Chicago. 

Paor AntHony Vore, A.B., British Columbia, 1939; A.M., Catholic, 1942. The interna- 
tional monetary and banking crisis of 1931: 1943. Catholic. 

CHARLES AsHLEY WRIGHT, A.B., Princeton, 1928; A.M., 1929. The limitations of monetary 
policy. 1945. Columbia. 


Business Finance; Insurance; Investments; Securities Markets 


Degrees Conferred 

Lynn L. Bouncer, D.C.S., Harvard, 1942. Financing defense orders, working capital 
problems. (Published by McGraw-Hill Book Co.) 

Earr S. Garver, Ph.D., Yale, 1943. Mortgage insurance. 

ARTHUR Lesser, JR, Ph.D., New York, 1943. Stockholders’ representation in corporate 
management. 

Jonn Homes Myers, Ph.D., Northwestern. The effect of raising new capital by security 
issues upon the company’s common stock prices. 

Swney Ropsins, Ph.D., New York, 1943. Dissenting bondholders in voluntary corporate 
reorganizations. ; 

Theses Completed and Accepted 


ARLEIGH Roy Burton, B.S., Kansas State ‘Teachers, 1927; M.S., 1935. Fire insurance 
accounting and valuation, 1926-1939, Nebraska. 

ALBERT Rarrm Koco, AB., Oberlin, 1936; A.M., Columbia, 1937. The financing of 
large corporations, 1920-1939. 1943. Columbia, (Published by the National Bureau of 
Economic Research as Study No. 4 in Business Financing of its Financial Research Pro- 
gram.) 

ARTHUR Lesser, Jr, ME., Stevens Institute, 1931; M.B.A, New York, 1935. Stock- 
holders’ representation in corporate management. 1943. New York. 

Rozert I. Meme, B.S., Alabama, 1938; M.S.,1939. Real estate problems of life insurance 
companies. 1943. Pennsylvania. 

Cartes Mann Wuvrter, B.S., College of the City of New York, 1911; C.E., Brooklyn 
Polytechnic, 1913. The replacement of life insurance policies. 1943. Columbia. 


Theses in Preparation 

LAURENCE J. Ackerman, A.B., Lehigh, 1929; LL.B., Columbia, 1943. The regulation of 
casualty insurance. 1944. Pennsylvania. i 

Francis T. ALLEN, B.S., Pennsylvania, 1922; M.A., 1930. The rehabilitation or liquidation ` 
of insurance companies. 1944. Pennsylvania. 

Ona Bwerocursxas, Licenciée en Droit et en Sciences Economiques, Strasbourg, 1937; 
Diplomée d'Etudes Supérieures Economiques, Paris, 1940. The business corporation in 
France. 1945. Johns Hopkins. f 

Emerson T. Cammack, B.S., Oklahoma, 1940; M.A., 1941. The rehabilitation of life ` ` 
insurance companies. 1944. Pennsylvania. 

Lucune Derrick, B.S., Eastern Kentucky State Teachers, 1931; A.M., George Peabody, 
1934. Tax exemption and the yields from investment. 1943. Chicago. 

_ Jack P. Dowis, A.B., Chicago, 1938; M.B.A., George Peabody, 1939. Corporate promo- 

tion and reorganization in subnormal business. 1943. Chicago. 


ALLEN Braston Epwarps, A.B., Centre, 1935; M.A. Duke, 1940. Investment policies of 
major life insurance companies. 1944. Virginia. 
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Donato J. Emaren, A.B., Ohio, 1932; M.B.A., Pennsylvania, 1935. Competitive bidding 
for corporate issues. 1943. Columbia, . A 

Mortimer Josera Greeson, B.B.A., College of the City of New York, 1932; M.B.A., 
New York, 1936. Securities of air transport companies, New York. 

AnNa Jacosson (Scuwartz), A.B., Barnard, 1934; A.M., Columbia, 1935. British share 
prices and joint stock enterprise. 1944, Columbia. 

Acts JENKINSON, 3d, B.S., Pennsylvania, 1935; M.A., 1937. Facts involved in measuring 
the amount of life insurance to be carried on the life of an individual for business pur- 
poses. 1944, Pennsylvania. 

RicHarD BUHMANN JoHNSON, B.A. Texas, 1934; M.A., 1936. The legal reserve life in- 
surance industry in the United States: as appraisal of its operations and proposal for 
reform. 1944. Texas. 

Rıcaar DER. Kip, B.S., Pennsylvania, 1936. Do the education efforts of academic institu- 
tions and insurance companies in America at present meet the needs of those going into 
business and into the insurance business? 1944, Pennsylvania. 

GeorocE Kocerr, B.S., Columbia, 1936; M.S., 1937. Corporate reorganization and the 
financial plan. 1944. Columbia. 

ARNOLD R. LaForce, B.S., Middlebury, 1935; M.B.A., New York, 1938. Operation of 
syndicates in distribution of securities. 1944. New York. 

Arex Loverpos, Dr. of Pol. Stud, Athens, 1935. Imperfections in money markets, local 
and international, 1945. Columbia. 

ALBERT Henry MARVEL, B. S. ace a 1922. Priorities in corporate reorganization. 
1944. New York. 

Marx S. Masser, B.S., New York, ia AM., 1933. Business reserves for postwar 
survival. 1943. Columbia. 

Joseru Anrsone MavrmLLo, B.S., New York, 1939; M.B.A.„, 1940. Analysis of varia- 
tions in standard costs, sales and profits. 1944. New York. 

Jonn Borawett McConaucuy, A.B., Alabama, 1933; A.M., 1935. The American bankers 
and Latin American public loans, 1919-29. 1943. Chicago. 

Tuomas Acnew McKay, B.S., Columbia, 1933; M.B.A., New York, 1937. Federal regula- 
tion of national securities exchanges. New York. ; 

ARTHUR F. Messencer, A.B., Ohio Wesleyan. Liquidity in the securities markets. 1944. 
Okio State. 

James Josera O’Brren, B.S., Manhattan, 1938. Securities of fire insurance companies. 
New York. 

Arran L. Rirrer, A.B., De Pauw, 1935. A study of the flow of capital required to main- 
tain the proper balance in our economic organization. 1944. Wisconsin, 

Harvey J. Sarues, A.B., Hamilton, 1930; A.M., Columbia, 1934. Life insurance companies 
investments and bonds. 1945. Columbia. ; 

A. C. Wort, B.S., Pennsylvania, 1925. A study of workmen’s compensation carriers in 
Pennsylvania, 1944. Pennsylvania. : 


Public Control of Business; Public Administration; 
National Defense and War 


Degrees Conferred 


Henry Bropre, Ph.D., New York, 1943. Selective price control in Canada, World War. II. 


EMANUEL Jay Howensretn, IM, Ph.D., Ohio State, 1943. The economics of demobiliza- 
tion after World War I. 
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Theses in Preparation 
Wr1am Wacer Cooper, A.B., Chicago, 1938. The economics of government corporations. 
1944. Columbia. 


Harvey T. Decvzer, A.B., Michigan, 1932; M.B.A., 1933. Alms and standards of wartime 
price control. 1945. Michigan. 


WaramĮm Donat Kyicut, A.B., Beloit, 1938; M.B.A., Michigan, 1940. The socne of 
capital and public control. 1945. Michigan. 


Georce Bernardo Konwen, B.S., 1928; MA. Catholic, 1933. Regulation of NEER 
utility security issues by the Securities and Exchange Commission. 1945, Northwestern. 


CHARLOTTE FELDMAN Moutrer, A.B., Vassar, 1941; A.M., Columbia, 1942. The significance 
of the antitrust movement since 1933, with emphasis on the aluminum industry. 1945. 
Columbia. 


Easton Netson, B.A., Stephen F. Austin State Teachers, 1928; M.A., Texas, 1929, Some 
aspects of government intervention in economic enterprise in the Republic of ‘Panama, 
1943. Texas. 


Wiuarasx Nreranover, B.S., Pittsburgh, 1930; M.S., Columbia, 1931. Wartime sone of 
food. 1946. Columbia. 


Orme W. Peres, A.B., Chicago, 1937; M.B.A., 1939. A case study in public actin 
tion. 1943. Chicago. 


Ernest Jonn HaMitton Spence, B.A., Manitoba, 1935; B. Com., Queen’s, 1938; M.B.A., 
Northwestern, 1939. Government credit and lending agencies with particular reference 
to small business financing. 1946. Northwestern. i 


Franz Hatnaway Towsey, A.B., Tufts, 1913; LL.B., George Washington, 1919; LL.B. 
Columbia, 1920, The court as a codrdinate part of regulative process. 1945, Columbia. 


Industrial Organization; Price_and Production 
Policies; Business Methods 


Degrees Conferred 


ELIZABETE Armour Curtiss. Ph.D., Chicago, 1942. Trade barriers and the consumer interest. 
Wara{Įm Kume, Ph.D., Clark, 1943. Some factors affecting northeastern tomato prices, 


Gerorce F. F. Losrparp, D.C.S., 1942. The functions of the executive in securing satis- 
faction for the members of his organization. 


Theses Completed and Accepted 


Franx Josera Korrxe, A.B., Northwestern, 1937; A.M., 1938. Technological progress and 
industrial organization: their relation in the manufacture of electrical apparatus. 
Columbia. 


Theses in Preparation 
RosertT Huon Bryowam, A.B., Ohio Wesleyan, 1939; A.M., Michigan, 1941. Basing- 
point systems and public policy. 1945. Michigan. 


Grapys E. Brams, A.B., Hunter, 1936; M.A., Columbia, 1943. The changing legal con- 
cept of price discrimination. 1945, Columbia. 


Paut Lowry Brown, B.S., Ilinois, 1937; M.S., Oklahoma Agricultural and mene 
1940, The economics of small business enterprise. 1944. Ohio State. 


Evcento Castmxo. The banana industry. 1945. Johns Hopkins. 


Roserr Henry Seare Eaxens, AB., Texas, 1933; A.M., 1937. Price determination in the 
petroleum industry. 1944. Columbia. 
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Morris Forxosca, LL.B., St. John’s, 1930; LLM., 1932; A.B., New York, 1936; AM. 
1938. The liquor industry. 1944. New York. 

Ricuarp J. L. Herson, B.S., College of the City of New York, 1938; M.S., Columbia, 
1939. Factoring—its development and functions. 1944. Columbia. 

Warrer Evans Hoaprey, Jr, A.B., California, 1938; M.A., 1940. The Pacific Coast 
petroleum industry: market structure and pattern of competition for refined products. 
1944. California. 

Joan Exton Honces, B.B.A., Texas, 1935; M.B.A., 1937. Overhead cost, price policy, 
and the determination of output. 1944, California. 

Harry ArTHuR Horr, B.C.S., New York, 1906; M.B.S., 1914; M.B.A., 1924. Relation of 
size of business enterprises to managerial accomplishment. 1944. Columbia. 

Leonard Kamsxy, B.S., Richmond, 1939. Economic control in the motion picture in- 
dustry. 1945. Johns Hopkins. 

JosertInE Krucxavr, Dr. of Civil Law, Prague. The match trust. 1944. Columbia. 

Water Krucxaur, Dr. of Civil Law, Prague. The international sugar-cartel. 1944. Co- 
lumbia, 

Henry Junprick Marxary, Technical School, Royal Hungarian University, Budapest, 
1919; M.B.A., New York, 1929. Some economic implications of idle and excess produc- 
tion facilities in the control of overhead costs. 1944. Columbia. 

SAMUEL Naxasian, A.B., New York, 1940; A.M., Columbia, 1941. The New York milk 
industry—e study in market organization and price control. 1944. Columbia. 

Anpreas GEORGE PAPANDREOU, A.M., Harvard, 1942. The location and scope of the 
entrepreneurial function. 1943. Harvard. 

Roya H. Ray, A.B., DePauw, 1927; A.M., Wisconsin, 1935. Integration in the American 
newspaper industry. 1945. Columbia. 

Jurrus ABRAHAM ROLLER, B.B.A., Washington, 1934. Wholesale principle in pricing. 1945. 
Michigan. 

Sonta D. Risorr, A.M., Columbia, 1937. Problems of industrial stabilization with special 
reference to the bituminous coal industry. 1944. Columbia. 

Irvine H. Sreczt, B.S., College of the City of New York, 1934; M.A., New York, 1935. 
The measurement of production and related concepts. 1944. Columbia. 

CALEB ALLEN SMITE, S.B., Haverford, 1937; AM., Harvard, 1942. Business behavior 
patterns and national income. 1943. Harvard. 

Grorce Rosert Terry, C.E., Cincinnati, 1930; M.B.A., Northwestern, 1939. Marketing 
activities in the petroleum industry of the United States with particular reference to 

` the subject of price stabilization. 1943. Northwestern. 

MeEtvitte J. Uraeerr, B.S., New York, 1937; M.A., 1938. Free enterprise and price control. 
1944. Columbia. 

Cartes A, WetsH, B.S., New York, 1934; A.M., 1937. The world dyestuffs industry. 

_ 1945. New York. 


Marketing; Domestic Trade 


Degrees Conferred 


Cart T. Arrt, Ph.D., Cornell, 1942. State and local restrictions on intrastate trade. 


Epwarp EUGENE GALLAHUE, Ph.D., Catholic. Some factors in the development of market 
standards with special reference to food, drugs, and certain other household wares. 
(Published by the Catholic University of America Press.) 


Lewis Kerr JoHNnson, Ph.D., Ohio State, 1943. A history of marketing legislation in Vir- 
_Sinia—its social and economic effects. 
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_ Epen Curistran Lorentzen, Ph.D., Northwestern. The unfair sales practices acts: a 
critical analysis of their history and development with particular emphasis on retail 
grocery stores. 

Raysugn Dean Tovustey, Ph.D., Northwestern. The advertising and merchandising of 
Washington State apples. 


Theses in Preparation 


Epwarp Knox Austin, A.B. Alabama, 1925; M.S., Columbia, 1927. Pre-testing of ad- 
vertisements. 1944. Columbia. 

Gzorce A. BALLENTINE, A.B., Colgate, 1922; M.B.A., Harvard, 1924. Quotas—their use . 
in planning sales activities, 1944. Columbia. 

Enna Dovatas, B.S., Woman's College of the University of North Carolina, 1938; M.A., 
North Carolina, 1941. The trade area of Charlotte, North Carolina. 1944. North 
Carolina, 

Wom Harper Fisser, B.S., Richmond, 1934; M.A., Virginia, 1943. The economics 
of the burley tobacco industry. 1944. Virginia. 

Caarves Dorsey Forrest, B.S., Northwestern, 1933; M.B.A., Southern California, 1940. 
Economic and technical aspects of small retailer advertising. 1944. Ohio State. 

Giwron Hapary, S.B., Minois, 1940; SM., Wisconsin, 1942. The relationship between 
chocolate milk and total fluid consumption. 1943. Wisconsin. 

Cartzs Davip Hyson, A.B., St. Johns, 1937; S.M., Maryland, 1939; A.M., Harvard, 
1943. A monograph on the marketing of cranberries. 1943. Harvard. , 

Roy Wuam Jastram, A.B., Stanford, 1936. The economics of large-scale advertising. 
1944. Stanford. 

Crartes Westxy Lewis, B.A., Vanderbilt, 1928; M.A., 1929. Criteria of efficiency in 
retailing. 1944. Pennsylvania, 

Grorce M. Porzarp, A.B., George Washington, 1934; A.M., 1939. Cottonseed oil in the 
industrial complex. 1944. Columbia. 

Davm Arren Revzan, Ph.B., Chicago, 1930; A.M., 1935. The wholesale price structure 
for oranges with special reference to the Chicago auction market. 1943. Chicago. 

Dan: B. Surts, A.B., Michigan, 1940; AM. 1941. The laundry industry. 1945. 
Michigan. 

Hucw Grecory Wares, A.B., Washburn, 1932; M.B.A., Harvard, 1934. The Kansas City 
fruit and vegetable market; an historical study and eS of recent developments. 
1943. Northwestern. 


Mining; Manufacturing; Construction 
Theses in Preparation 


ARTHUR HicHasan, B-S., Armour Institute of Technology, 1935; M.B.A., Chicago, 1939. 
Mobilization of the chemical industry for the national defense. 1943. Chicago. . 

Groror Mervyn Krenver, A.B., McGill, 1936; A.M., 1937. Construction in the Fifth — 
Federal Reserve District. 1944. Wisconsin. 

Freperick Jurus Knicuts, B.S., Nebraska, 1928; M.B.A., Northwestern, 1938. Growth 
of the rubber manufacturing industry. 1944. Northwestern. 


Transportation; Communication; Public Utilities 
Degrees Conferred 
ARTHUR Perer Beoxer, Ph.D., Wisconsin, 1943. Public utility valuation and the economic 
theory of regulation. 


ANATOLE RODOLPH GRUEHR, Ph.D., New York, 1943, Development of depreciation thought 
in public utility regulation. 


~ 
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_ Warrer Isarp, Ph.D., Harvard, 1943. The economic dynamics of transport technology. 


` Seror GEORGE Kovsanirkir, Ph.D., Columbia, 1943. Liability of carriers of goods by 
sea. (Published by Delphic Press.) 


Rrowarp H. Rusu, D.C.S., Harvard, 1942, The regulation of network broadcasting. 


Theses Completed and Accepted 
Ricarp W. Dirraex, B.A., Colgate, 1938, The public utility service company. 1943. 
Yale, 


Epwarp Josera Peterson, B.B.A., Minnesota, 1938; M.A., 1940. The flow of money 
and services in the railway industry. Minnesota. 


Theses in Preparation 


Groroe RUDOLF ANDERSON, A.B., Northern Michigan, College of Education, 1928; A.M., 
Michigan, 1934. Effects of rigid public utility rates in depression. 1945. Michigan. 

James Warrnsy Bunto, B.S., Pennsylvania, 1934; MA., 1936. Economic theory and 
development of railroad distance rate scales. 1945. Pennsylvania. 

Wurm H. Bray, A.B., Oberlin, 1938; AM.,.1939. The regulatory activities of the 
Ohio Public Utilities Commission. 1943. Cornell. 
Grace Cann, A.B., Washington, 1940; AM., 1942. Waterworks for public control in 
Chinese history: in the beginning and at the end of Imperial China. 1944. Columbia. 
Frepertck N. DANNENBERG, B.S., New York, 1936; M-B.A., 1937. The economic sig- 
nificance of the evaluation of public utility accounting. New York. 

Raymond Cartes Dern, B.S., Nebraska, 1930; M.A, 1935. The intangibles of the 
public utility rate base and accounting theory. 1943. Minnesota. 

Jort B. Dmtan, B.A., Yale. Security regulation under the public utility holding act. 1944. 

~ Fale. ) 

Hucs Norman Emerson, A.B., Johns Hopkins, 1930; M.B.A., Pennsylvania, 1932, 
Petroleum transportation. 1945. Pennsylvania, 

Josera P. Gorpsero, B.S.S., College of the City of New York, 1937; A.M., Columbia, 
1938, Railroad rates: their basis and nature, 1830-61. 1944. Columbia. 

Henry Weipon Hewerson, A.B., Toronto, 1924; A.M., British Columbia, 1925. The 
financial history of the Canadian National Railway. 1943. Chicago. 

Samcurr S. Har, A.B., Yale, 1923; M.B.A., New York, 1939. Cost finding in transport 
regulation. 1944. American. 

H. Taxopore Horrman, B.S., Dayton, 1929; M.A., American, 1938. History of the de- 
velopment of railroads in Colombia. 1945. American. 

Eowm Hvemezs, A.B., Williams, 1919; A.M., 1934. The Ontario hydroelectric develop- 
ment. 1944. Columbia. 

Awna Huts, B.S., New York, 1926; A.M., 1927. Niagara~Hudson and New York State— 
financial, historical and social aspects of development. 1945. Columbia. 


, WILLIAM Harry Jousrrt, B.S., Florida, 1933; M.S., 1935. The history of the freight 


rate structure of the southern territory, 1943. North Carolina. 

Caarces V. Kinter, AB., Arizona, 1931; S.M., Northwestern, 1937. The economics of the 
newspaper industry. 1944. Chicago. 

Marion S. Lewis, A.B., Trinity, 1918; A.M., 1921. An evaluation of the holding company 
abuses alleged in the public utilities act of 1935. 1943. Chicago. 

Raymonp E. LISLE; B.S., College of the City of New York, 1929; A.M., Columbia, 1930. 
The public utilities and New York State politics, 1881-1907, 1945. Columbia. 


Danter Marx, Jr., A.B., Dartmouth, 1929. United States Maritime Commission, 1936-40. 
1944. California. 


` 
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Leonard L. MintHorny, A.B., Southern California, 1919; M.A., Columbia, 1922. The 
Inter-American Highway—its economic aspects. 1945. Columbia. 

THORNTON W. Mitcuert, A.B., Stanford, 1937; A.M., 1939. Federal regulation of rail- 
roads, 1865-87. 1944. Columbia. 

Joun JoserH Recianan, A.B., Wisconsin, 1923; A.M., 1927. Economic and legal prob- 
Jems in the codrdination of petroleum pipe line transportation. New York. 

GEORGE ALEXANDER Scorr, B.A., Alberta, 1938; M.B.A., Pennsylvania, 1940. Railroad © 
reorganization under Section 7. 1945. Pennsylvania. 

Epwin R. Ture, A.B., Emmanuel Missionary, 1918; A.M., Chicago, 1937. Land trans- 
portation in ancient Mesopotamia. 1943. Chicago. 

Wura{Įm Way, JR, A.B., North Carolina, 1926; A.M., 1929. Railroad passenger fares and 
services. 1945. Pennsylvania. 


Agriculture; Forestry; Fisheries 
Degrees Conferred 

Aurrep Davy Fotwerzr, Ph.D., Wisconsin, 1943, Ownership of forest land in selected 
parishes in Louisiana and its effect on forest conservation. 

Lioyp C., Hatvorson, Ph.D., Minnesota, 1943. The use of normal prices by the Farm 
Credit Administration. 

Lovis F. Herrmann, Ph.D., Minnesota, 1942. A Gai of ratés of feeding and milk pro- 
duction in some West Virginia herds. 

Ors T. Oscoop, Ph.D., Minnesota, 1942. Farm organizations for upland areas in the 
eastern Ozarks. 

Roy Estes Proctor, Ph.D., Minnesota, 1942. Factors influencing farm organization in a 
general livestock area in Kentucky. 

BenyaMin Henry Pusors, Ph.D., Harvard, 1943. The agricultural development of the 
Columbia basin irrigation project. 

Everett Cart Werrzert, Ph.D., Wisconsin, 1943. The economics of soil conservation in 
West Virginia. 

Wriruzam Tare Wurman, Ph.D., Duke, 1943. The forest products industries of the South 
and future employment possibilities. 

Rosin Murray Wru1aMs, Ph.D., Harvard, 1943, The sociology of farmers’ responses to 
A.A.A. programs in selected areas in Kentucky, 1938-1940. 


Sau-Cara Yanc, Ph.D., Minnesota, 1942. A study of the Chinese economy with special 
reference to farm credit, 


Theses Completed and Accepted 


Frank James Weicu, A.B., Mississippi, 1928; A.M., Colorado, 1932. The plantation 
economy as it relates to land tenure in Mississippi. 1943. Wisconsin. 


Theses in Preparation 


E. Lroyp Barser, B.A., Saskatchewan, 1938; M.A., Clark, 1939. Price and próduction un- 
certainties in agriculture. 1944. Iowa State. 

Davy G. Basme, A.B., Washington and Lee, 1936; M.A., Columbia, 1939, Land utiliza- 
tion in highland Ecuador. 1946. Columbia. 

Stewart BELL, JR., B.A., Hampden-Sydney, 1931; M.A., Virginia, 1940. Industrial farm 
relationships in Henry County, Virginia. 1944, Virginia. 

Oswaro H. Browne, B.S., Montana State, 1938; M.S., Iowa State, 1941. Production 
and income effects of agricultural subsidies. 1943. Iowa State. 
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Woar Weser Cocurane, B.S., California, 1937; M.S., Montana State, 1938; MPA., 
Harvard, 1942. Evaluation of the county land use planning movement. Harvard. 

Warrer P. Corron, B.S.A., Tennessee, 1932; M.S., 1933. A study of subsidies to agri- 
culture provided by governmental credit agencies. 1944. Minnesota. 

Frances E. CorRnwarL, A.B., Middlebury, 1940; A.M., Columbia, 1943, Vermont farm 
organizations, 1944. Columbia. 

Joan H. Davis, B.S., Iowa State, 1928; MA., Minnesota, 1935. An analysis of the policies 
of insurance companies in the management and resale of farms in Iowa since 1920. 
1944, Minnesota, 

Joseru Eaton, B.S., Cornell, 1940, Codperative group farming in the United States of 
America, 1945, Columbia, 

Geraro Encexman, B.S., Iowa State, 1937. Problems involved in the sale of slaughter 
livestock on the basis of carcass weight and grade. 1945. Minnesota. 

Asram W. Err, B.S., Nebraska, 1933; M.A., 1937. An economic study of the place of 
forage production in the southeast grain and livestock area of Nebraska. 1944. Minne- 
sota, 

Orro Joun Freestone, Dr. Juris., Vienna, 1939; AM., McGill, 1942. Canadian agri- 
culture before 1867. 1945. MfcGill. 

Wauram Liow Gmson, B.S., Virginia Polytechnic, 1933; M.S., 1934. An economic land 
classification of Halifax County, Virginia. 1943. Virginia. 

Harorp Grasam Hatrcrow, B.S., North Dakota Agricultural, 1937; M.S., Montana State, 
1938. The demand for beef in the United States. 1943. Chicago. 

D. Gare Joxunson, B.S., Iowa State, 1938; M.S., Wisconsin, 1939. The theory of forward 
prices for agricultural products. 1944. Iowa State. 

Panur Evcene Jones, B.S., Tennessee, 1938; M.S., Louisiana State, 1940; A.M.. 
Harvard, 1942. Needed adjustments for the cotton South. Harvard. 

Haror C. Larson, B.S., South Dakota State, 1929; SM; Kansas State, 1930. A critique 
of farm credit policies, 1944. Wisconsin. 

Frank Murer, M.A., Nebraska, 1937. Analysis of the use and experiences with agri- 
cultural credit in representative Nebraska counties. 1944. Minnesota. 

ARTHUR THEoporE Mosuer, B.S., Dlinois, 1932; M.S., 1941. The place of the central 
Indo-Gangetic Plain in world agriculture. 1943. Chicago. 

Arvan D. Ongrxmx, B.S., North Dakota Agricultural; M.S., Iowa State, 1928. A study 
of frozen and dried eggs as a market outlet for midwest poultry producers, 1944. Minne- 
sota. 

Panir Martin Ravp, AB., Kansas, 1939; A.M., Wisconsin, 1942. Public land manage- 
ment in the United States. Wisconsin. 

LEONARD A. SALTER, JR, M.A., Connecticut, 1935; A critical examination of research in 
land economics. 1944. Minnesota. 

Frep Huco SANDERSON, Licencie e Sciences Economiques, Geneva, 1935; A.M., Harvard, 
1942. Methods of crop forecasting. 1943. Harvard. 

Sotomon Sincar, B.S.A., Saskatchewan, 1932; M.S., 1937. The rôle of subsidies in 
farm credit. 1944. Minnesota. 

Joun H. Srrrertey, B.S., Ohio State, 1928; M.S., 1932 Adjustments in farming at the 
extensive margin. 1944. Okio State. 

J. Lrovp Sparprne, B.S., Iowa State, 1936; Ph.M., Wisconsin, 1938. Inheritance as a 
function of the agricultural ladder. 1945. Minnesota, 

Joun Francis Trmons, B.S., Missouri, 1937; A.M., 1938. Economic and social aspects 
of the devaluation of agricultural land through inheritance, gift, and will. 1943. Wis- 
consin. 

Hapizy Van VLET, B.S.A., Saskatchewan, 1934; S.M., 1936. An analysis of agricultural 
land tenure in Saskatchewan. 1943. Wisconsin. 
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Economic Geography; Regional Planning; Urban Land; Housing 
> Degrees Conferred 
Dran WoLam Bracxsurn, Ph.D., Wisconsin, 1943. Some concepts of regionalism and 
their application to Arkansas, 


Arvin CHartes Warre, Ph.D., Illinois, 1943. An economic analysis of the housing 
problem in the United States. 


Theses Completed and Accepted 


George TayLor ConxLin, AB., Dartmouth, 1936; M.C.B., 1937, The changing economic 
basis of New York City. 1943, New York. 


Theses in Preparation 


ELEANOR SAVER Bactey, A.B., Mt. Holyoke, 1936; A.M., Columbia, 1937. Federal Housing 
Administration. 1944, Columbia. 

Muaro Carr Faucut, A.B., Columbia, 1938; M.S., 1939. The problems of a resort 
community—a socio-economic study of Falmouth, Massachusetts. 1944. Columbia. 

Warrer Invire Firey, Jr., A.B., Washington, 1938; A.M., 1940; A.M., Harvard, 1943. 
The réle of social values in urban land use patterns. 1944. Harvard. 

Howarp Naytor FirzucH, B.S., Harvard, 1930; M.B.A., 1933. Improved housing for 
New York City middle-class Negro families. 1944. Columbia. 

ArTHUR Corr Horsen, Litt. B., Princeton, 1912; B. Arch., Columbia, 1915; A.M., Co- 
lumbia, 1915. Evidence of change in the theory of rent—trends toward reorganization 
of real estate. 1944. Columbia. : 

Lovis ALBERT Kerrer, B.A, Carroll, 1927; M.B.A., Northwestern, 1928. The utilization 
of land for outdoor recreation: a study of the interrelations of urbanization and out- 
door recreation in the Milwaukee area. Northwestern. 

Donato W. O’Connetr, A.B., Columbia, 1937; A.M., 1938. The scope and applicability 
of the theory of industrial location. 1944. Columbia. 

Davin Woovrow Parvin, B.S., Mississippi State, 1938; M.S., 1941. A statistical study of 
the socio-economic status of Mississippi. 1944. Virginia. 

KATHERINE PerRINO, A.B., Grinnell, 1932; M.B.A., New York, 1940. Comparative costs 
in deurbanization. New York. 

ALFRED G. SuoTH, JR., A.B., Columbia, 1934; A.M., 1939. Some aspects of location theory, 
with special reference to the southeastern states. 1945. Columbia. 


Tuomas R, Smara, A.B., Swarthmore, 1933. The textile industry of Fall River: a study in 
industrial location. 1946. Columbia. 


Labor and Industrial Relations 
Degrees Conferred 


Lioyp Harpio Baner, Ph.D., Michigan, 1943. Negro labor in the automobile industry. 

Rev, Vincent Icnatrus BREEN, Ph.D., Catholic. The United States conciliation service, 
(Published by Catholic University of America Press.) : 

Roserr KENNETH KavaANaucH Burns, Ph.D., Chicago, 1942. Collective bargaining and 
arbitration: the case of the daily newspaper industry. 

Rev. BERNARD Cornerrus Crony, Ph.D., Catholic, 1943. Peter C. Yorke and the labor 
movement in San Francisco, 1900-1910. (Published by the Catholic University of 
America Press.) 


Hopa Kesster Grisert, Ph.D., Wisconsin, 1943. The Department of Labor in the New 
Deal period. 
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Sruart MARSHALL Jamieson, Ph.D., California, 1943. Labor unionism in American agri- 
culture. 

Kerra WHITAKER Jonson, Ph.D. Duke, 1943. Racial division of labor and the American 
Negro. 

Howard STANLEY KALTENBORN, Ph.D., Wisconsin, 1943. Government and the adjustment 
of labor disputes. 

Ricxtarp Morecrarr Kirey, Ph.D., Harvard, 1943. The wage policy of the United Mine 
Workers, 

Rey. Josera Davin Mounier, Ph.D., Catholic, 1943. Some American approximations to 
Pius XIs Industries and Professions. 

Joszra SHister, Ph.D., Harvard, 1943. Some aspects of union wage policies. 

BERNICE VIRGINIA WESTERLUND, Ph.D., Dlinois, 1943. Ilinois’ experience with minimum 
wage legislation. 

Constance WILLIAMS, Ph.D., Chicago, 1942. Reémployment programs in four Massachu- 
setts textile cities, 1928-40. 

Ricoarp Harvey Woop, Ph.D., Princeton, 1942. Recent developments affecting the profit 
sharing plans of the Eastman Kodak Company, The Procter and Gamble Company, and 
Sears, Roebuck and Company. 


Theses Completed and Accepted 


Howarp Lawrence Hurwitz, A.B., Brooklyn, 1936; A.M., Columbia, 1937. Theodore 

~ Roosevelt and labor in New York "state, 1880- 1900. Columbia. (Published by Columbia 
University Press as Study No. 500 in History, Economics and Public Law.) 

Van Dusen Kennepy, A.B., Swarthmore, 1935. Some aspects of union participation in 
wage incentive methods, Columbia. i 

Mary Krew, A.B., Oregon, 1930; A.M., Wisconsin, 1940. Some rivals of the AF.L. 
‘and C.1.0,—a study of unaffiliated unions, 1943. Wisconsin. 

Hersert Jay Lanne, B.B.A., College of the City of New York, 1936; M.A., Columbia, 
1937, The cotton mill worker in the twentieth century. Columbia. (Published by Farrar 
and Rinehart.) 

Jonn Lomuarn, B.S., College of the City of New York, 1919; AM., Columbia, 1935, 

_Labor’s voice in the Cabinet: a history of the Department of Labor since its origin 
in 1921. Columbia. (Published by Columbia University Press as Study No. 496 in 
History; Economics and Public Law.) 

Pour C. Newman, A.B., Columbia, 1938; A.M., 1940. The labor legislation of New 
Jersey. Columbia. 

Sacre Sowrson, B.S., Virginia, 1927; M.S., 1928; LL.B., Cornell, 1931. The Washington 
hours convention. 1943. Columbia. 


Theses in Preparation 


Dantet J. Angarn, A.B., Fordham, 1930; LL.B., 1933; J.S.D., New York, 1934. The 
wages of farm laborers and factory laborers. 1944. Columbia, 

Rosert J. ALEXANDER, A.B., Columbia, 1940; A.M., 1941. The labor and socialist move- 
ments of Latin America. 1945. Columbia. 

Gerwarp Bry. Wages in Germany. 1945. Columbia. 

James E. Cmace, JR, A.B., Amherst, 1923; M.B.A., Harvard, 1925. Analysis of qualifica- 
tions of benefits under unemployment compensation administration. 1943. Chicago. 
James HerscHer Correr, B.A., West Texas State Teachers, 1925; M.A., Southern Cali- 
fornia, 1936. Wage control policies of the federal government in the Second World 

War. 1944. Texas. 
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RayMonp R. Cotton, B.S., College of the City of New York, 1931; AM., Columbia, 
1932. Management and the National Labor Relations act. 1944. Columbia. 

GWENDOLYN STAGER Crawrorp, B.A., Wilson, 1941; M.A., Virginia, 1943. The wage 
policies of the War Labor Board. 1945, Virginia, 

Lucren Soncton Corts, A.B., Howard, 1916; AB., Harvard, 1919; A.M., Columbia, 
1925. A critical examination of criteria for determining the salaries of teachers. 1943. 
Chicago. 

James STEMBLE DUESENBERRY, A.B., Michigan, 1939; A.M., 1941. Wages in the auto- 
mobile industry. 1945. Michigan. 

Grratp Jon Fiıscmer, AB., Rutgers,-1939. A study of the cyclical behavior of labor 
productivity and unit labor cost in selected American industries. 1944. Princeton. 

Expert Courts Frora, A.B., North Dakota State Teachers, 1932; M.B.A., Chicago, 1940. 
Recent developments toward a more effective employment market. 1943. Chicago. 

Rotanp Grsson, A.B., Dartmouth, 1935. A comparison of cotton textile wages in Great 
Britain and the United States, 1860-1938. 1944. Columbia. 

Asranam Louis Grrrow, A.B., Pennsylvania, 1939; A.M., Columbia, 1940, Labor rela- 
tions in the power laundry industry. 1944. Columbia. 

Josera Gratt, Licencie, Brussels, 1934 and 1937. The labor situation in Palestine. 1945. 
Columbia, 

Sonta STEINMAN Gorp, A.B., Hunter, 1938. The process of readjustment after World 
War I, with special emphasis on shifts in the labor market. 1944. Columbia. 

W. Griritus, A.B., Worcester, 1928; B.D., Union Theological, 1931; A.M.; Wisconsin, 
1939. The relation of the American churches to organized labor, 1877-96. 1943. 
Chicago. 

Jonarman Grossman, B.S.S., College of the City of New York, 1936; A.M., Columbia, 
1937. Sylvis and the labor movement. 1944. Columbia. 

GERTRUDE Guyton, A.B., Colorado State College of Education, 1940. Valuations in em- 
ployment; a study of individual firms. 1945. Johns Hopkins. 

Harotp Liroyp Henperson, A.B., McGill, 1940; A.M., 1941. Wartime labor relations in 
Canada. 1945. McGill. 

Lovis Horrer, A.B., College of the City of New York, 1930; AM., Columbia, 1932. 
Unemployment compensation and seasonal variations in employment in New York 
State. New York. 

Rey, Cartes Epwarp Hocan, A.B., St. Mary’s, 1930. Collective bargaining in steel. 
1944, Catholic. ` 

Jomn Bernard Hoss, B.S., Slippery Rock State Teachers, 1931; A.M., Pittsburgh, 1935. 
The Homestead steel strike of 1892. 1943. Chicago. 

Kya Hsæm, A.B., National Tsing Hua University, 1934; A.M., Columbia, 1943. The 
problems of wage protection in Chicago. 1945. Columbia. 

BARBARA ANNA JARZEMBOWSKI (MircHerL), A.M., Columbia, 1941, International labor 
standards in Poland. 1945. Columbia. 

Joun E. Jeucr, A.B., Chicago, 1937; M.B.A., 1938. The labor market and department 
store personnel. 1943, Chicago. 

Marryew Arnoro Kerty, A.B., Amherst, 1936; A.M., Princeton, 1940. The public regu- 
lation of the hours of work bf laborers and mechanics in the employ of the federal 
government, 1944, Princeton. 

Josea Kersaaw, A.B., Princeton, 1935; A.M., New York, 1938. Settlement of American 
railroad disputes since 1926. 1944. Columbia. 
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' CHARLES CLINTON KizurncswortH, A.B., Southwest Missouri State Teachers, 1938; AM., 
Oklahoma Agricultural and Mechanical, 1939. State labor relations legislation. 1944. 
Wisconsin. 

‘THEODORE Russert Larmworg, B.S., Indiana, 1928; M.S., Dlinols, 1931. Economic implica- 
tions and administrative procedures of the Nebraska Unemployment Compensation act. 
Nebraska. 

Lester Herman Letser, Ph.B., Chicago, 1928; ; MA, Columbia, 1932. Teachers’ wages and 
standards of living in the United States. 1945, Columbia. 

Jacos Lorr, B.S., College of the City of New York, 1937; A.M., Columbia, 1938. 
Twentieth century printing labor. 1943. Columbia. (Published by Farrar and Rinehart.) 

Jesse W. Marxwam, A.B., Richmond, 1941. North-South wage differentials in manu- 
facturing industries. 1945. Johns Hopkins. 

Rev. James Josera McGrytey, A.B., George Washington, 1933; AM., 1934; AM. 
Fordham, 1937. The labor problem in the transit system of the City of New York. 
1945. Columbia, 

Avretius Morcner, B.S., Missouri, 1938; M.A., 1940. Government intervention in the 
labor market. 1945. Minnesota. 

Horus Freeman Price, A.B., Amherst, 1927; A.M., Columbia, 1933. Negro factory labor 
in Memphis. 1945. Columbia. 

Grorce Stern Quicx, A.B., Michigan, 1938; A.M., 1939. The historical development of 
labor in Sao Paulo, 1888-1930. 1944, Michigan. 

Arrsour Haram REEDE, A.B., Pennsylvania State, 1931; A.M., 1932. Adequacy of work- 
men’s compensation. 1944. Columbia, 

. Harotp S: Roperts, B.S.S., College of the City of New York; M.A., Columbia, 1938. 
Labor organization and collective bargaining in the rubber industry. 1944. Columbia. 

Maz Katzen Sarzer, A.B., Brooklyn, 1934; AM., Columbia, 1935. The hours question. 
1944. Columbia. 

Sister Mary Yoranve Scuurte, OSF., AB., College of Saint Teresa, 1931; AM, 
Catholic, 1940. Wage theories in the Fair Labor Standards act. 1944. Catholic. 

Harry Scawartz, A.B., Columbia, 1940; AM., 1941, Agricultural labor in the twentieth 

_ century. 1945. Columbia. 

Myrna SIEGENDORY, A.B., New Jersey College for Women, 1939; AM., Wisconsin, 1940. 
Unionism in the distributive trades. 1943, Wisconsin. 

Davi Kennet SrwæcrL, B.S., New York, 1939; AM., 1940. The administration of 
minimum wage legislation. 1945. New York. < 

Ben Sotomon SterHansky, A.B., Wisconsin, 1939; AM., 1942. The interrelation of 
trade unionism and government. 1944. Wisconsin. 

Marre Srreuver, A.B., Brooklyn, 1935; AM., Columbia, 1936. Labor relations in the 
milk distribution industry. 1944. Columbia. 

Pare H. Trezisre, A.B., Michigan, 1936; A.M., 1939. Union-management coöperation. 
1945. Michigan. 

RoserT TANNENBAUM, A.B., Chicago, 1937; M.B.A., 1938. A study of collective bargain- 
ing in the meat packing industry. 1943. Chicago. 

ALBERT WestereLD, A.B., Columbia, 1935. Getting started: urban youth in the labor 
market. 1943. Columbia. 

Tuomas F. Wurrney, A.B., Amherst, 1937; A.M., Columbia, 1939. Russian legislation 
in industrial labor. 1944. Columbia. : 

Jonn Harvey Wrs, B.S., Massachusetts Institute of Technology, 1926; A.M., Prince- 
ton, 1940. Studies of the New Jersey labor market. 1943. Princeton. 

Viora Wrcxorr, B.S., New York, 1930; A.M., 1933. Employment effects of public works 
expenditures. 1944. Columbia. 
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Social Insurance; Relief; Pensions; Public Welfare 
Degrees Conferred 
GERHARD Gustav Freperick Hartman, Ph.D., Chicago, 1942. Hospital malpractice in.” 


surance. 


Taursar A. Mer, Ph.D., Vale, 1943. Economic effects of the experience rating pro- 
vision of the Indiana Employment Security act. 


Theses Completed and Accepted 


Georce F. Romrucs, Dr. Juris., Vienna, 1937; Dip. Consular Academy of Vienna, 1938. 
Adequacy and solvency in unemployment compensation: the need for federal equaliza- 
tion. 1943. Harvard. 


Theses in Preparation 

Beatrice Gompera (REvBENS), A.B., Brooklyn; A.M., Columbia. The war and eco- 
nomic insecurity in Great Britain. 1944. Columbia. 

Agraur Gwynn Grizrin, A.B., North Carolina, 1921; AM., 1923. Financing old-age 
annuities and assistance under social security legislation. 1944. North Carolina. 

HENRIETTA LIEBMAN (CREAMER), AB., Cornell, 1932; A.M., Columbia, 1933, Relief and 
changes in national income. 1944. Columbia. 

Leo Wetrrz, B.S.S., College of the City of New York, 1928; AM, Columbia, 1932. Family 
allowances as a post-war measure. 1944. Columbia. 


Benjamin Monroe Worrorp, B.A., Texas, 1936; M.A., 1940. The operation of work- 
men’s compensation in Texas. 1945, Texas. 


Consumption; Income Distribution; Codperation 
$ Degrees Conjerred i 
Ermo Louis Jackson, Ph.D., Harvard, 1942. The consumption of tobacco products; a 
descriptive economic analysis, United States, 1900-1940. 
Donatp Ruopes Karpor, Ph.D., Iowa State, 1942. An economic study of “low-income” 
in Iowa agriculture. 
Frances Werrs Quantius, Ph.D., Wisconsin, 1943. The propensity to consume. 
Senco TANCHAROENSUKH, Ph.D., Harvard, 1942. A study of the codperative movement 
in Thailand. 
Theses Completed and Accepted 
Mary Mazepra Crawrorp, A.B., Wellesley, 1922; A.M., Columbia, 1930. Student folk- 
ways: spending at Indiana University. Columbia. (Published by Columbia University 
Press as Study No. 499 in History, Economics and Public Law.) 


Theses in Preparation 

Esrazr Perton Borwett, A.B., Stanford, 1937; A.M., Columbia, 1940. Food subsidies 
and national nutrition policy. 1944. Columbia. : 

Anna Dr Veno, B.S., Boston, 1940; M.S., Columbia, 1941. Consumption: a focal area 
in the post-war economy. 1944. Boston. 

Warer Dummer Fisaer, A.B., Harvard, 1937. The consumer demand for lemons in the 
United States. 1943. Chicago. 

Epwarp E. Garrison, B.S., Kent State, 1936; M.B.A., Ohio State, 1938. Compensation of 
wholesalers’ salesmen. 1944. Ohio State. 

GERTRUD Berta GREIG, B.S, New York, 1931; AM., Bryn Mawr, 1933. A study of 
consumer choice. 1944. Columbia. 


$ 
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F Harrow W. Hatvorson, B.S., Minnesota, 1938; M.S., 1940. A study of ; agricultural income 
and its relation to national income, 1945. Minnesota. 


Jonn Horr, Il, A.B., Morehouse, 1930; AM., Brown, 1932. Credit problemg of low 
income groups. 1943. Chicago. 


CLAUDE MALCOLM ISBISTER, A.B., Manitoba, 1934; A.M., Harvard, 1942. Patterns of c con- _ 
‘sumer expenditure in Canada. 1943, Harvard. 


Swney M. Lerner, A.B., Wisconsin, 1936; A.M., 1938. Geographic distribution of in- 
come in Wisconsin. 1943. Wisconsin, 


Horace Hanson Wasupurn, B.S.C., Wyoming, 1930. Codperative credit: for the con- 
` sumer. 1943, Wisconsin. 


ALBERT EDMUND Wavou, B.S., aeabhinetta Agricultural, 1924; M.S., Connecticut Agri- 
cultural, 1926, Problems in measuring inequality in the distribution of penal in- 
comes. 1943. Chicago. 


Population; Migration; Vital Statistics 
Degrees Conferred 


Ror Camere Ph.D., Harvard, 1943. A statistical analysis of variation in the 
human sex ratio at birth. . 


Theses: in -Preparation 
` SRIPATI CHANDRASEKHAR, A.B., Madras, 1938; A.M., 1940. The population problem in 
India. 1944. New York. 


. Frances Wiison Griese, B.S., New York, 1926; AM, 1933. The economic aspects of the 
refugee problem. 1944. New York. 


Mrs. Rose Kester, A.B., Hunter, 1932; M.A., Columbia, 1933. Changing population pat- 
terns of the northern Appalachian plateau. 1946. Columbia. 

“Tuomas EDWARD Mupery, B. S., New York, 1934; A.M., 1937. Cycles in diseases. New 
York. 


Unclassified Items 


Degrees Conjerred 


Econ Ernest BercEL, Ph.D., Harvard, 1942. The class phenomenon. 


THEODORE WENTWORTH Sreracur, Ph.D., Harvard, 1942. Some problems ‘in the integra- 
tion of social groups, with special reference to Jehovah’s Witnesses. 


Theses in Preparation 


BARNETT Sanrorp Esy, A.B. Southern California, 1927; Th.B., Princeton Theological, 
1935; A.M., Princeton, 1942. Economics and the concept of justice. Princeton. 

GENEVIEVE KĒnourrrR, A.B., Wellesley; A.M., Columbia, 1938. The measurement of social 
economic status. 1944. Columbia. 

B. L. Smarz, Ph.B., Chicago, 1933. A socio-political study of the American social scientists. 
1943. Chicago. 

E. H. Spicer, A.B., Arizona, 1932; AM., 1933. A study of the relationship between the 
economic life and the social organization of a group of Yaqui Indians near Pascua, 
Arizona, with the purpose of .discerning the basis of their social integration. 1943. 
Chicago. 
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` THE INTERNATIONAL FOOD MOVEMENT 
l By Jonn D. BLACK* 


The intent of this article is to describe, interpret and evaluate. the 
movement toward better human feeding that was spearheaded by the.. 
United Nations Conference on Food and Agriculture at Hot Springs, 
Virginia, in May, 1943; and is now being forwarded by the Interim . 
‘Commission on Food and Agriculture until such time as a “permanent 
organization” can get under way. While this article was being written, 
the Interim Commission was busy drafting a constitution and articles 
of agreement for the permanent organization. This draft is to be sub- 
mitted late in the year to the forty-odd governments represented: at 
Hot Springs. It is hoped that the changes in the constitution suggested , 
_ by these governments can be cleared, and that the articles of agree- `, 
ment can be signed’by June, 1944. In the meantime, the Interim Com- - 
mission, which consists of one representative of each nation, continues 


in operation in Washington and is expected to undertake any prelim- |. 


inary tasks that seem fitting and which are within the reach of its 
limited bidget: eae 
1 


The first question needing an answer is what this permanent organi- 
zation, is expected to accomplish. The phrase best ‘epitomizing this, . 
taken from the Text of the Final Act of the Hot Springs conference, is 
“adequate food ... placed within the reach of all men in all lands in 
the shortest possible time.” Supporting statements are: “There never ` 
has been enough food for the health of all people. . .. Each nation must 
see that its own people have the food needed for life and health. ... 
Food is the most fundamental of. the primary necessities of life—it is 
necessary for freedom from disease and the attainment of health... 
Freedom from hunger is essential to freedom from fear.” 


*A member of the faculty of Harvard University since 1927, the author is Henry Lee ` 
Professor of Economics and also professor at the Littauer School of Public Administration. 
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There are other statements which run in terms of nutrition rather 
than in terms of food. These have the effect of shifting the emphasis 
from more food to more of-the right kinds of food. They imply that the 
malnutrition which causes ill health is ae to poor banae in diets as 
well as to insufficient food. 

These dual aspects of the problem, food and nutrition, suggest the 

- bifurcated origin of the international food movement. On the one hand, 
it has sprung from an interest in adequate food for the poorer mem- 
bers of society, in making democracy mean at least enough to eat. On 
the other, it is an outgrowth of the recent discoveries of the “newer 
knowledge of nutrition.” 

The use of the term “movement” in this connection is carefully con- 
sidered. There was initiated at a given point in time and place a defi- 
nite action toward better human feeding; and that action grew and 
expanded into what took place at Hot Springs. What the confines of 

_this movement will be in the next several decades depends very much 
upon the course of world history. In due time, whatever happens, such 
gains as are achieved will spread out over society and the movement as 

. such will fade out. l 

The time and place of initiation of that part of the movement that 
sprang from the newer knowledge of nutrition are the League of Na- 
tions, in the early 1930’s. The Health Organization of the League had 
been working for some time on nutrition as a factor in health, and the 

International Labor Office had approached it from the standpoint of the 

welfare of labor.’ But these efforts were of interest to-scientists only 
until High Commissioner S. M. Bruce of Australia came forward at the 

1935 League of Nations Assembly with his proposal for the “marriage of 

health and agriculture,” and the setting up of a “mixed committee,” 
drawn from agriculture as well as from labor and authorities on health, 
to consider the possibilities of a program that would relieve agriculture 
by disposing of its excess output at the same time that it ‘would get 


- more food into the mouths of the world’s underfed millions. 


The Mixed Committee on Nutrition that followed comprised repre- 
sentatives of the two groups in the League that had been working on 
nutrition and of the International Institute of Agriculture (Rome), 
and a group of students of nutrition and food supply drawn from dif- 
ferent countries.’ Its report, published in 1937, undertook first to state 
‘more or less quantitatively the nature and extent of malnutrition in 
different parts of the world. For example, it concluded that three- 

*See Nutrition and Public Health, League of Nations, Geneva, 1935. Worker's Nutrition 
and Social Policy, International Labor Office, Geneva, 1936. 

7 The representatives from the United States were Dr. E. V. McCollum, Johns Hopkins - 


University, Dr. E. G. Nourse, Brookings Institution, and Dr. Faith Williams, Department 
of Labor. 
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fourths of the people of Asia and'the tropics and a. fourth of those of - 
the United States and Europe have diets below the standard for health. 
Then the report went on to set up standards of dietary adequacy, and 
to- consider measures for attaining such adequacy. Among others, it 
proposed the creation in each country of a special national nutrition 
committee, composed of scientists, economists, agricultural experts, con- . 


sumer representatives, teachers and administrators. By 1938, such `“ 


committees had come into existence in twenty-one countries, and there 
were twenty-six more of them in parts of the British and Dutch em- 
pires. The League then arranged for annual meetings of representa- 
tives of these national committees. The last, in which eighteen western 
hemisphere countries participated, was held at Buenos Aires in 1938. 


I 
To see the connection between this League program and the Hot 
Springs conference, one must go back and consider more carefully the 
circumstances connected with setting up the Mixed Committee. Aus- ` 
tralia had a “surplus” of wheat and other food products in 1935, as did 
the United States. One of the agricultural leaders of Australia, Mr. 
F. L. McDougall, did not like the restrictionist proposals then current 


` in exporting countries. He wanted the wheat-growers to keep on produc- ` 


ing wheat. With millions of families in Europe and other cereal-deficit 
‘countries going without needed food, what sense could there be in reduc- 
ing wheat and other food acreages? It was probably McDougall who 
prompted ‘High Commissioner Bruce to offer his proposal for the mar- 
riage of health and agriculture, and who campaigned for it actively at 
` Geneva, in England, and elsewhere. 

McDougall’s ideas were of course very far from being as simple as 
just stated. He had also become a strong exponent of improved human 
feeding as an end in itself, getting his bearings on this subject largely 
from the Scottish nutrition leader, Sir John Orr, Director of the Rowett 
Research Institute, whose book Food, Health and Income, was pub- 
lished in 1936. Sir John Orr had been working closely in the years be- `` 
fore with the Health Organization of the League. Another part of Mc- - 
Dougall’s argument was that the countries of Europe were devoting too 
much of their.land and labor to producing cereals. They should instead 
grow more of the protective foods now lacking in many diets and buy 
their cereal foods from the countries that could produce them cheaply 

_with power machinery. To quote him on this point: 


The agricultural expert will also realize that most of the “protective” foods, 
and, in particular, liquid milk, vegetables, eggs and fresh fruit, are the prod- 
ucts for which the structure of English and European agricultures is particu- 
larly well suited. Here may. be found a key to the agricultural problems fac- 
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ing the world, If, as a result of national nutrition policies, a gradual but pro- 
gressive increase in the demand for milk and the other protective foods should 

be experienced, this should lead to a reorientation of European agriculture. 

The peasant would devote more of his land to fodder crops, or vegetables 

and fruit, would increase his cows and hens, and grow rather less wheat or 

sugar beet. As such a reorientation proceeded, a series of beneficial conse- 

quences would be set in train, imports of the great agricultural staples could 

be purchased with manufactured exports and the whole system of international 

trade revivified. 


Such ideas were of course not strange at that time to many in the 
United States. Mr. H. R. Tolley, about to become Administrator of the 
Agricultural Adjustment Administration, had been trying for two years 
to interest the agricultural public in a program to shift from cereals 
_ and cotton to protective foods, but with little success. Among other 

.things, this was a way of providing use for the surplus acres of this 
country. The dairy groups in particular objected. They even went so 
far presently as to amend the A.A.A. statute (in the Boileau Amend- 
ment) by prohibiting the use, in such a way as to increase dairy herds 
and production, of the additional feed and forage resulting from crop 
controls. They did, however, support the Section 32 amendment which. 
authorized the disposal of surplus farm products in foreign markets, 
and, somewhat grudgingly, in domestic markets “outside the usual 
channels of trade.” 

The case which Tolley presented is worth reviewing at this time. 
Stiebeling and Ward had just worked out their analysis in terms of 
“Diets at Four Levels of Nutritive Content and Cost.’* Tolley showed 
that providing their “restricted diet at minimum cost” would require 
- only 145 million acres of crop land; their “adequate diet at minimum 
cost,” 223 million; their “adequate diet at moderate cost,” 278 mil- 
lion; and their “liberal diet,” 300 million. The third of these diets 
would require about the same land as the actual consumption of 1932- 
33; -but one-third less cereals would be consumed, three-fourths more 
dairy products, and five million more acres of fruits and vegetables.° 
“Should the liberal diet be followed, these changes would be still more 
radical. Cereal acreages, for direct food consumption, would be further 
reduced; beef cattle slaughter would be increased 30 per cent above 
the 1925-29 level, hog slaughter 60 per cent above this level, and the 
dairy cow numbers 70 per cent above it. It is apparent, therefore, that 
if either the adequate diet at moderate cost or the liberal diet were 
followed, very pronounced changes . . . would be necessary,” 

*From his paper before the Economic Society of Great Britain, July, 1936. 
*U. S. D. A. Home Economics Circular 296, November, 1933. 


* For a then current discussion of McDougall’s and Tolley’s proposals, see the article on 
‘Nutrition and Agricultural Policy,” by Warren C. Waite and John D. Black, in The 
Annah, VoL 188 (Nov., 1936), PP. 218-29. 
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What Tolley needed at that time was a “surplus disposal” program 
such as was later developed, including direct distribution, school lunches 
and the stamp program, but large enough to take care of all of the ` 
protective foods that would have been produced at prices in line with 
those prevailing for other farm products. Given such a program, the - 
needed production shifts could have been safely underwritten. The cost 
of it would have been less than proved to be the cost of crop restriction, 
the producers would have received as large-incomes, and in addition 
the food would actually have been consumed. But almost all the think- ` 
ing of the agricultural-public in this country in 1935-36 was in terms of 
production adjustment. Not until the end of the decade did consump- 
tion adjustment get much of a hearing. . 


Til 


The group which developed the Mixed Committee program of the 
League, and supported it strongly in England, in the United States and 
in a few other countries, must be given much credit for the food and 
nutrition developments during the war. In Great Britain, the food 
planning for the war in 1938-40 was strongly influenced by this group;° | 
likewise the measures taken by the British Food Ministry. The British 
school lunch program has been expanded, priority rations of milk and 
eggs have been given to mothers, children and invalids, and cheese to 
agricultural and other workers. Fruit juices have been supplied to chil- 
dren. A special effort has been made to assure a supply of potatoes, 
cabbage and other cheap sources of vegetable vitamins. Subsidies have 
been applied to most staple foods to keep their prices within reach of 
the lower-income families. Since 1940, factory workers have had the 
power to compel employers of 250 workers handling government orders ~ 
to establish canteens serving hot meals. 

The nutrition leaders in the United States have not ven accorded 
such a following. The public has in effect assumed that rationing and 
fuller employment are assuring that all families are able to buy the 
needed foods in spite of a steep rise in food prices. The supplemental 
feeding programs have all been abandoned except the school lunches; 
and these have had a narrow escape. The war administrators have been 
promoting in-plant feeding of war industry workers, but without much- 
. needed strong support from some key agencies and persons until re- 
cently. The latest report which the writer had seen up to November 1 
was to the effect that about half the men in half of the war plants were 
eating one in-plant meal a day. But the War Production Board and 
other agencies particularly responsible were getting ready to put more 
force behind the drive for plant feeding. There are those who are in- 


*See Orr and Lubbock’s Feeding the People in Wartime (1940). 
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clined to say that little else than the foregoing could have been expected 
as long as the country- was without a separate ministry of food. 

But though the nutrition leaders of this country have not strongly 
influenced public food programs, they have rendered much valuable 
assistance to the war agencies. The Food and Nutrition Board of the 
National Research Council, which is in effect the national committee - 
for the United States, with a membership of thirty food scientists and 
several food economists, has analyzed and reviewed from a nutritional ' 
‘standpoint a long list of policy problems and questions that have been 
referred to it. Its set of Recommended Dietary Allowances has been ac- . 
cepted as a standard for the army rations. 

Still more important for the discussion in hand is the fact that some 
of its members had an important part in launching the proposal for the 
United Nations Conference on Food and Agriculture, and more had a 
hand in working out the plans for it and in assembling the materials 
that were used as a basis for the discussions of the twelve sections or - 
committees. Sir John Orr and Mr. McDougall both spent several weeks 
in Washington in the fall and winter of 1942. At that time a pre-` 
liminary “draft memorandum” for private circulation was prepared 
“on a United Nations Program for Freedom from Want of Food.’" Out 
of numerous discussions, some with high officials in Washington, more _ 
or less centered around this report and its propositions, was shaped the 

‘outlines of the conference that was held the following May. Several 
members of the Food and Nutrition Board served on committees of 
the Conference. Dr. Frank G. Boudreau, Chairman of the Food and 
Nutrition Board, formerly an official of the Health Organization of 

. the League, served as secretary of Section I on Consumption Levels and 

Requirements, and Dr. Stiebeling was secretary of one of the three 

committees in this section. Finally, two members of the Board have 

_ served on the panels that have worked out the tentative plans for the 

permanent organization. 

It was at this point, of course, that the two branches of the move- 
ment for better human feeding became fully merged. McDougall, Orr, 
and the others who had been promoting this movement at Geneva, had 
more than a scientific interest in the problem. They brought to the 
‘. discussions preparatory to the Conference a profound interest in get- 
ting food for the low-income groups in society. Needless to state, this 
attitude struck a responsive chord in administration circles in this 
country. .The interest that still remained in improving the lot of 
the underprivileged classes rose to meet this international challenge, 

*McDougall’s ideas at this time are well presented in his article “International Aspects . 


of Postwar Food and Agriculture” in The Annals,.Vol. 225 (Jan., 1943), pp. 122-27, 
T devoted to Nutrition and Food Supply: The War and After. 
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and turned into the iiematona food movement.. The prevailing ideol-- 
ogies about “the economy of abundance,” “the-more abundant life,” 
“the ill-fed, ill-housed and ill-clothed one-third, a “freedom from want,” 
and all the rest, found another outlet. 


IV 


In view of the close continuity noted, it will be interesting as we 
proceed to compare the conclusions reached by the Geneva groups 
back in 1935-39 with those of the Hot Springs Conference in 1943. A 
close similarity will be observed. McDougall summarized the Geneva 
conclusions as follows in his article in The Annals in January, 1943: 

1. The provision of food adequate in quantity and quality will have _ 
a more profound effect upon national health than any other single re- 
form. 
2. Nutritional science can lay down optimum standards for any given ` 
country. 

3. The application af science to agriculture would enable us to pro- - 
vide all the food required. 

4. The adoption of sound nutritional standards on a world-wide Bss 
would have a highly favorable effect on world agriculture and world 
trade. 

5. The accomplishment of these aims requires the international co- 
ördination of national action, and also international assistance to many . 
countries. 

As to the first of these propositions, the Hot Springs Text speaks of 
the “dominant role played by adequate food in the reduction of sick- 
ness and death rates and the maintenance of health” (Resolution IIT), 
and, as already stated, of adequate food as the most fundamental of the 
primary necessities of life in promoting freedom from disease and the 
attainment of health. 

Surely these are closely parallel pronouncements; yet to the writer 
the McDougall statement seems a bit the more sweeping. This is in ` 
line with the strong position which McDougall took in his discussions 
in Washington in the fall of 1942, to the effect that freedom from the 
want of food is by all means the most important of the four freedoms. 

This also happens to be a. point upon which a good many public 
health authorities hold a differing opinion. Rather than upon adequate 
food, they say that national health is more dependent upon sanitation 
and medical care. They hold that it is sanitation and medicine that 
have mainly lowered disease and death rates around the world. ‘They 
point. out that Japan and some other countries have made large gains 
in disease control with only minor changes in diets; and that some 
rural populations in Europe living on extremely simple and undiversi- | 
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fied diets have high life expectancies. Over-all statements on this sub- 
-ject probably have little value. Surely infant mortality rates need to be 
considered separately, and probably expectancies should be compared 
by age groups and income classes. The truth is that we do not know 
enough to decide how important a factor food is in national health. 
Such evidence as I have explored indicates that considerably more 
sickness and all-around human ineffectiveness is associated with mal- 
nutrition than was recognized a few decades ago. Essentially this is 
what the developments in the science of nutrition have taught us. But 
the recent proponents of health and nutrition may be somewhat over- 
zealous. 

The relation of food and hunger to freedom from fear and the secur- 
ity of the state is another matter. Any layman is entitled to an opinion 
- that next to fear of death itself comes fear of hunger; and that concern 
over food for one’s family can be one of the most disrupting forces in 
modern society. 


V 


Hot Springs Resolution IX on nutritional standards does not men- 
tion “optimum standards,” but instead merely distinguishes between 
“standards or allowances . . . which promote health,” which are to 
serve as “ultimate goals,” and “the more immediate consumption goals 
which necessarily must be based upon the practical possibilities of im- 
proving the food supply of their populations.” Both McDougall’s op- 
timum standards and the Hot Springs ultimate goals are, however, to be 
based upon the evidence of nutritional science. 

Whether a goal is also a standard is a matter of choice. A standard 
usually carries with it the idea either of a criterion of value or quality, 
or of certain requirements or specifications to be met. Obviously such 
standards may be set at different levels of quality or need. A goal, in 
contrast, ordinarily carries only the idea of something to work toward. 
A goal can be standard, in either of the senses just defined; but it need 
not be. The Hot Springs resolution starts out in terms of dietary stand- 
ards to meet needs, but without specifying the level of needs, and then 
shifts to ultimate and intermediate goals. There is the definite impli- - 
cation in this that the Conference Section I on Consumption Levels and . 
Requirements was not ready to specify any level, such as McDougall’s 
optimum standard, even as the ultimate goal. f 

Back before 1935, even in Geneva, the dietary standards mentioned 
were commonly those of minimum adequacy—more specifically, food 
intakes sufficient to prevent clinical evidences of malnutrition. A major 
innovation of the report adopted by the Mixed Committee was a shift 
toward optimal or near optimal levels of requirements. This shift was 
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no accident. Neither was it made for scientific reasons wholly—although 
the scientists on the committee may have thought so. This was in the 
days of food “surpluses.” Optimum diets of. protective foods would 
relieve much of the pressure of supplies on food prices. 

Of course the war needs for food have changed the general atmos- 
phere of thought on this subject. Civilian food planners for the war 
and relief periods are now asking themselves not how much will yield a 
significant return in better health and increased output per man, but 
rather how little will suffice to check the inroads of disease and main- 
tain a fair level of bodily vigor for a few months, or for a longer period 
of a year or two till production can be restored. 

Once the war is really over, however, and the farmers of the world 
are back in stride again, the nutritionists of the international food move- 
ment hope to get back to their optimal ultimate goals again. At what 
levels shall they be set? The nutritionists may talk of basing them upon 
scientific determinations, but this is not easy or simple. Menonpal 
himself has stated one phase of the difficulties: 


Nutritional science is young and i is continually advancing. Doctors, physiolo- 
gists, and biochemists can today prescribe a diet for any country which will 
secure abundant health, but the progress of science may prove that by a 
larger intake of certain protective food factors, resistance to disease can be 
heightened and the onset of senility postponed to a greater degree than ‘is as 
yet certainly known. The optimum standard of 1950 is likely to be more 
liberal than that of 1943. 


A more important difficulty is that the capacities of the human body 
to utilize some of the food elements are not definitely fixed, like those of 
a barrel to hold water. Some food needs are tied to calories of food 
energy actually burned up in physical action; and in many situations the 
amount of work done is conditioned by the caloric intake, both posi- 
tively and negatively, as well as the other way around. For other of the 
food elements, evidence is accumulating, as McDougall suggests, that 
very high levels of intake may still add a little to growth, health and 
vigor, disease resistance, and life span. The nutritionists have scarcely 
begun their research on the effects of these high intakes. Again there is 
a very wide zone between what is ordinarily called optimal nutrition 
and clinical malnutrition. Perhaps as much as two-thirds of the food 
consumption in the United States falls within this zone. In the upper- 
most part of the zone, not even the refined blood and other laboratory 
tests may reveal any effects, and yet the performance of the individual 
may be a bit below par. As consumption falls progressively below 
these levels, the tests show increasing evidences of deficiency, and then 
the eyes, skin and mucous membranes become affected, and finally | 
well-developed nutritional edema, pellagra, or the like appear. 
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Under these Seinn just where does suprii-optimal consump- 
tion begin? Even though there may be a “saturation point,” in the 
biologic normal sense, for some of the food elements, are we sure that 

‘this covers all the effects? Then when we come to the sub-optimal, we 
are on still less certain ground. . 
_ Hence, in part, the setting of a dietary standard is a matter of judg- 
ment and food strategy and the term “goal” may be better suited to 
the facts than the term “standard.” It was for reasons of this kind that 
the Food and Nutrition Board came to substitute the term “recom- 
mended allowance” for “standard.” 
| VI 
The Hot Springs version of McDougall’s third proposition is as fol- 
lows: “There never has been enough food for the health of all people. 
This is justified neither by ignorance nor by the harshness of nature. 
- Production of food must be greatly expanded; we now have knowledge 
-of the means by which this can be done.” l 
McDougall’s statement is surely the safer, for it is definitely limited 
- to the application of science to production. But even it is open to the 
` challenge of the neo-Malthusians that on much of the earth the popu- 
lation is still pressing strongly on the food supply, and that the effect - 
of an increase in food output would largely be to increase the numbers 
_of the people without making significantly more food available per 
person. The official census figures say that between 1931 and 1941 the 
population of India increased by fifty-one million from around three 
hundred and thirty million. One’ may attribute some of this gain to . 
better census technique and still have a good Malthusian argument left. 


-If the people of each of the countries are to be properly fed at some - . 


‘time not too far away, the arts of food production must in many of 
these countries not only keep up with the population increase, but must 
‘begin gaining upon it very soon. There may be valid reasons to doubt 
` whether in India, China, Puerto Rico, and a score of other territories 
that might be named, the application of any present knowledge of ' 
agricultural science, or any new knowledge in near prospect, to such | 
land resources as exist in the territory will enable the food supply to 
gain enough on the population to realize the Conference goals at any 
near date. 
The Hot Springs Text and Section Repo propose two types of pop- 
ulation adjustments for over-manned agricultural areas. The first is the 
. shifting of part of the surplus farm population into manufacturing, and 
` the second is migration to other areas or other countries. The first of 
these, the report recognizes, calls for export outlets if it is to go very. 
far, and in most cases for natural resources other than soils. An indus- 
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- try based only on the raw materials of agriculture may reduce the labor 
. of producing food, but: will not add much to food output. The second 
calls for further frontiers, and a willingness, not reasonably to be ex- 
pected, on the part of other countries to accept the overflow of coun- 
tries that have not yet learned to fit their populations to their resources. - 
- Neither of these adjustments, it will be obvious, is likely to prove 
sufficient in many overpopulated regions. Yet the Hot Springs report 
makes no mention of the most obvious alternative. It probably was not 
politic to talk about birth rates at Hot Springs. But the permanent or- 
_ ganization cannot escape doing so if it is to attain its ends. The meas-  - 
ures proposed, however, need be nothing more than sanitation and edu- -- 
cation if the people in the countries most affected are willing to be pa- 
tient and long-suffering enough. . 

The dubious part of the Hot Springs statement under this head is 
that it seems.to assume that only knowledge of agricultural production 
is neceSsary to-improved nutrition. It should be clear that knowledge 
relating to. population adjustment is also vital; also knowledge of how 
to use better the foods that can be produced, and of how to build better 
diets out of them. Any social scientist would also point out that some 
large tasks in social adjustment are involved; and would probably add 
that even though ignorance of the arts of food production may no. 
longer be any obstacle, surely some tremendous gaps in our knowledge . 
of human and social behavior and functioning still stand in the way. 
It is a long reach from knowing how to produce more and better soy- 
beans or milk to getting enough of their good proteins and vitamins into ~ 
the mouths of all the people in any land that need these or their equiva- - 
` lents; and mountains of ignorance still stand between. , 

But though one may object to the extremities of these two statements, 
one must also agree with their general intent, which is to point out- that 
agricultural science is making large strides and that there would be ~ 
food enough for good diets for all, if what science has already con- 
tributed were fully applied, if only the existing populations would need 
to be fed, and if the food were equally distributed among the world’s 
populations. The last two qualifications arè fully as much needed as the’ 
first, but were not stated. 

These statements, it should also be understood, are a part of the 
` larger proposition that adequate diets are within the reach of all peo- 
ples. I subscribe to this statement, with the understanding, however, 
that time and measures must be allowed to work out the population, 
consumption and social adjustments required as well as the production 
adjustments. Such an objective could be largely reached, under the 
right leadership, in ten years in several countries on the continent of 
Europe, not including a few like Sweden and Denmark that have almost 
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reached it already. It might take equally good leadership a century to 
get as far in a few other parts of the world. 

That obtaining such leadership and making all possible progress 
toward the goal, even though it may still be afar off, are of great im- 
portance to the world, few indeed will question. None should take the 
questions I have raised as implying doubt as to whether the goal of 
adequate food is worth striving for, or that it can be attained. But it is 
important to realize clearly what lies ahead of us in the struggle. 


vil 


The Hot Springs resolutions contain no one categorical statement on 
the fourth point made by McDougall, that better nutrition will revive 
world agriculture and world trade. But a dozen sections in the report 
can have no other meaning than that each country should produce 
those foods for which its natural and human resources give it compara- 
tive advantage, and that supplies of these in excess of home needs 
should move freely in international trade. Many millions of producers 
of particular farm products will question whether this will improve 
their conditions; but not many conventionally: trained economists will 
doubt that it will help agriculture as a whole. (The kind of American 
business economist who might object was not present at the Confer- 
ence. ) 

Consider for example such proposals as the following: 


. . . progressively adjust the allocation of agricultural resources to conform 
to the long-term codrdinated production plan for the best use of these resources 
on a world scale. . 


. encourage production within the country of the commodities that need 
to be produced there in greater amounts and limit production of those that 
should not be ries within the peas or should be produced in smaller 
amounts . 


. in certain parts of Europe . . . increasing the production of milk products, 
. accompanied by a declining production of grain... 


. limiting production of easily stored and transported energy foods in areas 
where they cannot be produced efficiently... . 


(Paraphrased) Making transportation facilities available and removing un- 
sanitary conditions and other deterrents will open to food production large 
areas of land that will add to the world’s food supply. 


Tariffs and other barriers to international trade . . . restrict the production, 
distribution and consumption of foodstuffs. J å s 


And the Declaration itself has a statement as to how the increasing 
flow of trade within and between countries will make available to all 
people the food which is produced. 
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These of course are long-run measures for the most part. There still 
remains the question of more immediate measures to deal with large 
stocks of staple foods like wheat, cotton and sugar that are likely to be 
on hand at the end of the war, and recurrently thereafter unless they 
can be headed off. These will be discussed under another head. 


VU 


The final conclusion stated by McDougall to the effect that “inter- 
national codrdination of national action” and “international assistance” 
are needed to realize the aims of the food movement, raises the issue 
of the respective rôles of national and international government. The 
language of the Hot Springs Declaration on this point is simple and. 
direct: “The primary responsibility lies with each nation for seeing 
that its own people have the food needed for life and health; steps to 
this end are for national determination. But each nation can fully 
achieve its goal only if all work together.” ` 

But although these statements are simple and direct, they are not 
specific as to what part of the job is to be done by each. Neither are 
the Resolutions that follow. Much of the discussion of the panels as- 
sisting the Interim Commission, and of the Commissioners themselves, 
has related to this question. The best way in which to review the han- 
dling of this issue is to tie it in with several lines of action being con- 
sidered for the permanent organization. 

The simplest case is that of the nutrition committees. Here the pat- 
tern laid down by the Mixed Committee is followed. The national nu- 
trition organizations are to be set up by the national governments, and 
are to be composed of “authorities on health, nutrition, economics, agri- 
culture, together with administrators and consumers’ representatives.” 
They are to be entrusted with the responsibility of ascertaining the 
nutritional status of the population, and are to kave authority to bring 
these recommendations to the attention of the public and fo the agen- 
ctes of government which deal with agriculture and the framing of eco- - 
nomic and social policy. The international part of this arrangement is 
also taken over from the League’s experience. The League found that 
asking national committees to submit periodic reports on their prog- 
ress, not only in making inquiries but also in raising the level of food 
consumption in their countries, provided a strong stimulus to activity. 
The international body is also to arrange international congresses at 
which the workers on different national committees can exchange in- 
formation and discuss their problems, and to assist the national com- 
mittees in various ways. 

The international function is larger in the matter of data on current 
changes in production, supplies, consumption, etc. The individual gov- 
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ernments are to collect the data, and to turn them over to the interna- 
tional body, which is then to collate and analyze them, and disseminate 
the results (XIX). To analyze unavoidably means to interpret. The 
Interim Commission will no doubt spell out these functions more in 
‘detail. Of course the International Institute of Agriculture at Rome, 
` under Italian treaty arrangements with the individual nations, has al- 
ready worked out the pattern for this kind-of international collabora- 
tion. It is hoped that the job can now be done much better than before. 
~ The Interim Commission will probably also be more specific as to | 
' the manner in which“the international body can collaborate with na- 
tional nutrition committees and other national agencies in the conduct 
of surveys of nutritional status, potentialities for expanding or reorient- 
ing production, and other subjects mentioned in the Text and Section 
Reports. There is much interest in having such surveys patterned after - 
the several “missions” organized by the League, upon request of gov- 
ernments, to make special studies of health and related conditions. The 
personnel of these missions was partly supplied by the League and 
partly by the country in which the study was made. 

The central agency is also to promote research—“scientific, techno- 
logical, social and economic.” The means of promotion specified are 
mainly “providing advice, and technical and other assistance” to gov- 
ernments asking for it, and facilitating exchange of personnel, services 
and material. The way is still open for the permanent organization to 
conduct research on its own account. 

Two favored words in the vocabulary of the Hot Springs Conference 
were recommend and advise. They seem clear enough, but have proved 
in use to have considerable elasticity. Some of those who are working 
on the plans for the permanent organization would like to guard against 
its really telling any government what it needs or ought to do, for the 
acceptance of some such advice may work out badly in practice. They 
would place the emphasis on supplying factual information. At the 
other extreme are those who would at times have the organization go 
so far as to initiate studies, work out actual plans for implementing the 
conclusions, and then campaign to get the plans adopted—perhaps even 

.share some responsibility for their administration. The Interim Com- 
mission will have to come to closer grips with this issue than did the 
_ Conference. The instructions of the Conference to the Interim Com- 
mission list eight subjects upon which it is to consider only the making 
. of recommendations as a proper function of the permanent body, and 
four others upon which it is to consider only the desirability of assign- 
ing it some functions. The mandate is most specific to promote research, ‘ 
„collect and disseminate information, and provide for the exchange of 
services, l 
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Related to the foregoing is the live question as to whether the per- 
manent organization is to be an operating (or action) agency. There 
are some who say “Why, of course”; and then indicate by their ex- 
amples that to them the assembling of data and sending out of circulars 
are forms of action. In the United States, these two words have come to 
connote such things as lending money by agricultural credit agencies, 
making grants-in-kind of phosphate as a means of soil improvement, 

. and maintaining support prices for potatoes and peanuts. In this sense, 
the nearer the permanent organization gets to handling actual food 
and underfed people, the closer will it be to a bona fide operating 
agency. It is not reasonable to ask an international body to accept the 
usage of one country. Nevertheless the distinctions involved are im- 
portant. It is clear from the Hot Springs document that the permanent 
organization is to do some important things by itself directly. Others it 
can do directly any time that its governing body, made up of official 
representatives of the member nations, duly decide that such-actions 
need to be taken. The constitution of the permanent organization 
should impose few restrictions upon action to be so authorized. 
Aside from acting itself directly, the permanent organization has 


three other possible procedures; one, to set up a separate agency to _ 


carry out the action; two, to recommend that member states do it, or 
even ask them to do it; and three, to collaborate in the action with 
another international body. It may exercise little if any control over an 
agency that it creates; or, at the other extreme, supervise its actions 
closely. The collaboration with other. agencies may take the. form of 
actual participation in management, or, at the other extreme, of merely 
supplying it with factual information. 

The Hot Springs document presents a long list of subjects—literally - 
hundreds of them—about which some kind of action may be taken by- 
some public agency. Most of these can be put into a few groups. Fol- 
lowing are three that need special mention. The first is the possible 
making of direct grants-in-aid by the central body for fellowships, 
research, surveys, materials, equipment, etc. The term “assistance” 
can surely be stretched to cover such grants. Without outside help, 
progress will be very slow in some countries. But there is strong pref- 
erence in important countries for keeping such grants down to a mini- 
mum. . 

Resolution XVI asks that “international action” be taken to ensure 
an adequate supply of credit to agriculture; but Resolution IT puts 
credit among the list of things to be handled by recommendations to 
member states. The permanent organization could, however, still de- 
cide to set up a central agricultural bank to make advances.to national 
credit agencies. It is more likely to favor the handling of agricultural 


/ 
, 
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credit by any over-all international bank that is established, but to 
want to put itself in position to influence such a bank’s policy on loans 
to agriculture. One difficulty with this arrangement is that an over-all 
bank may not be equipped to underwrite all the kinds of loans that may 
be needed. 

- The permanent body could also set up a central agency to handle 
agricultural commodity agreements separate from the one handling 
agreements pertaining to minerals, rubber and other raw materials. ` 
But strong reasons exist for having only one such international agency. 
In that case, how closely should the permanent organization for food 
and agriculture be tied in with it? Then there is the further question as 
to the amount of control to be exercised over the separate commodity 
authorities. The Interim Commission is now wrestling with these and 
similar questions. 


IX 


_ We have reached the point in our analysis where we can begin to ask 
the question whether the form of organization and the program that 
are likely to grow out of the Hot Springs conference and the Interim 
Commission will accomplish the objects named in the Declaration. The 
answer could easily be too sanguine, especially in the short run, for a 
number of reasons, a few of which will be indicated.* 

First, the Conference spread itself over a very large territory. It 
started out to deal with food and nutrition, but long before the dele- 
gates had assembled it had included all of agriculture. The phrase “food 
and agriculture” could have been interpreted to mean one subject; it 
has turned out to be two, and to include everything about at least one 
_ of these, namely, agriculture. Not only are non-food farm products in- 

cluded, but everything about farming and farm people. The result is 
that the agricultural part of the program is in danger of overwhelming 
the food and nutrition part of it. No doubt the world needs a strong 
international agricultural organization that will eventually include all 
aspects of agriculture. But the common understanding concerning the 
-Hot Springs conference was that it was to take hold of the problem 
of food for everybody after the war. What we are in prospect of get- 
ting instead is a foundation laid for an enduring all-inclusive agricul- 
tural organization that also concerns itself with the consumption of 
agricultural products and the resulting effects on health. Food must, 
of course, be produced before it can be consumed; and the controlling 
of plant diseases and the surveying of soils are important from the 
standpoint of food production. But back of these are still other factors 


*Other aspects of this question are discussed in the closing chapters of the writers 
book Food Enough (Lancaster, Pa., Cattell, 1943). 
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affecting food podion One can start anywhere i in the feld of human 
affairs and ramify until all of human knowledge is embraced. Practically, 
any undertaking must focus on one subject, keep that in the fore- 
ground, and keep safely away from the peripheries. 

There are good reasons for believing that a deliberate decision was ` 
made, by the ultimate sponsors of the Conference, not to let it concen- 
trate too strongly on food as such. The personnel of the Conference 
was also such as to keep it from doing so. One of the boasts of the 
Conference is that it was dominated by a strong scientific point of view; 
that the approach to problems laid out is soundly scientific. This surely 
is excellent in many ways. But it is also true that scientists are not 
operators; and getting food into hungry mouths in the next ten years 
is an operating job. The panels assisting the Interim Commission may 
very well by this time have given a further academic bent to the or- 
ganization. 

Perhaps it is significant that the operating agencies handling food 
in the United States were very little represented at the Hot Springs 
conference; and few of the delegates from other countries were operat- 
ing types of men—unless it is proper thus to classify a diplomat. Also 
many more of the administrators present weré from ministries of agri- 
culture than from ministries of food. Many countries, of course, do not 
have separate food ministries, and as in this country, a ministry of 
agriculture cannot be expected to put food and nutrition in the fore- 
ground. ° 

The second reason for not being too sanguine is that as a conse- 
quence of the foregoing, no proposals were worked out at Hot Springs, 


-. nor are likely to be developed by the Interim Commission, for dealing 


realistically with the crucial food problem that will confront the world 
when the war is really ended. That problem will again be large sur- 
pluses of some foods in some countries, and serious underfeeding in the 
same and other countries. We shall do well to grow all the wheat we ~ 
can in this country in 1944. Nothing else will be safe, for crops may 
fail badly any year now. But the likelihood is that the world will. be 
faced with excess stocks of wheat, sugar and cotton as soon as the seas 
are open again. 

The Hot Springs declaration boldly announces that poverty is the 
first cause of malnutrition; and that it is useless to produce food if 
markets cannot absorb it. No doubt there were many at the Confer- 
ence, and there are many on the Interim Commission—there surely 
were some on the two panels—who will say that the Conference then 
went on to name the only possible solution: “an expansion of the 
whole world economy to provide the purchasing power sufficient to 
maintain an adequate diet for all. With full employment in all coun- 
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tries, enlarged industrial production, the absence of exploitation, an 
increasing flow of trade betweer countries, an orderly management of 
domestic and international investment and currencies, and sustained 
‘internal and international, economic equilibrium, the food which is pro- 
duced can be made available to all people.” (The italics are mine.) 
But it is necessary for honesty’s sake to point out that it will not be 
_ available to all people even if all these conditions are realized. It only 
‘can be made available. That is, something else must also be done if it 
is to be available. And these same things on a larger scale will make 
food available to all people even if all the foregoing goals in an econo- 
mist’s dream of paradise are not largely attained. - 
At the best, with all the proposed wonderful new international agen- 
cies clicking in high gear, we can count on no more expansion of the 
world economy in the next twenty-five years than will provide enough 
buying power for adequate diets for half the now underfed in most 
countries. 
There is surely an implication in the just quoted statement that there 
is no solution.of the problem of underfeeding except an over-all eco- 
nomic solution. A better statement for a conference on food and agri- 
culture is that food enough for a minimum cost adequate diet can and ` 
should be provided for all even though the rest of the world economic ` 
system goes bumping along its course; that such diets can be provided 
much more easily if the economic system functions smoothly and eff- 
ciently, but that such diets should be provided in any case. What Great 
Britain has learned how to do in this war—feed the masses of her popu- 
lation better than they have ever been fed before, so that there is for 
the first time very little evidence of malnutrition ahywhere—she should 
continue doing after the war. And one after another in good time other - 
nations should follow. 
The economic world has learned long since that in human society 
, competition is not itself a pure principle of action, that if there is to be 
a society, competition must work within certain guide lines and accord- 
ing to certain rules. Also that even this conditioned competition must 
be supplemented. In spite of all our rules, we have seen fit to provide 
free public education, social insurance and a growing list of services., 
It is even permissible to suggest that individuals compete on more even 
terms when thus assisted. Measures designed to make minimum ade- 
quate diets available for all are in process of coming within the defini- 
- tion of such assistance. A clear purpose of the permanent food organi- 
_ zation should be to bring them there. 
’ At this point, some reader is sure to rise up and point to Resolution 
IV on Diets of Vulnerable Groups, and Resolutions XXVI and XXVII 
~ on Measures for Wider Food Distribution. He may call attention to the 
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fact that the first resolution includes “individuals receiving low in- 
comes” in the list of vulnerables, and calls for “positive measures to 
improve the diets” of such groups. But the actual steps laid out in the 
later resolutions are prefaced by a remark that these steps are neces- 
sary because the “problem will not be fully mét by general economic 
measures to stimulate production and trade.” (The italics are mine.) 
The recommendations are that the national governments take the neces- 
sary steps to make the right foods available to groups with inadequate 
diets, which steps-may include “direct action to make protective foods 
available free, or at low prices”; that “the permanent organization... 
assist the several governments and authorities in making surveys of 
nutritional needs, in helping develop new food-distribution programs, 
in disseminating information concerning those programs, and in aiding 
to coordinate efforts in this field,” and that it “study the possibility of 
devising measures to meet the needs of countries with inadequate sup~ 
plies, and the machinery needed for this purpose, distinguishing between 
methods which would be used in the case of famines following catas- 
trophes, and in the case of countries where the available food supplies 
are generally inadequate.” 

If nothing more than this is done, the international organization when 
it gets set up will not itself be ready for any direct operations making 
food available. Although it could take prompt and vigorous leadership 
in developing some limited working arrangements between small groups 
of nations that would provide the needed foods, instead it will probably 
get ready to make some preliminary surveys to determine nutritional 
status and ascertain needs and begin studying the possibility of some 
form of international action. Or it may begin the long-drawn out task 
of developing some broad international commodity agreements in which 
the conflicting interests of all the countries producing and consuming . 
‘a product are reconciled. And when these are created, their objectives 
are likely to be the stabilizing of prices and production over a run of 
years more than making food available to underfed peoples. 

And while this is going on, the “surpluses” will pile up in the ex- 
porting countries again. And possibly the agricultural leaders of the 
world will sit back and smile, remembering the talk at Hot Springs a 
few years before of the need for bringing a lot of new land into cultiva- 
tion in order to provide food for the hungry and ill-fed. 

Back in 1935, McDougall and Tolley wanted to shift a lot of pro- 
duction from cereals to livestock—away from production for direct 
human consumption—to provide a means for using our surplus acres. 
In this country the wheat growers and millers protested and Dr. Stiebel- 
ing’s bulletin on diets at four levels of consumption was not reprinted 
again. Now we are talking about the need of shifting toward production 
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for direct human consumption—some persons even about the need of 
continuing this after the war so that there will be food enough for all— 
and the meat producers are dismayed! Are we to round out the cycle 
by presently stirring up the millers again? 


x 


It now seems clear that a definite connection is needed from the 
start with the United Nations Relief and Rehabilitation Administration 
(UNRRA). This undoubtedly is to be an operating agency concerned 
with’ getting food and agricultural materials into reoccupied territory. 
When it ceases to operate in any country, the government of that coun- . 
try should be ready to take over its functions, and is likely to need 
some help from an international agency in doing so. The Interim Com- 
mission should therefore have a hand in the relief and rehabilitation 
plans now being made, and likewise the permanent organization when 
it is created. 

The international organization, beginning with the Interim Commis- 
sion now, should at the same time, without waiting for UNRRA to fold - 
up, begin getting the other parts of its program under way in the re- 
occupied areas;. and getting its full program going in the countries 
wholly or largely outside the war. Inactivity by the Interim Commis- 
sion in the next several months will tend to discredit the whole inter- 
national:food program. 

XI 


_ How much of an international food movement the world is to wit- 
ness in the next few decades is therefore by no means certain. There 
could easily follow from what has already occurred little more than an 
international organization whose main activity is collecting data on 
agricultural production and food consumption, issuing periodic reports, 
publishing review journals, and mothering a host of national committees 
much in the nature of scientific advisory boards. It is proper to add 
that this is about all that some of its principal promoters want it to be. 
In so far as they consider international action needed to make the kind 
of the world they want to see, they look to that action almost wholly in 
the sphere of military alliances, international monetary conventions, 
. trade agreements and the like. The other point of view is that an inter- 
national organization designed to enable the nations to help each other 
with their food problems and promote an over-all full utilization of 
food preducing resources of the world, is worth while and possible in 
its own right, tied in closely with whatever is achieved along these other 
lines, but not standing by and waiting for it. This second point of view 
must prevail if the international food movement is not to suffer a linger- 
ing death from undernourishment. 
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Whether or not this second point of view prevails is dependent in 
large measure upon the firmness and the discretion with which our own 
country carries out its part of the Hot Springs pledge to humanity. ` 
First of all, it must take a position in the forefront of the nations that. 
are seeing to it that all their own peoples have at least a minimum 
adequate diet. There can be no doubt about this nation’s ability to 
` produce the foods necessary to attain such a goal. Some local production 
adjustments will simplify the task greatly, but are not absolutely re- 
quired. The larger part of the assignment is in the field of food-distribu- 
tion. Important progress in this field was made in the years 1935 to 
1941. We need to take up, at the first moment that food can be spared 
for them, the public food distribution programs that were laid down 
in 1940-41, and adapt them to the requirements of a continuing pro- 
gram. i 
~ The second part of the obligation of this country is that it continue 
to take a firm stand in support of positive international measures. It 
established a precedent for this at Hot Springs, and followed this lead 
at Atlantic City. The present opportunity is in connection with the 
program and form of organization of the permanent international body. 


FOOD POLICIES OF THE UNITED NATIONS 


By Jean ATHERTON FLEXNER* 


` 


I. Nutritional Goals and Agricultural Production 


The United Nations’ Conference on Food and Agriculture which met 
at Hot Springs, Virginia, last May, comprising delegations from 45 
countries, had a dual task; first, to point the way to increased agricul- 
tural production in the post-war world in order to provide nutritionally 
more adequate diets for the people of every country, and second, to 
start pruning, paring and weeding the jungle growth of restrictions that 
have grown up to hamper the course of international trade in food- 
stuffs. It was hoped that the conference would set in motion the evolu- 
tion of a constructive international program for the production and 
distribution of larger and more nutritious food supplies. À 

Following as it did upon the work of the League of Nations Com- 
mittee on Nutrition, the Conference had little difficulty in putting a 
strong case for expanding food production throughout the world: 
“There has never been enough food for the health of all people... . 
Production of food must be greatly expanded. . . .” It resolved that 
“the governments and authorities here represented immediately under- 
take the task of increasing the food resources and improving the diets 
-of their people.”* In asking for the creation of an international body 
to develop its program, the Conference assigned to it a composite 
role: to deal with nutrition, agricultural production and distribution. - 

If the governments of the United Nations were to act upon these 
resolutions in the same spirit in which they were adopted we might 
witness a revolutionary reorientation of governmental policies dealing 
with agriculture. In the recent past these have been aimed at increas- 
- ing prices in the interests of producers rather than at providing cheap 


and nutritious meals for the undernourished elements in the popula- 


tion. A broad agricultural plan designed primarily to feed the hungry, 
more especially the adoption of harmonious plans simultaneously by a 
group of nations, would be a milestone indeed. 

Supposing that goals for agricultural production could be set on a 

* The author has been connected with The Brookings Institution and various govern- 
ment agencies as an industrial economist, with her principal studies and activities in the 
field of industrial relations and labor legislation. 

1 Resolution Number II. 
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world-wide basis of need—as they have been set for the production 
of foodstuffs in the United States during the war to meet the civilian 
and military requirements of the United Nations—this is how require- 
ments in terms of the world’s 2 billion inhabitants would appear, as- 
suming two different levels of nutrition, Plan II being somewhat more 
liberal and more costly than Plan I: 


Worxp Foop REQUIREMENTS AND Pre-Waz PRODUCTION 








Requirements World Statistics 
Unit of (Millions of units) of Pre-War 
quantity Production 
. Plan I Plan IL |(Millions of units) 


Type of food 





kilograms 225 , 680 190,960 615,000 
litres 470,890 520,800 — 
kilograms 173,840 | 147,560 240,000 
kilograms 23,870 | . 13,020 — 
kilograms 173,420 436,170 — 
kilograms 88,970 117,180 — 
cases (30 doz.) 13,743 16,637 23 
- kilograms 34,720 34,720 25,000 
kilograms 49,910 | - 49,910 — 


Grain products 
Milk 





Potatoes, starchy roots, etc. 
Dried beans, peas, nuts 

All other vegetables, fruits 
Meats, fish, poultry 

Eggs 


Sugar 
Fats (visible fats) 





a Statistics are incomplete and should be read in connection with limitations stated in text. 
Source: International Institute of Agriculture, chiefly. - 


At present, because of a dearth in statistics, it is not easy to measure 
the gap between actual pre-war production of food stuffs and the 
amounts that would be required to fulfill these goals. Even fragmentary 
statistics of world production are available for only some of the 
products listed above. According to available information, world out- 
put of sugar (cane and beet) in 1935 was equal to about 72 per cent 
of world requirements under the plans shown above: approximately 
25 million kg. were produced, whereas the plans call for 34.7 million 
kg. It is possible that the deficit was actually made up by the produc- 
tion of honey, maple syrup and other sweets.. 

Total pre-war grain production, including grain for feed and for 
industrial uses, exceeded the requirements, but it is not known how 
much of this grain was for human consumption. The fact that grain 
was diverted to industrial uses before hunger in various parts of the 

. world was satisfied, however, indicates some of the difficulties of dis- 
tribution that must also be faced. World production of potatoes 
appears to be at least equal to the more liberal requirements for starchy 
tubers and roots, but actually the consumption of potatoes was con- 
centrated in Europe and North America. i 

Statistics of world production of fats and oils are totally inadequate, 
as are also statistics for the production of eggs, dairy products, meat, 
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fruits and vegetables. In order to estimate deficiencies one must resort 
to statistics of consumption, which are likewise fragmentary. Pre-war > 
per capita consumption of dairy products (milk, in various forms, and 
cheese) fell considerably below accepted nutritional standards not only 
in those parts of the world where dairying is undeveloped (Asia, Africa, 
Central and South America) but even in countries lying in the dairy 
belt. According to per capita consumption statistics collected by the 
League of Nations, and using again Plan I and Plan II as measuring 
rods, the deficiencies shown in Tables I and II appear. The 13 coun- 
tries shown in Table I had a combined deficiency in milk consumption 
of 5.4 billion (imperial) gallons, below the requirements of Plan I 
and 7.3 billion (imperial) gallons below the requirements of Plan II. 
Italy and Belgium had the greatest deficiencies of the countries for 
which statistics were available. The egg deficiencies, for 17 countries, 
add up to the equivalent of 90 million cases under Plan I and 148 
million cases under Plan II. Again it must be emphasized that 
these were pre-war deficiencies in countries that are considered as 
enjoying a relatively high standard of living. In countries for which 
consumption statistics are lacking the situation was on the whole 
worse rather than better than these figures indicate. ` 


TABLE I—ESTIMATED PER CAPITA CONSUMPTION OF MILK AND CHEESE, BY COUNTRIES 
1930-34, AND DEFICIENCIES COMPARED TO FOOD CONFERENCE RECOMMENDATIONS 








Milk, cream and cheese cama Total deficiencies in 
Country in milk equivalents compared to 1,000 imperial gallons 


Per capita consumption 


Total imperial gallons | phn ye PlanI | Plan 


Austria 50.3 — — — 
Belgium 21.3 —26.4 213,629 | 254,898 
Denmark 44.0 —3.7 13,712 32,613 
France 31.3 —16.4 687,275 | 901,001 
Germany 31.6 —16.1 1,118,725 | 1,473,103 
Italy 14.1 —33.6 1,444,598 | 1,663,868 . 
Netherlands 39.3 —8.4 66,662 107,136 
Switzerland 70.3 pa aks — 
Great Britain 25.4 —22.3 1,002,006 | 1,231,164 
` Canada — — — — 
United States 41.9 —5.8 763,680 | 1,435,192 
Australia 24.6 —23.1 153,153 186,966 
New Zealand 33.6 —14.1 22,193 30,221 


5,485,637 | 7,316,162 








a Plan I, Food Conference Report calls for 47.7 gallons (imperial) per capita. 

b Plan I, Food Conference Report calls for 52.8 gallons (imperial) per capita. 

Source: League of Nations, Statistics of Food Production, Consumption and Prices, 
Table VII and Appendix II; Tables II and IV. 


P 
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TABLE IJ.—ESTIMATED PER CAPITA CONSUMPTION OF EGGS BY COUNTRIES, 1930-34, AND 
DEFICIENCIES COMPARED TO Foop CONFERENCE RECOMMENDATIONS 


Deficiencies compared to Food Conference plans 


Country 


Austria 
Belgium 
Denmark 
Finland 
France 
Germany 

Italy 

Norway 
Sweden 
Switzerland 
United Kingdom 
Poland 
Czechoslovakia 
Roumania 








Canada 
United States 
New Zealand 


Total 





* 228 eggs per capita 

b 276 eggs per capita i 

Source: League of Nations, Statistics of Food Production, Consumption and Prices, 
Table IX. 5 


Evidence of malnutrition and dnder-consumption among the peoples 
of Africa and Asia is abundant. Passing over some of the better known 
cases of starvation associated with India and China, one may, thanks to 
an extensive report on the subject prepared just before the outbreak of 
the Second World War, survey the state of nutrition in Great Britain’s 
far-flung colonial empire.? The survey covers 48 territories in the West . 
Indies and the neighboring mainland, in the Mediterranean, and in the 
Far East. An aggregate of 55 million people live in these territories. 
Probably the conditions among them do not differ basically from condi- 
tions in other colonial and tropical domains close to their borders. 

One of the striking features of most tropical diets, as described in 
this report, is the absence of animal products including milk and the 
dependence on vegetables and fruits. The deficiency in’ the green and 
leafy vegetables, rich in vitamins, is none the less marked. Except in 
areas where palm and coconut products are consumed, there is a 


* Nutrition in the Colonial Empire, H.M. Stationery Office, 1939. 
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general deficiency in fats. Meat is sparingly used, and such as is avail- © 
able is poor in quality and expensive and does not add much fat to the 
diet. Lack of calcium and phosphorus is felt, as well as of iron and 
sodium. Many diets are insufficient in quantity as well. 

Frequently the inhabitants of these countries are dependent chiefly 
upon a single staple foodstuff, for example, rice in the Orient, maize, 
millet, plantains, or yams in Africa. Other elements in-the diet are apt 

‘to take the form of extras or relishes. . 

Even in relatively prosperous countries large sections of the popula- 
tion, especially low income groups, suffer from diseases of malnutrition 
and from less specific symptoms resulting from poor diets. Dietary 
studies show very marked deficiencies in consumption of fats, milk, 
eggs, and vegetables among wage-earner groups in South and Central 
America. And, although wage-earners in North American countries 
on the whole eat more varied diets and more protective foods, there is 
still a potentially vast consumer demand in North America for milk, 
eggs, vegetables and meat. There is an especially striking lack of milk 
among wage-earners in the southern United States, and among Negroes 
throughout the United States. 

In placing squarely before the United Nations the responsibility for 
production of foodstuffs up to the limit of nutritional and health needs, 
-the Hot Springs Conference has set peacetime goals that will not soon 
be met. Some goals may.be met sooner than others. As the output of 
the protective foods is stepped up the demand for grains and potatoes 
might diminish. These foods were, before the war, often the mainstay 
of many diets which did not include adequate amounts of protein and. 
vitamins derived from fresh fruits, vegetables and dairy products. 

The goals will need to be emphasized again and again. Whatever 
plans are in future discussed for guiding or limiting production need 
always to be tested in the light of the words: “there has never been 
enough food for the health of all people... .” ` 


II. Agricultural Surpluses and the Problem of Distribution 


It is obviously impractical to raise more and more food if it cannot 
be distributed to consumers. Unsold surpluses may pile up again, not 
‘for lack of hungry mouths but because of empty pocketbooks. In the 
past, producers have been, and may again be, faced with ruin because 
their output failed to find a market, even though the prices that they 
received fell below the cost of production. This problem the Hot 
Springs Conference of course recognized, but it could not give any 
very clear or satisfactory answer. The various producer-inspired pro- 
grams which have been tried both at the national and the international | 
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level during recent decades were debated, and in the end some rather 
general, and some rather ambiguous, resolutions were adopted. 

It was generally agreed that agricultural surpluses could best be 
absorbed in a “balanced and world-wide expansion . of economic ac- 
tivity.” How to achieve this balanced expansion lay, however, outside 
the scope of the conference. The Hot Springs report therefore confines 
itself to pointing out the “close interdependence between the level of 
employment in all countries, the character and extent of industrial 
development, the direction of national and international investment, 
and the policy adopted by the nations towards foreign trade.” More 
specifically the Conference urged member governments: “to reduce 
barriers of every kind to international trade and to eliminate all forms 
of discriminatory restrictions thereon . ; . ,” to develop industries in 
order to provide the stimulus to agriculture of additional purchasing ` 
- power, and to stabilize exchanges. (Resolution No. XXIV.) 

Some type of control to regulate the supply of staple foodstuffs. enter- . 
ing international trade was recognized as inevitable. One group of dele- 
gates seemed reluctant to accept any form of control except as. an 
extreme and temporary measure. This group sought to confine discus- 
sion to the plan known as “buffer stocks,” and viewed with alarm any 
proposal tending toward crop restriction, direct price control, or inter- 
_ national trade quotas. Another group felt that it would be desirable to 

register agreement upon principles that should govern commodity 
arrangements, recognizing that international controls were likely to be 
perpetuated whatever the conference might resolve. Some delegates 
even considered such controls desirable provided they were entered into 
by both consumer and producer nations, jointly. This group takes the . 
International Wheat Council and draft agreement’ as something of a 
model. 

The resolution finally adopted on the subject of international com- 
modity arrangements finds that “they may play a useful part in (1) 
moderating excessive short-term movements in the prices of food and 
agricultural commodities, (2) in mitigating extreme price fluctuations 

‘with deflationary or inflationary tendencies, and (3) in aiding pro- 
ducers to make necessary readjustments to long-term changes in de- 
mand or technology.”* The Conference was, however, unable to recom- 

*The International Wheat Agreement, statement by A. Cairns, December 7, 1942. The 
International Wheat Council, South Agriculture Building, Washington, D.C. ` 

* Resolution XXV. International Commodity ea 


WHEREAS: 

1. Excessive short-term movements in the prices of food and agricultural commodities 
are an obstacle to the orderly conduct of their production and distribution; : 

2. Extreme fluctuations of the prices of food and agricultural products eee gen- 
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mend the form that such agreements should take, and postponed the 
question of form and policy for future international discussion. 

_ An Interim Commission has been set up which inherits many of the 
issues not settled at Hot Springs, together with the task of drawing up, | 
with due regard for the objectives and recommendations of the Con- 
ference, a blueprint for a permanent international organization in the 
field of food, nutrition and agriculture. It is unlikely that the Interim 
Commission will issue any definite pronouncement for or against any 
of the specific types of commodity controls whose merits have been 
long and hotly debated. It is, however, greatly to be hoped that: it will 
assign to the permanent organization, as one of its chief functions, the 
duty of formulating international policy and advising governments and 
producers in regard to. commodity controls, and it is also to be hoped 
that it will obtain agreement upon a set of general principles as a 





eral deflationary and inflationary tendencies, which are injurious to producers and con- 
sumers alike; 
3. The mitigation of these influences would promote the objectives of an expansionist 
policy; . 
4. Changes in the scale and character of production to meet more effectively the world’s 
need for food and agricultural products may in certain instances require a period of 
transition and international cooperation to aid producers in making necessary readjust- 
ments in their productive organization; 
.  §. International commodity arrangements may play a useful part in the advancement. of 
these ends but further study is necessary to establish the precise forms which these ar- 
rangements should take and whether and to what extent regulation of production may be 
needed ; 


The United Nations Conference on Food and Agriculture 


RECOMMENDS: 

1. That international commodity arrangements should be designed so as to promote the 
expansion of an orderly world economy; 

2. That, to this end, a body of broad principles should, through further international 
discussion, be agreed upon regarding the formulation, the provisions, and the administra- 
tion of such international commodity arrangements as may be deemed feasible and desir- 
able and should include assurance that: 

(a) Such arrangements will include effective representation of consumers as well as 
producers; 

(b) Increasing opportunities will be afforded for supplying consumption needs from 
the most efficient sources of production at prices fair to both consumers and producers 
and with due regard to such transitional adjustments in production as may be required to 
prevent serious economic and social dislocations; 

(c) Adequate reserves will be maintained to meet all consumption needs; 

(d) Provision will be made, when applicable, for the orderly disposal of surpluses; 

3. That international organization should be created at an early date to study the feasi- 
bility and desirability of such arrangements with reference to individual commodities and, 
in appropriate cases, to initiate or review such arrangements to be entered into between 
governments, and to guide and coordinate the operations of such arrangements in accord- 
ance with agreed principles, maintaining close relations with such programs as may be 
undertaken in other fields of international economic activity to the end that the objective 
of raising consumption levels of all peoples may be most effectively served. 
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guide to whatever commodity controls may subsequently be established. 

The caution with which the Interim Commission is approaching this 
delicate question is indicated by the terms of reference to its Economic 
. Panel or Committee: “The Committee is expected to make recommen- 
dations only as to the desirability from the social and economic point of 
view, of assigning to the Permanent Organization initiative to advise 
member governments on appropriate action in the field of food and 
agriculture.” There is a group represented on the Interim Commission 
which would not make such an assignment; which believes that the 
permanent organization should be limited to assembling facts and mak- 
ing studies—technical, statistical and scientific—regarding crops, soil 
fertility, nutrition, farming practices, pest control, etc., and that it 
should be left to some other international organization with broader 
` jurisdiction over economic problems to formulate policy and proffer 
advice on commodity agreements. It is argued that commodity controls 
impinge on a field that is broader than foodstuffs and agriculture, and 
that includes many types of raw materials. Policy in regard to com- 
modity controls, it is also said, belongs with fiscal policy, tariff policy, 
and general trade policy. One should therefore not act hastily in regard 
to food alone, but wait the setting up of an over-all agency to deal with 
all these matters. 

What this cogent argument overlooks is the simple psychological fact 
that the attention of a waiting world was focused on the Conference at 
Hot Springs with the expectation that a United Nations policy would be 
formulated for one crucial commodity—FOOD. If there is failure to 
agree on the post-war international handling of food supply problems, 
that failure will darken the horizon for months, perhaps years, to come. 
Postponement of issues does not always obliterate differences. It may 
prove harder to agree later on than now, for now, if ever, the time 
should be ripe for international codperation. 

Lacking an agency to assume international leadership in the post- 
war development of commodity controls, what will happen? The pro- ` 
ducers of various commodities, including foodstuffs, are not precluded 
from entering into their own arrangements, and from bringing political 
pressure to bear on their own governments to implement those pro- 
grams, which will not then be subject to international criticism or 
advice, and which will be largely drawn up without benefit of consumer 
representation either at home or abroad. Such national programs are 
likely to be directed mainly toward goals of national self-sufficiency. 
An example of a program which shows the need for a United Nations 
approach before each nation has committed itself is contained in a 
Memorandum on a Post War Agricultural Policy for Great Britain 
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suggested by a group of British peers.’ This memorandum accepts the 
principle of state intervention to assure agricultural prosperity, includ- 
„ing standard prices, import quotas, and production goals planned with 
a view to national needs for foodstuffs. While anticipating the diversion 
of acreage in Europe to the protective foods and reduction in acréage 
devoted to wheat, it significantly stakes out a claim for a British wheat 
production quota 10 per cent above 1939 wheat acreage on the grounds 
that wheat production enters largely into, and is, indeed, necessary, 
not only to farming, but to proper rotation of crops and grasslands. 

So firmly has the practice of commodity controls by producers and 
national governments become entrenched in our economic and political 
behavior patterns that the true alternative to international action is not 
a return to laissez-faire and the free market but rather a return to 
national pressure group politics without benefit of the moderation which ~ 
might flow from an inclusive international body. On the one hand there 
is the method of open bargaining by various interests around an inter- - 
national conference table with some benefit to all, and, on the other 
hand, the method of independent discriminatory and retaliatory action 
by these same interests, with very little ultimate benefit to anybody. 

Rather than risk the perpetuation of the separatist pattern that has 
characterized agricultural and trade policies in the inter-war period, 
and the continued alignment of producer countries versus consuming 
countries, it seems important to establish now an institution: for com- 
mon action in the field of food and agriculture. It would be a beginning, 
and would give some content to the still nebulous.concept of the 
“United Nations.” 

Just how definite a set of guiding principles can be developed at this 
stage is of course a matter of bargaining. But perhaps a few of the 
concepts mentioned at Hot Springs could be elaborated.a little further. 
Take for example the question of consumer representation in formulat- 
ing commodity controls. : 

The International Wheat Draft Agreement is the first commodity 

- control scheme to offer importing countries a voice in the determination 
of policies and, moreover, an equal voice with exporting countries. Five 
countries—Argentina, Australia, Canada, Great Britain, the United 
States—are now represented on an international wheat council, with 
‘headquarters in Washington. After the war it is proposed to invite all 
countries with an appreciable export and import trade in wheat or 
wheat flour to participate; it is also proposed to give the importing 
` countries as a group the same number of votes as the exporting coun- 
. *A Memorandum, “A Post-War- Agricultural Policy” prepared by Lords de la Warr 


. (Chairman), Addison, Balfour of Burleigh, Bingley, ‘Bledsoe, Buccleuch, Cornwallis, 
-© Cranworth, Perry, Philimore, Teviot. -- 
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tries as a group, in the determination of minimum and maximum world 
export prices, such determinations to be made by unanimous consent. 


. By way of contrast, the international tea restriction scheme started in 


i 


1930 by the leading associations of black tea producers, to limit ex- . 


-ports by quota and to prevent extension of acreage planted in tea, 


merely states: “it is not the intention of the parties to this Agreement 
that the operation of this scheme shall cause prices to rise exorbitantly” . 
(clause 4-a of Memorandum).° 

If joint representation of producer and consumer countries can be 
made to function, it offers a very real safeguard against turning an 
international control scheme into an unduly restrictive device. Such 
an innovation, it would seem, merits all the encouragement that endorse- 
ment by an international body can give it. The danger is not that 


schemes of this sort will multiply unduly but rather that schemes with- . . 


out the consumer safeguard will continue to spring up. 

-If'it were possible to provide not only for consumer-country repre- 
sentation but also for actual consumer representation, thé. safeguard 
would be even more effective. For since consumer countries like Great 
Britain have their own wheat-farmers to think’ of—and relatively high - 
cost farmers too—they may be inclined to acquiesce in stabilization of - 
prices at a relatively high level. While the effect on wholesale prices 
has been taken into account both in the framing.and administering of 
many plans, in none of the international commodity arrangements t made 
thus far has consideration been given to retail prices. 

For example, the International Tea Committee uses wholesale prices - 
on the London market and stocks of tea in London warehouses as its. 
criteria for setting the level of the tea export quota for. the participat- 
ing countries (India, Ceylon, ‘Netherlands, East Indies;.British East 
Africa). But the response of retail prices lies outside its jurisdiction. | 
Between 1927 and 1930 the cost of tea to wholesale buyers in London 


- fell 30 per cent as a result of declines in the auction prices of tea and - 
` the removal ofthe duty on tea; during the same period, however, 


retail prices of tea declined only half as much (15 per cent), which 
was apparently insufficient to stimulate an increase in tea consumption 
in a market already fairly well saturated with tea. The Imperial Eco- © 
nomic Committee, reporting on tea in 1931, thought that a really sig- 
nificant drop in retail prices might open up a new demand. 

Certainly before any international commodity arrangements are 
entered into relating to foodstuffs, one may hope that the apparent’ 
inelasticity of consumer demand will be fully explored at various retail 
' *Tt is not intended to suggest that the scheme Has worked otherwise. Average tea prices 


on the London auction have fluctuated , between 80, and 93 per cent of the average price 
in 1929. ` zy 


S 
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' price levels. Since foodstuffs generally reach the ultimate consumer 
through the channels of retail trade in still recognizable form, they 
afford a better opportunity for this type of study than other raw 
_materials, ` i i l 
One might also wish for a more clear-cut statement of principles to 
guide commodity control schemes when they enter the phase (which 
they invariably seem to enter sooner or later) of attempting to limit 
production and output. The Hot Springs Conference seemed unwilling 


to admit this universal tendency. As the report of Section III says: « 


“Some delegates envisaged future arrangements chiefly in the field of 
the establishment of buffer stocks, managed with a view, not to main- 
taining fixed prices, but rather to eliminating perverse fluctuations 
. from the long-term trend.” Even in the face of actual or threatening. - 


“© . “general depression this group pinned its hopes to continued purchases 


by a stabilizing body in order to combat the deflationary tendencies.. 
. The usefulness of buffer stocks in mitigating short-term fluctuations © 
is apparently not in dispute. They are accepted as particularly useful: 
in leveling out differences in supply due to alternating good and bad 
_ harvests. But the device has repeatedly shown its inability to cope 
with catastrophic price declines when general depression sets in. The 
tendency has been for single crop producers to continue with an un- — 
profitable crop in spite of price declines long past the point at which 
“economic man” would in theory have turned to more remunerative . 
- pursuits. Buffer stocks simply reinforce this predisposition to cling to 
an uneconomic behavior pattern. Every individual farmer hopes that 
curtailment by others will lift prices sufficiently to permit.him to reap 
a large profit. In order to break up the pattern some more positive 
guidance has been required, such as programs of crop diversification 
coupled with production quotas for the “unwanted” staple crop. We 
have had time to observe this happening in wheat, in cotton, in coffee. 
As food consumption habits change in the direction of better nutrition 
such situations may occur in other crops, for example, potatoes or rice. 
.  It'is important that not every price decline ‘should be interpreted as 
. calling for a curtailment program. It is precisely here that international 
‘criteria would prove valuable. In state minimum wage legislation a 
finding of fact has been required by a public authority showing the 
_need for setting a minimum wage. This must include evidence that a 
substantial number of employees have been receiving wages which are 
‘substandard, that is, inadequate for maintaining a decent standard of 
living, or less than the wages paid for comparable work by fair em- 
` ployers. Similar guide posts might ‘be set for determining (1) that a 
sufficiently acute degree of distress exists among a substantial number 
of producers to warrant invoking the remedy in question, and (2) that 
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potential consumer demand has been fully explored, and that it is not 
a rigid retail price structure which is blocking the absorption of addi- 
tional supplies. 

Furthermore it seems urgent now, when some form of agreement, 
is possible, to define more precisely, what would be considered socially 
desirable methods of restriction to be invoked on showing of need, 
instead of debating the theoretical merits of price as an automatic 
regulator of human affairs. Under what circumstance, for example, is 
it advisable to restrict acreage or the extension of new acreage in a 
given crop; under what circumstances is it better to prescribe the 
manner of harvesting the crop; on what basis should producer allo- 
cations be made? For, adapting the method of restriction to the pe- 
culiarities of different crops may have a considerable effect upon the. 
efficiency with which the remainder is produced. And much of the oppo- 
sition to control schemes rests upon the belief that it is the inefficient 
producers who will, inevitably, be protected. In this connection,. and 
over and above the task of formulating principles, studies by the Inter- 
national Organization in Food and Agriculture showing how different 
control schemes have operated to raise or lower costs of production 
would contribute to abating the controversy. 

Here another comparison, or rather contrast, with minimum wage 
legislation suggests itself. The effect of minimum wage legislation is to 
encourage efficient production. On the one hand, firms unable to com- 
pete when denied the privilege of paying substandard wages are forced 
. to drop out, leaving their share of the business to more efficient com- 
petitors; such legislation has also a tendency to force out the most 
inefficient workers. (This tendency is recognized to the extent of gen- 
erally permitting a limited percentage of workers who are genuinely 
handicapped by age or physical defect to continue at their jobs at 
rates somewhat below the minimum.) The efficiency of workers who 
receive the minimum, or over, tends to increase, because of improved | 
nutrition made possible by raising wages. 

Producer controls in agriculture, however, seem to operate in the 
opposite fashion, and to encourage the inefficient producers to con- 
tinue. Where that is true it is because such controls generally fix or 
stabilize prices received by producers, instead of costs. One very 
naturally questions whether by extending the principle of the minimum 
wage to agricultural workers (who are generally the most distressed 
producers) a limitation of supply would not be achieved by forcing 
out the inefficient farmers, which would. assure a better return to the 
more efficient. This is one form of control which is generally not con- 
sidered palatable to producers. Minimum wages have been fixed for 

agricultural workers in England and in some countries of Europe— 


824 om . HE AMERICAN ECONOMIC REVIEW 


where they may have contributed to high costs although they must also . _ 
have contributed to the greater efficiency of the workers—but they 
` have not been applied in the principal agricultural producing countries. 


The Hot Springs Conference envisaged a post-war world'which would 
utilize to the full all available soil resources and agricultural and engi- 
- neering skills in order to produce adequate food supplies and balanced 

diets for the two billion inhabitants of the globe. It recognized, how- 
` ` ever, that maladjustments in distribution will from time to time cause 

“surpluses to pile up; and, in order to prevent undue hardship to pro- 

` ducers, it advocated in a very general way “international commodity 
arrangements.” If the momentum of the Hot Springs Conference is 
-not to be lost, if the goals are to become more real and not more 
- visionary, there must be an international agency that will be bold in 
its attack upon the details of the program; an institution that will not 
devote itself solely to research, holding aloof: from controversy, but 
that will develop agreement between nations upon practical principles, 


_ and that will move steadily toward the application of those principles — 
- to specific situations. For we may be sure that the struggle of pro- 


ducers for a better share in the good things of industrial civilization 
will continue, and in that struggle, lacking some effective leadership, 
the ultimate goal of food sufficient for the health and well-being of all 
people may be lost. 


_AMERICAN POST-WAR SOCIAL SECURITY PROPOSALS 
By EDWIN E. Wirre* 


There is no American Beveridge Plan, but there are a number. of 
comprehensive post-war social security programs in this country. Of 
these the one which most frequently has been called the “American 
Beveridge Plan” is the report of the National Resources Planning 
Board on “Social Security, Work, and Relief Policies,”* a summary of 
which President Roosevelt transmitted to Congress on March 10, 1943, 
along with another report by the same agency on Post-War Planning. 

‘The report on Social Security, Work, and Relief Policies was pre~ 
pared by the Committee on Long Range Work and Relief Policies, 
which was organized by the National Resources Planning Board, after 
consultation with the President, in the fall of 1939. This committee - 
had for its chairman Dr. William Haber of the University of Michigan, 
now of the War Manpower Commission, and its members were almost 
evenly divided between representatives of the agencies administering 
then existing relief and social security programs on the federal levél 
and eminent leaders among private social work organizations.” The 
Director of Research was Dr. Eveline M.-Burns of Columbia Univer- 


sity who headed a sizeable research staff. The report of the committee . 


was all but complete two years before it made its appearance and was ' 
in the hands of the President at least a year before it was released. 
When finally transmitted to Congress, it was accompanied by the re- 


* Professor Witte, on leave from the University of Wisconsin, is now engaged in war 
service as chairman of the National War Labor Board, Region XI, at Detroit. In addition, 
he was acting director of the Unemployment Compensation Division of the Industrial 
Commission of Wisconsin 1934 and executive director of the President’s Committee on 
Economic Security which sponsored the Social Security act in 1935. During 1938 and 
1939 he was a member of the Social Security Advisory Council and has been a consultant 
of the Social Security Board since its organization. 

* National Resources Planning Board, Committee on Long-Range Work and Relief Poli-’ 
cies, Security, Work and Relief Policies, Washington, 1942. The summary of this report ` 


transmitted to Congress, with an Introduction by the National Resources Planning Board, = 


carries the title, After the War—Toward Security. 


* Besides Dr. Haber, the members of the Committee were William Alexander, Specialist 
in Minority Groups, National Defense Commission; C. M. Bookman, Executive Vice. . 
Chairman, Community Chest of Cincinnati; Corrington Gill, Assistant Commissioner, Work” 
Projects Administration; Rt. Rev. Msgr. Francis J. Haas, Dean, School of Social Science, 
Catholic University; Fred Hoehler, Executive Director, American Public Welfare Associa- 
tion; Katherine F. Lenroot, Chief, Children’s Bureau;: Mary Switzer, Assistant to the 
Federal Security pers Thomas J. Woelter, Jr., Director ` of Research, Federal 
Security Agency. : 
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port on Post-War Planning, with which it was confused and largely 
overshadowed in the resulting publicity. Since then, it has gradually 
won the recognition on its own account. 
F The program presented in this report bears EARE evidence 
' that, unlike the Beveridge Plan, it was originally designed to meet the 
social security problems of the late thirties, rather than those of the 
post-war period. As clearly indicated by. the name of the committee 
which prepared this report, it owes its origin to the perplexing problem 
` -of the late thirties of a large and apparently permanent relief load, 
despite improving economic conditions. The problems to.which it was 
` addressed were such matters as: what should be done with the Work 
Projects Administration, a major concern of the top people in the gov- 
ernment; should the national government again give aid to the states 
for direct relief, a demand of the social workers; and how the social 
security programs should be related to relief—a subject in which the ~ 
chairman of the committee and the director of research were very much 
interested. 

It strongly reflects the controversies concerning social security which 
were in the forefront before the war. In the nearly 650 folio-sized pages 
of the, full report of the committee, on which the shorter report trans- 
mitted to Congress is based, there is scarce a mention of the war or 
the probable post-war situation. The report deals with the conditions 
which existed in June, 1940, and earlier—eighteen months before Pearl. 
Harbor, but it was not until fifteen months after we were engulfed in 
the war that it was released. The long report of the committee was left 
unchanged but its recommendations were given post-war application 
‘in the Introduction by the National Resources Planning Board to the 
summary of the committee’s report which was transmitted to Congress. 

This report differs from the Beveridge Plan also in that it is a com- 
posite production rather than the work of a single specialist of such 
eminence that everyone recognizes his recommendations as being those 
of an elder statesman who knows more about the subject than anyone 
else. In language, the N.R.P.B. Report is perhaps the work of Mrs. 
Burns quite as much as the Beveridge Plan is the work of Sir William 
Beveridge, but able and-well informed as is Mrs. Burns, she has not 
attained such recognized pre-eminence in the field as has Sir William. 
Both Sir William and Mrs. Burns were flanked by committees, but 
` while the British committee let Sir William write his own report, the 
American committee made the decisions upon all recommendations. In 
turn, its recommendations were reviewed by the National Resources 
Planning Board. 

Many of the proposals in the American report are very similar to 
those of the British- plan. Both have the same objective of the allevia- 
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tion of individual need through socialized measures. Both make many 
of the same concrete proposals. But they differ widely in their ‘basic 
approach to the problems of social security and in the remedial meas- 
ures they emphasize. 

The Beveridge Plan is a comprehensive social insurance program, 
supplemented by social services, of which national provision of medical 
care is the most important. Sir William recognizes that social insurance 
and social services standing alone will not produce economic security. 
‘He holds that as a preliminary condition to any worth-while social 
security, there must be a world political organization in which demo- 
cratic ideals can be maintained. He also recognizes that social security 
is possible only if the economic system functions in such a way as to 
provide reasonably full employment and a total income sufficient for 
the maintenance of high standards of living for all the people. But the 

- Beveridge Plan deals with social insurance and supplementary social 
services alone. 

The report of the National Resources Planning Board is of more 
ambitious design. It deals with the entire problem of “the assurance of 
access to minimum security for all our people.” Social insurance is only 
one of six types of measures deemed necessary to effectuate this pur- 
pose. Besides social insurance, we must have “fuller utilization of our 
productive resources, including labor, and comprehensive measures to 

improve the health of our people,” “government provision of work for 
` all adults if private industry is unable to provide employment,” “ap- 
propriate measures to equip young persons for assuming the full respon- 
sibilities of citizenship,” “a comprehensive underpinning general public 
assistance system,” and “expansion of social services which are essen- 
tial for the health, welfare and. efficiency of the whole people.” 

To effectuate these objectives, the report of the Committee on Long 
Range Work and Relief Policies recommends the continuance of all . 
of the relief and social insurance programs in existence in June, 1940, 
and their extension and improvement. It devotes by far the greatest 
amount of attention to “federal work programs”—an improved W.P.A., 
without a needs test to determine eligibility. It also gives much space 
to general public assistance—a permanent F.E.R.A. program, admin- 
istered by the state and local governments but with federal aid and 
under standards established by the national government. The “pro- 
grams for youth” are those presented earlier by the American Youth 
Commission, with emphasis upon a unified NYA-CCC. The existing 
special types of public assistance—old age assistance, aid to dependent 
children, and aid to the blind—are to be continued and supplemented 
by aid to the permanently disabled. Public social services essential to 
health, education, and welfare are to be expanded, but only rather 


I 
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i vague suggestions are offered for doing so, other than ‘free ‘school, 
lunches and expansion of the food stamp plan. 
Of the existing social insurance institutions, workmen’s compensa- 
` tion’ receives but slight attention. Old age and survivors’ insurance is 
_ regarded as being soundly designed, but should be extended in cover- 
age. Existing unemployment insurance, on the other hand, is basically 
defective. Benefits should be increased and their duration should be. 
‘. extended and made uniform for all eligibles, but conditions of eligibility 
should be tightened. More fundamental is the recommendation for the 
complete federalization of unemployment insurance and the abolition 
-of experience ‘rating. Establishment of a new type of social insurance, 
` disability. insurance, is recommended but health insurance is dismissed 
with the observation that “the proposal for the application of the health 
insurance technique to the provision of medical care is still a subject 
_of difference of opinion within the medical profession itself. 2 

The report devotes much attention to principles of administration 
-and financing. The merit system should be extended to all personnel 
- in the field of public aid, and residence should be disregarded in the 
` selection of the administrators. Control of all policies should 
be centralized in the national government. Actual administration, how- 
‘ ever, must largely remain on the local level, but “a more constructive 
, development of the regional basis of organization” should be explored. 
Tripartite financing of social insurance is favored and contributions 
, from public funds are regarded as absolutely essential.. Consumption 
and earmarked taxes for public aid should be avoided. But strangely, 
there is nowhere in the report any estimate of what the total program ~ 
or any:part thereof will cost. In no other respect is the contrast with 
- the Beveridge Plan more striking. Sir William devotes a large part of 
his report to detailed estimates of costs and is ever concerned with the 
‘balance between receipts and benefits. All such considerations are com- 
pletely lacking in the American report. 

In its Introduction to the committee’s report, the National. Planning 
Board endorses all of its recommendations, but integrates them with 
_ the Board’s familiar thesis that “full economic activity and full em- 
ployment [are] our first need.” It recognizes the value of the com- 
mittee’s suggested federal work programs, but regards them as only 
. one of the necessary measures to insure full employment, mentioning — 
as ‘others its oft-publicized program of government spending to insure 
‘prosperity; the shifting of taxes from low to high income groups, and 
antitrust policy. Social insurance, general public assistance and social 
services are discussed ‘only from the point of view of the benefits they ’ 
will provide. Nothing whatsoever is said about the advantages in social 
insurance of contributions from thé persons who are to get the benefits. ` 


Pope } 
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Instead, it is emphasized that contributions or payroll taxes are indeed. 
taxes, and that “insurance” in social insurance “refers to income and 
not to some form of mathematical or actuarial relationship between 
money collected from and money disbursed to any individual.” 

Viewing the report as a whole, it is evident that, like most similar 
productions, it reflects both the peculiar views and interests of its 
authors and the environment in which it was produced. Unmistakable 
is the primary concern of Mrs. Burns and Dr. Haber with unemploy- 
ment insurance. Very evident also is the influence of the various agen- 
cies of the national government which had representatives on the Com- 

‘mittee on Long Range Work and Relief Policies and their concern lest 
their particular programs be presented in an unfavorable light. .Very 
important also was the fact that the committee was organized by the 
National Resources Planning Board and ‘that its report had to meet 
the approval of that agency. While this, perhaps, had not much to do . 
with the recommendations of the committee, it.determined the points 
emphasized when the report was released and powerfully affected the _ 
popular reception which it was accorded. Thus, this report may be said 
to present, basically, the views of the Washington officialdom concerned 
with the administration of the relief and social security programs of 
1940, in combination with the ideas' of the “planners of the late New 
Deal” period. This is all illuminated by the scholarship of Mrs. Burns © 
and the practical experience of Dr. Haber and some others on the com- 
mittee, and given a post-war application, appropriate to its belated - 
appearance. 

In no.sense does this report represent a consensus of the ideas of all 
people i in this country who are interested in the further development 
of social security. While long in preparation and still further delayed ` 

- in publication, few people outside of the Washington departments knew 
anything about this study before it was released. No hearings were 

held and few, if any, “outsiders” were consulted. All students of the 

: problems dealt with who held views at-variance with the Washington 
officialdom were completely ignored. The members of the Congres- 
sional committees to which social security legislation is always referred 

were scrupulously left alone and the administrators on the firing line: 
of the state and local level were scorned. The people whose views are 
presented in this report, probably, have given more thought to social 
security problems than anyone else and are men and women of great 
ability and much influence in Washington, but only a’small group-of | 

civil servants and intellectuals whose views were certain to arouse a 

vast amount of opposition. 
At the same time, this report is peculiarly an Anaran product and 
is grounded in concepts which have wide support in this country. 
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Among these typically American ideas presented are the confident be- 
lief that our resources are so ample that we can have any sort of social 
security. program we want, that benefits should be determined on the 
basis of what is desirable rather than what: they will cost, and that 
work should be provided for the unemployed instead of benefits in cash 


_ or kind. Reflecting, perhaps, more the stage of development of social 


insurance attained in this country than generally accepted views, but 
just as typically American, is the concern with general relief and the 
playing down of health insurance. 

In all these respects, the contrasts with the Beveridge Plan are very 


pronounced. Neither Sir William nor any other Englishman would dis- 


cuss social insurance without considering costs or having a definite’ 


‘program where the money will come from to pay promised benefits. 
_ Even the Labour Party in England always accompanies its social in- 
. surance proposals with careful cost estimates. But in this country a 
„group of able specialists discuss social security as if the benefits only 


had to be considered and with no more definite idea as to where the 


; money is to come from than that the government has the power to levy 


taxes to make up deficits. The entire problem of financing is presented 
as if our only concern has to be with the incidence of the taxes levied 
and their effects on the level of employment, without a moment’s 


_ thought where Congress may find the needed revenues when deficits 


develop. 
Similarly sharply contrasting is the attitude toward work ‘programs 


and general relief, Work programs do not figure to the slightest degree 


in the Beveridge Plan and relief is assigned only the minor rôle of 
taking care of needy people who are completely outside the labor mar- 


- ket and left to exclusively local administration and control. In the 


American report, work programs. are treated as the most important of | 
all social security measures and it is stressed that general public assist- 


‘ance is very essential to round out social security ‘protection and that 


it must be operated under national standards and with federal aid. 


© Back of this lies varying experience of the two countries with work 
programs and relief, as well as the differing attitude toward costs and 


prevailing concepts as to what is economically possible. England’s 


‘experience with work relief was entirely with unplanned made 
work organized locally and carried on for only short periods, while 


our experience was with the W.P.A. and related national programs. 
While these programs: have been the subject of many gibes and 
have not completely satisfied anyone, they have impressed the Amer- 
ican public sufficiently to render it highly probable that, if we should 
again be confronted-by a great depression, we will try something simi- 
lar. Likewise, while in England, general relief has been in very low 
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repute ever since the report of the Poor Law Commission thirty-five - 
years ago, the F.E.R.A. in this country so impressed social workers 
and intellectuals that the remedy for all the evils of local relief is seen 
in federal control and financial aid. 
_ The scant attention given in the American report to health insurance 

is somewhat more difficult to explain. Health insurance has a good deal 
of popular support in this country and is especially strong among social 
workers and intellectuals. But it is not an established institution as in 
England and has met the most determined opposition from the Amer- 
ican Medical Association and the medical profession generally. Health 
insurance has been blocked so long that social security advocates have 
become very timid about saying much in its favor and are constantly 
seeking ways of making a beginning with health insurance without giv- 
ing it this label. 

The National Resources Planning Board report, like the Beveridge 
Plan, is a program for action and not merely a scientific study. Quite 
frankly it was prepared to guide social security development in this 
country and to promote such development. In a very real sense, it 
represents a step in a fairly definite campaign to give us a coherent and 
complete social security program along lines favored by the adminis- 
trative group in Washington. It had a setting of its own and a colora- 
tion derived from this setting, but is most significant in relation to the 
program of the Washington administrative group for the further de- 
velopment of social security. 

_’ A new social security program sponsored by. the Administration was 
forecast in statements of the President in the summer of 1941 and was 
definitely promised in his annual message to Congress in January, 1942. 
Since then there frequently have been references to such a program by 
people high up in the Administration. Innumerable conferences have 
been held in Washington administrative circles on the details of the 
program. Technical experts and attorneys in the Social Security Board 
have prepared draft after draft of parts of the proposed legislation: The - 
Social Security Board in its last report outlined in considerable detail 
its recommendations for a unified and complete social security system. 
But all the while the Administration program has been delayed in 
presentation. 

Transmission of the National Resources Planning Board report to ` 
Congress had the appearance of a disclosure of the Administration’s 
new social security program. Quite possibly the very great public in- 
terest aroused by the publication of the Beveridge Plan was a major 
factor in the release of the N.R.P.B. report. In the publicity which 
accompanied its release, it was heralded as the “American Beveridge 
Plan.” 
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But somehow itidid not catch on in public imagination. In the initial - 
newspaper publicity it was completely overshadowed by the report of 
the National Resources Planning Board on Post-War Planning, which 
` the President sent to Congress at the same time. In most of the edi- 
torials on the report it was not distinguished at all from its companion 
. and was characterized as extreme and crackpot. Only in the labor press 

` and in a few liberal dailies and magazines did it receive whole-hearted 
' approval. Very soon the general newspapers ceased discussing it: alto- 
‘gether. In Congress it provoked a few speeches, but no bill to carry 
"out its recommendations was introduced by anyone. Most significant of 
all was that, aside from sending the report to Congress, the President 
never endorsed it-in any manner. Administration leaders, while prais- 
ing the report, made it quite clear that this was not the expected Ad- 
ministration new social security program. Since then, Mrs. Burns has 
done valiant work to popularize the report and it has benefited from 
Sir William Beveridge’s stay of several months in the United States, 
‘ during which he addressed large and enthusiastic audiences in every 
part of the country. Yet there are only a small fraction of all Amer- 
icans who know anything at all about this report and only a handful 
who Have more than a superficial acquaintance with its recommenda- 
tions. 

The reasons why this action program has not met with a more favor- 
able response are many. It deals primarily with the pre-war situation, 
which is past and gone. It suffers.from its identification with the ideas 
of the planners of the late New Deal period. It carries the label of the 
Washington bureaucracy and for this reason alone is suspected in Con- 
gress and on the hustings. Above all, it is handicapped by the present 
mood of the American people, which is not one of seeking domestic 
reforms in the post-war world. 

In fact, by this time the National Resources Planning Board report 
on Social Security, Work and Relief Policies has ceased to be the prin- 


o . Cipally discussed American program for a comprehensive overhauling 


of our social security legislation. This is now the Wagner bill introduced 
in both houses of Congress on June 3, 1943.° 

This bill carries out many of the recommendations of the N.R.P.B. 
report, but with some important differences. It is presented as the social 
security bill of organized labor and has the whole-hearted endorsement 
and support of both the A. F. of L, and the C.1.0. It was very largely 
worked out within the Federal Security Administration, but does not 

3S. 1161, 78th Cong., 1st sess. This bill carries the names of Senators Wagner (New 
York) and Murray (Montana) as joint authors. An identical measure was introduced at 
the same time in the House of Representatives by Congressman Dingell (Michigan). It is, 


© thus, correctly, the Wagner- Mufray-Dingell bill, but in popular discussions is referred to 
as the “Wagner. bill.” 
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bear the label of an Administration measure and to. date ins not been 
endorsed: by the President. 


The major differences between the program presented in the Wagner l 


bill and the recommendations of the N.R.P.B. report are these: It does 


not deal at all with.work programs, which are given such great promi- . 


nence in the report. Nor does it touch in any manner the youth pro- 
grams urged in the report. On the other hand, unlike the report, it in- 
cludes a comprehensive health insurance plan and it.makes complete 


and liberal provisions to give social security protection to the service 


men on discharge. It also differs from the ‘proposals of the N.R.P.B. 
report in that it-does not provide for the tripartite financing of social 
insurance. In other respects, its provisions are practically identical with 


the recommendations of the N.R.P.B. report, although worked out 


more in detail and cast in legislative form. 
The Wagner bill has these major provisions: It proposes that the 
‘public employment offices shall continue to be administered by the na- 


tional government after the war. It also would “federalize” unemploy- 


ment insurance and supplement it with temporary disability and ma- - 


ternity insurance. Benefits would be made uniform throughout the 
country and run for a maximum period of 26 weeks in any year,* with 


$5.00 as the minimum and $30 as the.-maximum weekly benefit. The, .- 
actual benefits will vary with prior earnings and with the number of ., 
dependents, the latter representing a new principle in’ unemployment - 


insurance in this country: 
Old age and survivors’ insurance is to be extended to practically all 


employed persons with the only important. exceptions, federal em- -. 


ployees who are included in other retirement systems, and state.and | 
local employees, who may, however, be brought within the system by. - 


the voluntary action of the state and local governments. The system 
is, hereafter, to. provide benefits for permanent disability, along with 


the present old age and survivors’ insurance benefits. The latter bene- .' : 


fits. dre liberalized by increasing the minimum benefit from $10 per 
month to $20 and also raising the maximum. Eligibility for benefits is 
made slightly less restrictive and the benefit formula is liberalized by 
a new rule for computing average earnings. The retirement age for 


women and age of eligibility for wives’ allowance is reduced from 65 ' 


to 60. 


E 


The health insurance system proposed differs from that of other” 


countries in that medical care benefits are sharply distinguished in ad- ` 


ministration from the cash benefits for temporary and permanent dis- 


ability, which -are combined, respectively, with unemployment insur- 


*The Social Security Board may increase this maximum’ duration of benefits to an 
entire „year, when firiances permit. | ; 


t 
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© ance and old age insurance, “while the medical care benefits will be 


entirely independent of all cash benefits.. The medical care to be pro- 


vided is to cover not only the insured workers but also their wives and ` 


children and is to include general medical and specialist services and 


- hospitalization benefits, with-dental and’ nursing services as possible 


additions later on. These services are to be rendered by physicians 


` and hospitals contracting with the government, with free choice of 
physicians by patients. The bill further. provides for grants in aid for 
“medical education, research, and the prevention of disease and dis- . 


ability. 

Another innovation is federal aid for general public pasistanice on-a 
variable grants basis, under which the states will recover from, 50 to 
75 per cent of their payments to the needy. Beginning January 1, 1946, 
old age assistance, aid to the blind, and aid to dependent children are 


_ to be amalgamated with general public assistance so that thereafter 


_ unemployed within two years after discharge. The costs of these bene- , 


there is to be but a single system of public assistance for the needy, | 
_ administered locally but under national standards and with financial 


aid from the national government. 
- New also are provisions to afford social security protection to the 
men and women in the armed services. On discharge, the service men 


' ` are to-be credited with earnings in the old age and survivors’ insurance 


system for their time of service equal to the greater of two bases: their 


‘. wages in private employment prior to entering the armed forces or 


their military pay, allowing $60 per month for subsistence. They also 
will become eligible for unemployment insurance should they become 


fits to service men after their discharge are to be met through appro- 


. priations from the Treasury, as is the federal aid for general assistance. 


All other benefits are to be defrayed from contributions of 6 per cent 
each from employers and employees. Self-employed persons may vol- 


‘untarily come into the social insurance system and become eligible to 


all benefits except unemployment, temporary disability, and maternity 
benefits, by paying contributions of 7 per cent of the market value of 
their services. All contributions go.into a consolidated Social Insurance 


` Trust Fund, but one-half of the employees’, one-fourth of the em- ~ 


ployers’, and three-sevenths of the self-employed persons’ contributions 


- are allocated to a special Medical:Care and Hospitalization Account. 


‘This account and the medical care parts of the program are to be ad- ' 


ministered by the United States Public Health Service, with advice 


from an Advisory Medical Care and Hospital Council—all other parts ° 


of the act by the Social Security Board, which is to be advised bya 


pene Social Security oe. Council. 


~ 


1 
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The states would be left in the social security picture only in work- 
men’s compensation, which is not dealt with in the bill, and in relation 
to the several forms of public assistance, which remain under state and 
local administration, but with the national government furnishing the 
larger part of the funds and having broad powers to set standards. The 
reserves in the state unemployment insurance funds are not “stolen” 
by the national government, as was proposed in some earlier plans for 
the federalization of unemployment insurance, but will continue to be 
available only for the payment of unemployment insurance benefits. 

When the bill was introduced, Senator Wagner stated: “I do not 

claim this bill is in any sense a perfect instrument. It is offered simply 
as a basis for legislative study and consideration.” As this statement 
suggested, no very strong effort is being made to secure its passage at 
this time. It has not been endorsed by the Social Security Board or 
anyone outside of Congress high up in the Administration. It has en- 
listed strong support from organized labor. Practically every union 
convention held since the bill was introduced has endorsed the meas- 
ure and both the A. F. of L. and the C.E.O. have divisions at their 
headquarters which are pushing the bill quite vigorously. On the other 
hand, it has been criticized by John L. Lewis as a typical bureaucratic 
proposal emanating from Washington. It has also drawn fire from the 
‘American Medical Association and other medical organizations® and 
been commented upon critically by some industrial leaders and in con- 
servative newspapers. While no one expects the bill to be passed soon, 
it is very much alive and apparently getting increased attention. 

President Roosevelt, while remaining silent on the Wagner bill, just 
before Congress went on its summer recess, outlined a proposal for 
social security protection for the service men when the war ends. This 
was similar to provisions on this subject in the Wagner bill, with the 
addition of a dismissal payment to each serviceman on discharge, to 
tide him over until he finds employment. The President’s suggestion 
that Congress do something now for the service men was favorably 
commented on by Senator Vandenberg, who is the opposition party 
leader on social security legislation. Both political parties are certain to 
favor legislation for the benefit of service men and may be expected to 
vie with each other in being the more liberal. There is considerable 
need for prompt action, as many service men are being discharged daily 
even while our armed forces are still being increased. So it is not too 
much to expect that Congress will soon enact legislation to afford social 

"The medical care provisions of the bill have been endorsed by the Committee of 


Physicians for the Improvement of Medical Care, Inc., which is constituted of some of 
the most eminent medical men of the country but is only a small group. 
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security protection to discharged service men and it is to be anticipated 


‘that this will be very liberal legislation whose costs, necessarily, will 


‘have to be met from the Treasury. 


_ The prospects for the other proposed changes in our present’ social 
security legislation are more dubious. There is every reason to believe 
that no legislation of moment dealing with social security will be en- 
acted in the near future except in relation to ‘the service men. The 
Wagner bill was introduced for discussion purposes, without thought 


of early enactment. In the administrative circles in which this bill was 
‘drafted, work is continuing on its revision. To date, the Administration 


` is not prepared to throw its full support behind this measure. . 


4 


_ Politically, the prospects for the Wagner bill are not bright at this 
moment. It has the support of the Administration group in Washington 
and that of organized labor. Whether the support of the Administration 
group is an asset or liability is debatable. The support of organized 
labor i is of great potential value, but at this moment organized labor is 


“in the doghouse” both with public opinion and in Congress. Organized 
Jabor being a minority group, moreover, has always exerted its strong- 


est influence when it opposes measures ‘rather than when it advocates 
legislation on its own account. Despite this, to me, surprising interest 
which organized labor has recently manifested in social security, it 


_ remains true that it is still only a side issue with the great majority of 


7 the trade unionists. All of the rest of the support for legislation along- 


the lines of the Wagner bill is inorganized and so is apt to be under- 
rated by the politicians. 

On the other side, there are strong opposition elements. Among these 
is the. American Medical Asséciation whose political strength is far 
greater than the relative number of the physicians in the population. 


“Very important politically also are the state unemployment compensa- 


tion administrators whose strength arises from the fact that, in the 


present mood of the American people, proposals which look to greater 


authority for Washington are doomed. Still more serious is the poten- 


- tial opposition. of substantially all employers. While the Wagner bill 


will increase the present contribution (payroll tax) rates of the em- 
ployers by only 2 and a fraction per cent, while increasing that of the 


“employees by 5 per cent, employers do not like any increase in their 


taxes. Employer opinion in this country, moreover, has been completely 


‘alienated by’ the efforts of the Washington administrative group to 


destroy experience rating in: unemployment insurance and its attitude 
of treating social security as a matter of concern to labor only. 
More important in appraising the prospects for a comprehensive re- ` 
` vision of.our social security legislation in the near future than the 
ieee of all those opposition groups is the present attitude of the ` 


oN 
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. American people. The tide is still flowing strongly toward conservatism `- 


in everything domestic. There is little interest in social security while > 
the war continues. While every favorable turn in the war is followed 
by increased discussion of post-war problems, it is quite clear that the . 
majority of Americans at this time want a return to normalcy after the 
war, not reforms. Very pronounced also are their feelings against Wash- — 
ington and their suspicions of bureaucrats and planners. Congress gen- 
erally reflects pretty accurately the public opinion of the moment. . 
Therefore, as long as the voters continue in their present moods the ` 
prospects for the early enactment of Wagner bill or any similar meas- ` 
ure Seem slight. ` 

The longer time prospects are very “much brighter. To begin with, 
social security has immense popularity in this country. The Gallup poll 


recently indicated that even health insurance has majority support. -` l 


There is every reason to believe that the interest in social security will — 
grow apace as the end of the war approaches. The imminent end of the 
war will bring much fear of wholesale unemployment in consequence 
of demobilization and the cessation of war industry. It will be par- 
ticularly the war workers who will have reason to. worry, and their 
great numbers insure that the politicians will have to give heed to their. ` 
interests. Extension and liberalization of unemployment insurance will 


then have a much stronger appeal than now, as will federal aid for _ -- 


general relief. So will more liberal old age pensions and disability in- 


surance, when the oldsters and the not-so-fit face the prospect of losing- - 


their, present jobs. If, when’ the war ends, these fears actually mate- 
rialize, the demand that the government do something will be irresist- 
_ ible. And, despite all the present fears and suspicions of Washington 


and the bureaucrats, should a really serious situation develop, it isa . ` 


safe prediction that it will be the national government that everybody 
will look to to do something. Unless action is timely, however, that . 
something will be the same sort of an emergency relief program as we : ` 
resorted to in the great depression, rather than an orderly, planned. 
social security system such as is proposed i in the N.R-P.B. report and 
the Wagner bill. 

The end:of the war may still be a year or two off, but it is a cer- ` 


tainty. It is not too early to consider what provisions for social security - ’ 


we will need and should have after the war. It is fortunate that we 
now have a detailed report and a comprehensive-bill which furnish an 


excellent basis for a thoroughgoing discussion of the several aspects of >> 


this problem. The proposals made do not have universal approval even 
' among the specialists in this field and the author disagrees with quite ` 

a few of them. The administrative group in Washington which is prin- 

cipally responsible for these proposals, however, is to be commended 
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for coming forward with those concrete programs. It is to. be hoped. 
that the critics will do likewise. Now is the time for a discussion of our - 
post-war social security needs, first of all among the specialists in the 
field, but also on part of the people who are eto be benefited and Doe 
who pay the costs. - A 
Beyond that there is need for careful cost estimates and a real con- 
sideration of the financial side of the problem. It is desirable also that 
` Congress þe brought into the picture at an early date. If we cannot 
_ have a social security study commission of the type so valuable in Eng- - 
. land, it may be possible to get Congress to set up a special joint com- 
mittee or post-war social security, whose members would be selected 
from the Congressional committees concerned with social security legis- . 
lation. Less desirable, but still valuable, would be hearings on the 
Wagner bill by a subcommittee in one house or the other. If nothing 
else is done, the time is surely opportune for a revival of the Social . 
- Security Advisory Council by the Social Security Board, in conjunction 
with the Congressional committees. 


SOCIALIST PLANNING AND INTERNATIONAL 
ECONOMIC RELATIONS 


By Bert F. Hoserrrz* 


Numerous books and articles have been written on the principles of 
internal economic planning and. the measures to be taken to regulate 
the economic activities of a country under a general plan of produc- 
tion and distribution along’socialist lines. But in most of these discus- 
sions the problem of international trade relationships between socialist — 
states and the analysis of the consequences of international exchange 
of goods and services and the movement of capital in a world com- 
posed of socialist planned economies has been neglected. Yet in view 
of the fact that socialism is essentially international in character, an 
analysis of these relationships is clearly necessary. 

The early socialist writers said little about this problem. This was due 
partly to their concept of a world revolution which would establish 
socialism all over the world, thus ruling out international exchange in 
the narrow sense, and partly due to the dislike of socialist writers of 

_ presenting a detailed analysis of economic relationships which would 
exist after the victory of socialism. Marx had outlined the general law 
of historical development from capitalism to socialism, but since it was 
impossible to say exactly at which stage of capitalistic development 
the. actual transition to socialism would come, the specific pattern. of 
economic relationships under socialism was unpredictable and depended 
on the particular historical conditions of this development. The early 
socialist writers gave therefore only the barest outline of economic 
relationships under socialism and expressed the belief that the diffi- 
culties, maladjustments, and frictions of the capitalist mode of produc- 
tion and distribution would be solved if the system of production 
for profit were replaced by a system of production for use.* 

* Mr. Hoselitz is research assistant for the Social Science Research Committee at the 


University of Chicago and at the same time part-time research assistant at the Institute 
of International Studies at Yale University. 

1A statement by Karl Kautsky may serve as an example: “In a socialist oeiy it is 
not profit but the wants of the members of society which constitute the incentive to 
produce. Kind and size of production are determined by wants, and production increases 
only in the degree as the wants of the members of society increase... . There does not 
exist any more the division of labor between industrial and agrarian countries. The antag- 
onism between export industries here and infant industries there, just as that between 
domestic and foreign agriculture, which produce violent opposition today, cease to exist.” 
Handelspolitik und Sozialdemokratie (Berlin, 1911), pp. 94-95, Similar ideas were ex- 
pressed by Nikolai Bukharin, Imperialism and World Economy (London, 1929), p. 167. 
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With the establishment of a communist government in Russia and 


the practical: setting up of production plans, it became evident that 
a closer and more concrete analysis of the problem of foreign trade 
between countries with a planned economy had to be made. There are, 
in principle, three ways to solve the problem. One is to establish a 
supreme World Economic Planning Board which regulates international 
trade and to which the various “national” planning boards are sub- 
ordinated.? The second way is to establish state monopolies of foreign 
trade which are in contact with the national planning boards and carry 
through bargains with foreign countries. These state monopolies would 
be similar in function to the present foreign trade monopoly in the 
Soviet Union. The third way is to leave the individual units of produc- 
tion free to buy abroad or at home and to interfere only if the plan 
seems to be in danger of being upset by the behavior of these units of 
production. In the first case the allotment of international capital 
investment would be made through the supreme World Planning Board; 
in the second and third cases specific arrangements would have to be 
made under which international long-term capital movements would 
occur. 


II 


Most writers who have expressed opinions on the regulation of trade 
between planned economies have applied either the first or the second 
principle. They have been tempted to set up a collectivist world econ- 
omy since the advantages of such a scheme are seemingly so obvious 
and hardly require specific proof. Two rather comprehensive examples 


of such an international planning board are given by Mr. Lawley and . 


' Dr. Wibaut.’ These plans are similar in their main outlines. Both 
authors claim that the World Plan as opposed to the existing capitalist 
anarchy is the panacea for world economic organization. 

The task of the World Planning Authority, or, as Dr. Wibaut calls 
it, the World Economic Council, would be to lay down the main lines 
of economic development in accordance with consumers’ needs and 
efficient production. This World Planning Board would have supreme 
authority to arrange international exchanges of commodities and’ to 
allocate investments. It would collaborate with subsidiary national 
planning boards and with such international organizations as the 
Intérnational Labor Office, the Bank for International Settlements, and 

the economic and financial sections of the’ League of Nations. It would 

2 The term “national” should not be taken too literally for it does not necessarily apply 
to the national states which existed before 1938, but comprises also federations of such 
states as they may arise in the future. 


*F, E. Lawley, The Growth of Collective Economy, 2 vols. (London, 1938), and F. M. 
Wibaut, A World Production Order (London, 1935). 
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gather statistical data and codrdinate economic and scientific research. 
Its task would be the all-round improvement of the standard of living, 

the furtherance of social progress and the general welfare of mankind. 

Its ultimate aim would be the equalization of differences in the stand-. 
ard of living between the various parts of the world and the establish- 

ment of an expanding economic order free from cyclical fluctuations, 

unemployment and want. 

The system would have an international character; no major changes 
are proposed in the political administration of the world and the only 
postulate made is that the existing national governments shift part, 
of their sovereignty in economic matters to an international body.* The 
main stress is laid on the centralized World Planning Board which 
would become the chief factor in determining production and distribu- 
tion of commodities and investment of capital all over the world. A 
very similar pattern has been attributed to socialists in general by 
Professor Robbins.’ 

Professor Robbins’ raises essentially two objections against the feasi- 
bility of such a project. The first is of a theoretical nature, and is di- 
rected against the practicability of planning along socialist lines in 
general, whether national or international. This argument has been - 
successfully refuted by Professor Lange-who shows that an efficient. `. 
functioning of a system of planned economy is feasible, and that - 
economic decisions would be reached by the individuals by a method l 
of trial and error analogous to the present capitalistic market economy." _ 

The second objection deals with the specifically international as- 
pects of the plan. It is primarily based on the differences in the distri- . 
bution of population and wealth over the world. The population, it is ~ 
claimed, is not distributed in such a way as to equalize the marginal ` 
product of the same kind of labor in different parts of the world; the 
result is that an attempt to equalize wages. suddenly all over the world 
would severely impair the standard of living in the more progressive 
countries and would certainly lead to strong popular resentment - 
` therein, and a breakup of the world plan could only be prevented, 
through an adoption of strong dictatorial measures. A similar objection 
is based on the differences in the distribution of wealth and the capacity 


“Cf. Lawley, op. cit., vol. 2, pp. 402 f., Wibaut, op. cit., passim. Similar ideas were 


expressed by. the General Council of the International Federation of Trade Unions at its. . 


Berne meeting in 1932 (see the International Trade Union Movement, vol. xii, no. 5, May, 

1932, p. 86); and by Dr. L. Lorwin at the World Social Economic Congress at Amsterdam 

in 1931. (See L. Lorwin, The Problem. of Economic Planning [Amsterdam, 1931], pp. 

24-26.) Cf. also H. G. Wells, The New World Order (London, 1940), pp. 119 ff. 

_ * Lionel Robbins, Economic Planning and International Order (London, 1937), pp. 187- 
220. 


° Oscar Lange, On the Economic Theory of Socialism (Minneapolis, 1938), pp. 72-98. - 
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to save in different parts of the world. Brotessot Robbins nee that the ` 
same difficulties as already stated will arise if a central planning board 
disposes of capital saved in the more progressive countries. without 
regard to the region where it is saved." 

The arguments of Professor Robbins remind one of a-quixotic fight ` 
against wind-mills which his own ‘imagination has transformed into 
' giants. A phase with complete equalization of wages and complete 
`- equalization of the marginal productivity of labor.and capital all over 
the world is indeed the final aim of socialists—and also of liberals. 
. But socialists clearly recognize that the transition from the present 
phase of inequality of productive equipment and population to a phase 
of greater, and finally complete, equality is a matter of step-for-step 


© evolution. This is not the place to describe the actual proposals made: 


“by socialists; it must suffice here merely to point out that they unmis- 
takeably recognize the utopian character of the type of proposals 
‘made by Mr. Lawley and Dr. Wibaut and propose different 1 measures 
to deal with this problem.’ 
. The essence of the objections of Professor Robbins oisi in, the 
belief that world planning on the scale and of the type proposed by 
Mr. Lawley or Dr. Wibaut would lead to totalitarian measures and 
could not proceed. under a genuinely democratic form of government. 
The same doubts are expressed by Dr. Landauer who criticizes Mr. 
Lawley’s proposal for its unrealistic attitude on the one hand, and 
on the other, because “such an international government would be 
sheer absolutism, because nations with entirely different political insti- | 
tutions and philosophies cannot effectively control a common gov- 
ernment. ”® Tt should be noted that the principal valid objections against 
the system of a world plan, centrally administered by a supra-national 
planning ‘board, are essentially not of a theoretical nature, but are - 
directed rather. against the immediate possibility of putting the plan ~ 
into effect and on the doubts that democracy could be preserved under . 
such a plan. ; , 
a a a ~~ 
A second group of proposals centers around the setting up of ational 
` foreign trade monopolies which are in contact with the national plan- l 

TIt is interesting to note in this connection that in their criticism of capitalist im- 
perialism some socialists used precisely such an argument. They criticized imperialism on 


the ground that it involves the export of capital which otherwise would have remained at 
home and would have contributed toward raising the domestic standard of living. 

"Cf. H, D. Dickinson, Economics of Socialism (Oxford, 1939), pp. 149 and 181-88, and 
Paul .M. Sweezy, The Theory of Capitalist Development (New York, 1942), pp. 287-94. ° 
Special reference should be made to Mr. Dickinson’s proposal of a “cordon sanitaire.” 

* Carl Landauer, “Literature on Economic Planning,” Social Research, Vol. 7 (1940), 
pp. 505-06. . 
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ning authorities and which arrange international exchanges of com- 
modities and the transfer of capital. The outstanding proponent of . 
this idea is Mr. Cole.*° He would have one centralized body handle all 
the foreign trade of a country. This body would determine the kind 
and quantity of commodities to be imported and exported by a com- 
parison of their cost of production abroad and at home and by the 
capacity of a country to pay for its imports currently by exports. Mr. 
Cole’s:scheme calls for a complicated schedule estimating domestic 
demand and the capacity of foreign markets to absorb exports, sub- 
sidies for exports if necessary, measures against foreign dumped com- 
modities, etc. 

In his description of the actual process of exchange, Mr. Cole di- ` 
vides commodities into three groups. Group 1 consists of raw materials 
and such foodstuffs as lend themselves easily to quantitative measure- 
ment and standardization. Group 2 consists of the more diversified 
types of consumers’ and capital goods which cannot be subjected to a 
classification into standardized types, such as ships or special machines. 
Group 3 consists of intermediate commodities which are produced 
under large-scale conditions but are widely diversified in quality and 
style, such as textiles and many other consumers’ bulk lines. Mr. Cole 
proposes that the Central Planning Board of each country shall plan 
the production of these commodities with a view to domestic require- 
ments and foreign trade, the actual exchange to take place through 
international bargains between countries. This will be relatively simple 
in the case of commodities of Group 1, but vastly more complicated in 
the case of commodities of Groups 2 and 3. 

Apart from this difficulty the problem of prices and conditions of 
payment will have to be met. The prices of bulk products of Group 1 
will involve little difficulty because they are the basic prices, generally 
fixed by the Central Planning Board. In the case of commodities falling 
in the other two groups the problem of pricing will be more difficult. — 
The country exporting bulk products will generally “know in advance 
how much of the currency of the purchasing country its exports will 
command ..., but it will not be possible to have similar foreknowledge 
of the exact quantity of Group 2 goods that this supply of currency 
can be used to acquire.” Hence Mr. Cole suggests that a system of run- 
ning commercial credits for each country should be worked out. 

There are several reasons why the system proposed by Mr. Cole 
would prove to be impracticable, and, far from reducing the difficulties 
of international trade between capitalist countries, would rather have 


*G. D. H. Cole, “Planning International Trade,” Foreign Affairs, Vol. 12 (1933-34), 
pp. 231-43, and Economic Planning (New York, 1935), pp. 212-25. Also G. R. Mitchison, 
The First Workers’ Government (London 1934), pp. 297-307. 
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the ‘tendency to Tireni Mon In ihe first place his scheme would 
further bilateralism in international trade with all the evil consequences 
of reduction of trade involved in bilateralism. But even if it could be 
argued that, through some scheme of intérnational clearing funds, 
multilateral trade relations could be established, the system would in- 
volve serious dangers of discrimination. Such a danger would present 
itself if two monopolies meet, as must be the case under Mr. Cole’s 
plan. Even if both sides tried to be “fair” and not to exact undue 
advantage it would be impossible to- determine what the correct price 
ratio should be between the commodities exchanged, particularly since 
the prices of many commodities entering into trade would be arbi- 
trarily fixed.* o 

A further complication would be introduced by the administration of 
running credits for specialized commodities. The planning activities of 
the country importing such commodities could be easily upset, or at 
least severely impaired, by the fact that the prices of these commodities 
would be unknown and could only be determined in the future. If 
such commodities make up only a small part of a country’s imports the 
danger might be small; if, on the other hand, a country is a heavy 
importer of specialized machinery, ships or other specialized goods, 
the plan might be greatly impaired.” 


IV 


Since ‘neither a centralized World Planning Board nor national 
foreign trade monopolies which carry through all international trade 
have been found satisfactory, we will turn now to the third possible 
scheme, that of direct purchases and sales between plants and indus- 
tries in different national economies.* Before we go into a detailed 
analysis a few preliminary remarks are in order. In the first place, let 
us assume that the danger or expectation of war in the near future is ` 


™ Even if it be granted that an arrangement satisfactory to the two contracting countries 
can be found, this does not exclude the problem of a country discriminating in its simul- 
taneous bulk bargains with several other countries. This would result in preferential treat- 
ment of certain countries and the effect of such discrimination would be, at worst, eco- 
` nomic warfare, and, at best, an uneconomical allocation of the world’s resources. 

7 Ideas on lines similar to those of Mr. Cole have been developed by Karl W. Kapp, 
Planwirtschaft und Aussenhandel (Geneva, 1936), pp. 49-55. Since Dr. Kapp is mainly 
concerned with the trade relations of.one socialist state surrounded by capitalist countries 
without or only with partial planning, his theories are not analyzed here. 

P The terms “plants and industries” are used here to denote the productive units of an 
economy, and are equivalent to what is commonly understood under the term “firms.” It 
should be noted that, socialist planning does not involve a wholesale socialization of all 
means of production by the central government. There will be ample opportunity for 
municipal or codperative enterprise and there may even remain a sector of private prop- | 
erty of some capital goods. Cf. Karl Kautsky, The Social Revolution (Chicago, 1913), pp. 
126-27, and Otto bai Der Weg sum Sozialismus (Vienna, 1921), p. 12. 
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absent. The results reached below would also hold in principle if this 
assumption were not made, but’ various complications would arise 
which are better eliminated at this stage. Secondly,-let us assume that - 
exchange rates are not subject to violent, sudden fluctuations and that 
no country will use appreciation or depreciation of its currency as an 
instrument of foreign trade policy. Thirdly, let us assume that there 
exists full employment in all countries with a socialist planned economy. 
This last postulate is implicit in the assumption of a socialist planned 
economy. The purpose of socialist planning is to eliminate waste re- 
sulting from cyclical fluctuations in business activity and uneconomical 
allocation of resources. Full employment of all productive resources is 
thus the central pivot of socialist planning. 

With these assumptions in mind let us apply the principles outlined 
by Mr. A. P. Lerner in a recent article.* For the regulation of inter- 
national economic relations Mr. Lerner sets up two rules, one of which 
deals with trade and the other with long-term investment. 

1. The first rule is that there shall be “no discrimination between do- 
mestic production and importing goods or between domestic consump- 
tion and exporting goods.” In other words, there shall be no barriers of 
any kind against the free flow of commodities in all directions. How ` 
would such a rule work between socialist planned economies and what 
influence would it have on national production plans and the work of 
the various planning boards? It should be noted that the function of 
every national planning board consists in fixing prices of all factors of 
production except labor. These prices are fixed for accounting pur- 
poses, #.e., they serve as indices of alternatives available and it is the 
function of the national planning board to see that on the basis of 
these given indices of alternatives production is carried on. The prices 
of consumers’ goods and of labor are determined on a market (in the 
traditional sense) and the prices of all other factors of production are 
fixed, but the parametric function of prices is retained.** 

The prices of foreign Commodities, whether capital goods or con- 
sumers’ goods, will then perform a similar function as those fixed by 
the planning board. It makes no difference to the manager of a plant 
in what way the prices of the factors he uses are determined. In order 
to maximize output, where price is equal to marginal cost and in order 
to equalize the marginal product of every factor he will prefer to use 
those factors which he can have relatively more cheaply. If domestic 
prices are low enough, he will buy domestic commodities; if foreign 
commodities are cheaper, he will seek imports. 


™ Abba P. Lerner, “Economic Liberalism in the Post-War World,” in Seymour E. Harris, 
ed., Post-war Economic Problems (New York, 1943), pp. 127-39. 


= Cf. Lange, of. dt, pp. 72-83. 
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If the planning boards faithfully adhere to the rule of non-discrimi- 
nation they will be unable to alter the direction of trade except by 
technical progress or new: discoveries. Let us assume that one planning 
board would arbitrarily fix the domestic price of some raw material, 
which ordinarily is imported, low enough so that imports would cease. 
Domestic plants would demand the raw material from domestic pro- 

‘ducers, and there would even be foreign plants which would want to 

- buy the raw material in question at its new low. price. In the absence 
of important technical improvements which would cheapen the pro- 
duction of the raw material the domestic plants producing it would 
suffer losses and it would be economical to close them down. In an 
economy with full employment there would be, however, little incentive 
to foster uneconomical domestic industries if the same commodities can 
be had at a lower price abroad. 

The principle of non-discrimination is so conspicuous that it has 
been postulated by some of the ablest writers on socialist economics.”* 
The reasoning is based on the simple fact that a country can improve 
its terms of trade by unilateral discrimination, but that trade restric- 

tions on all sides leave in doubt whether any country gains as compared 

with free trade, and all countries together lose. There are some instances 
in which it might be claimed that complete non-discrimination would 
be disadvantageous. Mr. Dickinson, for instance, argues that protec- 
tion in a socialist commonwealth would be justified against dumping 
and short-term fluctuations and in order to encourage ‘infant indus- 
tries.” To this might be added regulations against excessive depletion 
of scarce mineral or other resources, though it would be difficult to find 
many concrete examples of this. 

As concerns protection against dumping or cyclical fluctuations, one 
need have few misgivings if the world is organized in countries with 
an.economy geared to full employment and planned production. It may 
be, of course, that a number of countries will not introduce a planned 

. economy, and that, vested interests in these countries might find it 
advantageous for their own selfish ends to desist from achieving full 
employment. These countries would hardly practice non-discrimination 
and it could be argued that the rest of the world might take retaliatory 
measures against them. 

A more important, and more serious problem is the protection of 
infant industries. There are many countries in the world today where 


y 


the introduction of certain industries would be advantageous in the . 


"Cf, R. L. Hall, The Economic System in a Socialist State (London, 1937), p. 224, 
H. D. Dickinson, op. cit., pp. 176-77, and A. P. Lerner, op. cit, p. 136. 


"H. D. Dickinson, of. cit., p. 177. Similar opinions are expressed by Mr, Cole, Economic 
Planning, pp. 263 f. - 
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long run and would prove to be in agreement with the principle of 
comparative cost, że. where these industries, after having become 
strong enough, could produce at a cost not exceeding the level of the 
world market. It has been argued that these industries need protec- 
tion in the infant stage, and this case has been cited frequently both 
by non-socialists and socialists, as an instance in which protection is 
beneficial. The need for protection of infant industries would, how- 
ever, be greatly reduced under socialist planning. If a country wants 
to introduce a new industry it can increase enormously the speed of 
investment in this industry, as compared with the speed of investment 
which would take place under unplanned conditions.’® The period dur- 
ing which the industry remains in the infant stage could thus be con- 
siderably shortened. 

Furthermore it is clear that infant industry protection involves losses 
for the economy as a whole, and that the argument in favor of infant 
industry protection is precisely that the efficiency of the growing in- 
dustry in the future will more than make up for the temporary losses. 
In a planned economy these losses could be taken up by the planning 
board. The new industries would have to sell at world prices from the 
beginning and if this resulted in temporary losses they would have to 
be reimbursed from a central fund. The speed with which operation 
free from losses.could be reached may be used-as a measure and justi- 
fication of the establishment of these infant industries. If after a con- 
siderable time of operation and sizeable investments they still show 
losses, this could be taken as a proof that it would be more advan- 
tageous to divert productive resources to other industries. Such a sys- 
tem would further have the advantage of preventing countries from 
fostering infant industries regardless of the expectations of success. 
The experience of many of the smaller European countries in the period 
between the two world wars shows clearly what excessive cost, is in- 
volved in the attempt to create industries even though their operation 
is decidedly uneconomical from a long-run point of view. 

Thus it has been shown that by their investment activities the na- 
tional planning boards will have a certain amount of influence on the 
direction of trade. Every board will be able to stimulate certain indus- . 
tries which for various reasons might be considered advantageous for 


*¥For socialist arguments in favor of infant industry protection, cf. Friedrich Engels, 
“Schutzzoll und Freihandel,” Die Neue Zeit, 6. Jahrgang (1888), pp. 289-98, and Otto 
Bauer, “Die Arbeiterklasse und die Schutzzdlle,” Die Neue Zeit, 23. Jahrgang, 1. Band 
(1904-05), pp. 536-40. f 

2 Two outstanding examples of the truth of this statement are the rapid growth of the 
iron and steel industry in the USSR during the first and second Five Year Plan and the 
still more rapid expansion of the shipbuilding industry in the United States since the out- 
break of the present war. 
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the respective country. New investment will have to be decided upon 
with a view to domestic production and full employment at home and 
the requirements of foreign trade. Of great value in this connection are 
Mr. Cole’s remarks on-the technical problems of planning concerning 
size and kind of imports and exports.” If, after a period, an equilibrium 
in the flow of trade is established, the manipulation of exchange rates 
will become very easy, and a far-reaching stability of exchange rates 
can be achieved. Since arbitrary appreciation or depreciation of national 
currencies is clearly a measure of discrimination, only those adjust- 
ments in the foreign value of national currencies would take place 
which are caused by the requirements of foreign trade and in- 
ternational capital movements." There is furthermore no reason why 
some such plan as the International Clearing Union, proposed by Lord 
Keynes, should not be adpoted. 
` 2. The problem of trade and exchange rates necessarily involves iie i 
` problem of long-term capital movements and, combined with it, of 
international investment. No essentially new proposals need be made 
here, for it is generally recognized that international investment must 
be carried on by some supra-national organization divorced from the 
. particular interests of the individual countries.” Mr. Lerner’s proposal 
.that the various countries come to an agreement “to direct a certain 
amount of investment toward increasing the capital wealth and the 
income of the poorer countries” seems quite adequate. Whether the 
principle of half and half, or some other proportion, is adopted is of 
minor significance. It should be noted that the various national plan- 
` ning boards will be able to set the rate of capital accumulation arbi- 
‘trarily, though it may be assumed that each planning board will aim 
at accumulating enough to make the marginal net productivity of cap- 
ital zero.* Whether this end can be attained in the poorer countries is’ 
questionable, but the larger a share of foreign capital flows into these 
countries, the nearer they will approximate this end. The planning 
boards of the richer countries will then have to take due notice of these 


2G. D. H. Cole, Economic Planning, pp. 201-25 and pp. 263 f. 


"Tt will be of little importance whether the currencies are bound to some metallic 
standard or not, the mechanism will remain the same in either case. 


™The necessity of regulating internationally the movements of long-term capital is 
generally recognized by almost all writers on this topic. Cf. J. E. Meade, The Economic 
Basis of a Durable Peace (New York, 1940), pp. 109-13; Eugene Staley, World Economy’ 
in Transition (New York, 1939), pp. 277-79; P. E. Corbett, Post-War Worlds (New 
York, 1942), pp. 133-34, and R. B. Bryce, “International Aspects of an Investment Pro- 
gram,” in Seymour E. Harris, ed, Post-War Economic Problems (New York, 1943), pp. 
366-71. 

» A, P. Lerner, op. cit., pp. 137-38. 


“ Cf. Oscar Lange, op. dt., p. 85. 
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l iveste abroad ‘in their savings. decistons. Whether, in comformity 


with Mr. Lerner, the international investments in the poorer countries 


should be made in a gratuitous form, need not be argued here. : 

It may now be asked why such a simple scheme has found no earlier ` 
and more enthusiastic support than the few incidental remarks quoted 
above and why socialists who have written on the problem of inter- - 
national trade involving socialist states have generally demanded the 
elaboration of complicated plans of bulk exchanges, government trade 
monopolies and central, often autocratic, administration. The answer ` 
seems to be twofold. 

_ In the first place, one may point to an institutional ftat the exist- 
ence of a foreign trade monopoly in the USSR, the only country which ` ` 
has so far consciously attempted to put into practice a general plan of. 
production. The foreign trade monopoly in the USSR was founded in 
1918. Originally it was created out of necessity as an instrument, in _ 
dealing with a hostile world, with the internal breakdown of produc- 
tion and the hyper-inflation. of the Russian currency.” Later, especially 
after the introduction of the New Economic Policy, there arose the 
‘demand for free trade in Bolshevik circles, one of the prime advocatés 
of free trade being Nikolai Bukharin. Krassin and his monopoly pre- ` 
vailed, however, mainly because of the fear that free trade between a 
socialist country which was primarily an exporter of raw materials and 
a capitalistic world which was still largely influenced by groups hostile ` 
to the USSR would seriously endanger the economic and political con- ` 
solidation of the USSR.” With the further development .of Soviet 7 
economy under the five-year plans the foreign trade monopoly became 
institutionalized and thus an appendage of the economic and political - 
system of the USSR. It should not be overlooked, however, that it was. 


"A: statement by Leonid Krassin, the first Peoplė’s Commissar for Foreign Trade, ex- 
presses this clearly: “One must remember that Russia resumed her foreign trade at a 
time when her currency was by no means stabilized, and when the rouble was falling 
rapidly. Under these circumstances, no customs tariffs or rates would have been able to 
catch up the Soviet currency in its constant and prodigious depreciation, and no customs 
guards or officials could have possibly prevented the swamping-of our country with cheap’ 
foreign goods that would have infallibly killed our own industry, which was too weak 


at that time to resist such a flood. It was only due to the monopoly of foreign trade that. ` 


our textile, metallurgical, sugar, hide, and a number of other industries had the chance 
of a steady transition from the stage of working at a loss to work on a sound financial 
basis.” Lubov Krassin, Leonid Krassin, His Life and Work (London, 1929), p. 163. Cf. 
‘also the translation of the leading article of Economic Life of Nov. 5, 1920, written by 
A. Prasolov, quoted in U. S. Congress, House of Representatives, Hearings before the 
Committee on Foreign Affairs, Conditions in Russia, 66th Cong., 3rd sess., H.R, 635 

(Washington, 1921), pp. 175-76. 
- "Cf, Lubov Krasin, op. cit., pp. 164-68. See also “The Growth Decline of the Foreign 
Trade of the USSR,” in Quarterly B Bulletin of Soviet-Russian Economics, No. 3 (Jan, 1940), 
pp. 66- 67. 
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originally nies an “emergency measure mee was in no way an essential 
-instrument of socialist planning in general. ri 


. The second reason for the failure to’ outline an efficiently working 


- system of foreign trade is to be found in ‘the failure of many writers 
. to perceive clearly the function of a pricing system in a socialist state. 


‘As long as:factor prices were not regarded as objective elements of costs 


‘but as, “fiat costs” which are purely arbitrary, it is obvious that no 


reliance.could be placed on the prices of foreign commodities having 
an objective influence.” If it be argued that the national planning 
boards fix their costs arbitrarily and do not allow them to become 


- „criteria of choices of alternatives, it is clear that they must do the _. 
_ Same whether the factors of production are produced domestically 
- or imported. Decisions as to kind and: quantity of imports in sucha ` 


case cannot be. determined by decisions of the managers of plants and 
industries in the planned economy, but. must be made by the national , 
planning boards using approximate guesses as to demand and supply 


‘conditions at home and abroad: The inevitable result of this is the’ 
‘organization of- foreign trade on the basis ot bilateral bargains and 
‘bulk exchanges. 


If, however, this He feature of pricing óf factors of produc: 
tion is abandoned and the parametric function of prices in all fields is 
established, the prices of foreign commodities play the same rôle as 
those of domestic commodities and attain the function of serving as — 


indices of choices on which alternatives are offered. In such a case it = 
‘would be ‘superfluous to maintain a foreign trade monopoly. If it is, 


nevertheless maintained, as is proposed for instance by Mr.. Dickinson, 
its function would be that of a convenient intermediary which takes its 
orders from domestic plants and industries rather than ` that gf an 


' independent, policy-forming organ.”* ) 


It may be added that state interference with foreign trade in the - 


2 form of tariffs and other artificial barriers has met with fewer objec- 
_ tions than internal trade regulations. Many advocates of domestic plan- 


ning oppose this type of protectionism, though their. proposals fre- 
quently contain protectionist elements. Their objections are based, on 
the argument that these measures are only partial and are frequently 


"G. D. H. Cole, Economic Planning, pp. 184-85. The point that the prices in a socialist 


mae planned ‘economy are meaningless is precisely the main argument against the’ possibility 


of socialist planning in general. Cf, Ludwig von Mises, Socialism (New York, 1932), pp.. 
137-42, 

"H, D, Dickinson, op. cdt., pp. 177- 78, The opinion. expressed above is not shared by 
Mr. Dickinson who, would give larger powers to the foreign trade monopoly. He is ob-. 
viously perplexed by the charge that this might lead to “bilateral monopoly.” But there ` 
is little consolation in stating, as he does, that this would present no deterioration com- 
pared with the situation under capitalism with marketing. boards, quotas, and clearing ` 
agreements. 
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contradictory. They contend that the logical consequence of national 
planning is an equivalent all-embracing regulatory interference with 
laissez-faire in international economic relations. 

It has been shown that this view is not correct. The classical econo- 
mists worked out an economic model based on atomistic conditions of 
supply and demand which resulted in the most efficient means of-pro- 
duction and distribution through equalization of the marginal produc- 
tivity of each factor in the several industries and through equalization 
of the market price of a commodity with its marginal cost of produc- 
tion. In the international field they arrived with the same logic at the 
pattern of free trade on the basis of the principle of comparative costs. 
Granted the assumption of the classical economists of an atomistic 
market and full employment (the latter assumed implicitly), their con- 
clusions are accurate. Economic planning has the virtue of abolishing 
the maladjustments which come from the fact that in practical ex- 
perience the assumptions of the classical economists do not hold, that 
we have monopolies and business cycles with unemployment, tariffs, 
exchange control, and quotas. 

The task of the national planning boards will be to create conditions 
under which again the most economic, that is, the most. efficient allo- 
cation of resources with reference to the existing demand will take 
place. All serious writers on socialist planning insist upon this.” The 
equivalent measure to be taken in the field of international trade is non- 
discrimination which will secure the most economic allocation of re- 
sources and the most efficient division of labor internationally in accord- 
ance with the principle of comparative costs.” Thus, non-discrimina~ 
tion becomes the proper and effective supplement of a policy of national 
planning along socialist lines. 

» Cf, R. L. Hall, op. cit:, pp. 116 f., Oscar Lange, op. cit., pp. 90 f., and H. D. Dickin 
son, Op. cit., pp. 98 f. : 

> This opinion is expressed in excellent fashion by Dr. Landauer when he says: “The 
wholesome consequences which the classical economists expected from the unrestricted 
operation of business enterprise depend on certain basic presuppositions. The unreality of 
these assumptions when applied to the domestic scene does not necessarily imply a like 
unreality in the case of international exchange relations. It may quite logically be argued 


that the need for regulation is absent in international relations but essential for the 
domestic economy.” ‘Carl Landauer, op. ct., pp. 504-05. 
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“SOME ASPECTS OF VALUE AND CAPITAL 
IN A WAR ECONOMY 


By Ernst W. SwAnson* 


I 


In a nation at war prices, with some exceptions, may be expected to 
behave pretty much as in the years before the war, or they-may be 
expected to become sensitive to the point of being explosive. We may, 
of course, quite readily say that what really happens depends upon the 
controls fostered by governmental authorities. But we also may readily 
ask, “By what process does the economy finally take either of the 
directions?” Or, “What are the actions of various individuals that lead . 
to the actual course of events?” The solution is not easily given; limit- 
ing factors upon price developments must either be or not be present. 
We believe it worth the while to attempt te discover their nature. We 
may learn what is fundamental to the establishing of a stable economy 
under conditions of heavy war outlays and, equally. significant, what 


. makes the price system sensitive when at other times many prices are 


more than apparently endowed with extreme inertias. 

The purpose of this paper, therefore, is to develop those aspects of 
value theory that have particular application to wartime price forma- 
tion, and not to add to the principles of price administration, a subject: 
subordinate to the main thesis. We hope to reconstruct the theory 
of value to fit a situation in which there is an extensive governmental 
budget deficit. The framework of the theory of uncertainty and ex- 
pectations laid by Professors Knight, Myrdal, Hicks and others’ sets 
the stage. 
~ I 


Under normal. conditions of peacetime, when national income tends 
much more than in wartime to approximate the total cost of production 


* An associate professor of business.administration and economics at the State College 
of Washington, Mr. Swanson is on leave of absence while serving as Principal Fiscal Analyst 
in the Bureau of the Budget. The views he expresses are his personal opinions and do not 
necessarily reflect.those of the Bureau of the Budget. 

*See F. H. Knight, Risk, Uncertainty, and Profit (Boston. Houghton Mifflin, 1921); 
Gunnar Myrdal, Prisbildningsproblemet och Fordnderligheten; J. R. Hicks, Value and 
Capital (Oxford, Clarendon, 1939); Erik Lindahl, Pénningpolitikens Md} och Medel; and 
A. G. Hart, Anticipations, Uncertainty, and Dynamic Planning (Chicago, Univ. of Chicago 
Press, 1940). 
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of consumers’ durable and nondurable goods, prices for the majority. ` 
of goods produced approach as a-limit the cost of production at the 
margin. More explicitly, the action taken by producers in deciding 
upon the quantity which they will produce and, hence, the quantity . 
which may be forthcoming in the market, is determined by what the 
producers expect to be the point of intersection between the mayginal 
revenue and the marginal cost curves during the given period of time > 
for which they lay their plans. 


Production plans and expectations 


The length of the period for which producers will plan their produc- 
tion is mainly fixed, apart from the shape of their demand curves, by 
what they anticipate will be the duration of the present level of wages 
and the interest rate. The constancy of the level determines what their 
output and demand for agents of production will be. Even though they 
may anticipate change in the ratio of labor to capital, given a fair de- 
gree of determinateness of one important price, it is possible for pro- 
ducers to estimate their expected marginal costs and marginal revenues 
relative to that price. For most producers a conventionalized wage - 
pattern is the element essential to their plans, since it is their major 
cost item.” As long as the producers’ expectations about wages as a 
price are independent of the prices shaped in the market, technical 
improvements aside, their production plans will continue about the 
same. 

Hicks’s concept of the elasticity of price expectations is particularly. 
applicable to this and to similar evaluations by individuals of the future 
behavior of prices. He defines, “The elasticity of a particular person’s 
expectations of the price of commodity X as the ratio of the propor- ` 
tional rise in expected future prices of X to the proportional rise in its 
current prices.” By this definition, therefore, if there is an elasticity 
of wages expectations of zero, production plans are unchanged. For the 
entire economy stability of general equilibrium will last as long as elas- 
ticities of price expectations are zero.‘ 

The application of expectations to the theory of price formation 
paves the way to a better interpretation of economic action. Given 
certain data, the. values of which are stated as probabilities," individ- 


* Keynes develops a comparable concept of stability. 

2J. R. Hicks, of. cit, p. 205. l 

* Ibid., especially chapter XX. 

*To amplify upon this point, permit me to quote from an earlier article (“An Hiatus 
in the Risk Theories of Knight and Myrdal,” Proceedings of the Nineteenth Annual Con- 
ee of the Pacific Coast Economic Association, December, 1940): “The form of 
scientific experiment involving the establishment of approximations to reality . . . calls 
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uals respond quite differently as to what they expect under different 
courses of action. Not only may individuals evaluate probabilities of 
the data differently but actions taken under similar conditions may be 
different. Dependent upon these interpretations of data, expectations 
diversely affect the price formation process. Thus, given a period of 
stability, expectations viewed in the light of experience remain what 
Hicks has expressed as inelastic; should there be a change in the mar- 
‘ket price for a good or an agent of production, the evaluating individual 
does not necessarily respond to the market price per se; he relates his 
“scale of preferences” to what he finds has held in the past. As long 
- as past conditions are expected to govern price behavior, price varia- 
tions or change tend to be limited.® It finally should be noted that not 
all individuals show the same sensitivity to changes in the data and in 
price. 

The limited range of price variations of a normal market means that 
prices in such a market are governed by the long-term price-making 
forces and that inelastic expectations prevail. As Ohlin’ has emphasized, 

‘this kind of price variability depends upon how strongly and univer- 
sally the concept of normal is accepted. 


Stability of the price system — 


The stable price system for one thing reflects certainty of the as- 
sumptions; that is, it is widely estimated that the probability of the 
occurrence of an event basic to the price analysis approaches either 1 
or 0. In this system, too, viewing it as a whole, the demand and supply 
functions are all homogeneous. In the analysis of general equilibrium, 
the quantity of a good or service bought or sold is a function of several. 
or more prices (that is, there is interdependence) ; if all the prices upon 
which the purchase or sale of a given good depends change in the same 
proportion, the quantity of that good demanded or supplied stays the 
same and the function is homogeneous.’ As long, therefore, as all de- 
mand or supply functions remain homogeneous, a general price increase 
may occur without any destabilizing change in the quantities of goods 
or services bought and sold, and equilibrium would obtain. But should 
one individual, whether a consumer or producer, reconstruct his plan 


for a different kind of ‘givenness’ than the usual ‘type case’ method of economic analysis. 
We must broaden our assumptions so that ‘givenness’ is stated with allowance for vari- 
ability in the data,” 

* That is, the dispersion of expectations about their arithmetic mean is small. 

Y Bertil Ohlin, “Till frågan om penningteoriens uppläggning,” Ekonomisk Tidskrift, Vol. 
35 (1933), pp. 53 ff. 

* Cf. R. D. G. Allen, Mathematical Analysis for Economists (London, Macmillan, 1938), ` 
pp. 314-315, ane R. Hicks, op. cit., pp. 252-55, 315-17. 
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of action because of a different interpretation of the probabilities of - 
the events: governing his action and, hence, derive price expectations 
which. are elastic, then the equilibrium is broken. A return to equilib- 
rium now becomes dependent upon how his demand curves shape them- 
selves and also upon the inertias and frictions in the price structure. 
It would appear, therefore, that when the elasticity of the price ex- 
pectations generally is 1 or is approaching 1, the system is, as Hicks 
terms it, and as Wicksell first described it, in “neutral equilibrium”; 
that is, “it can be in equilibrium at any level of money prices.” Once 
price expectations are greater than 1, the system is no longer neutral 
with respect to money; the price formation process may become con- 
ditioned by the extent of shifting from money to commodities and/or 
securities. i 
There is still another element of price formation which is closely 
related to this behavior. In the enterprise economy, speculation, for 
. many commodities and securities fairly well organized, can be a power- 
ful stabilizing force. The function of speculation is to establish a high 
degree of liquidity of those commodities and securities. Time and spa- 
tial price differentiations would exist were it not for the general knowl- 
edge about commodities and securities accumulated by and traded upon 
by professional traders. On the basis of their knowledge they attempt 
to equate the short-run prices to the equilibrium prices they expect to 
obtain. They thus operate to reduce the spread between current and 
expected prices and maintain a relatively stable price which comes to 
move within fairly well defined limits; for example, common shares 
may indefinitely fluctuate about a price-earnings ratio of around 15. 
When, however, the data on which speculators base their analysis of 
future prices do not yield a reliable inference, the reactions of the 
speculators to changes may move in such a direction as to be price 
destabilizing. This turn of events is highly possible in wartime, espe- 
cially when coupled with uncertainty about long-run price behavior. 
It then happens that speculators tend to act so that their buying or 
selling is aligned with that of the non-trading groups, and their actions 
do not offset those taken by the buyers and sellers outside of the mar- 
kets. The shift to commodities and securities instead is greatly am- 
plified and organized speculation is routed. ~ 


III 


The action of an individual, under war conditions, tends to be con- 
ditioned largely by his expectations. The derivation of probabilities for 
different courses of action evolve into varying beliefs about price bė- 
havior; the final plan will be made according to the most likely course 
of prices; if, in light of the data, the most probable price situation 
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points.to rising prices, the individual comes to expect elastic prices and 
the current price behavior conditions the behavior of future prices. 
Then, the general supply and demand functions become non-homogene- 
ous and a rise in prices no longer brings about a relative change in the 
quantities bought and sold. 

By now, it should be evident that the concept of price elasticity is 
an analytical device, rather than the actual definition of a course of 
action of the individual. He attempts to evaluate the possible plans in-- 
` ferable upon the data, the values of which in reality can only be 
stated as approximate probabilities. His final choice depends upon his 
- interpretation of the elasticity of price expectations. In order that we 
may gain some understanding of this choice we shall here attempt to 
relate certain courses of action to interpretations based on hypothetical 
situations; for that matter, the analysis of hypothetical situations is 
about the only method that the individual can pursue. 

The rather extensive creation of bank deposits for the purpose of 
financing governmental bond sales, it has been held, is the causal ele- 
ment in the present incipient inflation. Actually, however, the quantity 
of money is not a direct price-determining factor.° In order to ex- 
amine price behavior and, indirectly, the place of money in wartime 
price formation we examine two type cases of wartime price control. 


Price formation for consumers’ goods assuming rigid price control 


First, we posit that there is a high degree of price control through 
selective price methods, supported by adequate policing so that there 
are no vestiges of black market trading; that wage control only allows 
incentive payments, upgrading for stated job classifications, a longer 


`- working week, and “corrections of inequalities”; that rationing has 


been extended to a majority of essential cost-of-living commodities on 
the basis of a point system which adjusts to the relative price conditions 
for commodities so effected. However, we assume that taxation is rela- 
tively lagging so that available incomes are increasing at a greater rate 
than the supply of consumers’ goods. 

As the conversion and the adaptation of the economy to war pro- 
gresses and the dilution of labor is increasingly effective, there devel- 
ops: an inflationary “gap” which may grow greater dependent upon 
individuals’ propensities to consume. For the while we may believe that ‘ 
propensities to consume evidence a laggard reaction to advances in 
income on the assumption that there is no important change in the dis- 
> tribution of income. No general cost-of-living adjustments are allowed; 
and income adjustments may be presumed to be associated with added 


? For example, compare Knut Wicksell (Geldzins und Güterpreise) with J. M. Keynes 
(General Theory of Employment, Interest, and Money), 
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output. The resulting i increases in nations income may be arge but will 
be fairly evenly distributed. 


Under these circumstances the elasticity of price expectations tends - 


toward zero, ż.e., future prices are expected to follow current prices, 
and the demand functions continue to be related proportionately to 
price; because of the income effects, individuals continue to believe in- 
the stability of the price structure, and there need be no great pressure 
on the controlled price structure. The lag in the propensities to consume 
may continue indefinitely. While the lag persists and wages continue to 
form a consistent and relatively stable pattern against which relative 
values of things may be determined, prices for rationed goods will 
move within a narrow range. 

There is, however, no reason for believing that, even with fairly 
. powerful controls, marginal propensities to consume will remain con- 
stant. As long as there are uncontrolled commodities and claims upon 
income streams, there will be shifts in demands and variations in in- 
come elasticities for various items. At first; the relative change in pro- 
pensities to consume may be less than that of income but, as realization . 
of the meaning of the increased incomes grows, the proportional changes 
in the propensities to consume will tend to approximate the change in 
income; the income elasticities for some goods will rise. Even though 
a number of goods are rationed, income escapes into expenditures upon 
recreation, travel, entertainment, education, books, and the like. Prices 
will advance in these price areas and the hot hand of inflation is laid ` 
upon the price system. It is doubtful, however, that price advances for 
nonessential or luxury items will affect much the price expectations else- 
where. As a rule, individuals are perhaps better adjusted to price vari- 
ability for luxuries and price ranges for luxuries can be very much 
larger than for essentials. Moreover, theré.is no reason for thinking 
that, at least for the while, income elasticity for luxuries will bécome 
infinitely great and a large portion of “excess income” be expended in 
that sphere. Hence, if rationing generally provides a sufficient minimum 
standard of living and. wage increases are within the narrow range set 
by increasing skills, the inflationary process will continue to lie dormant. ° 

However, there is one element which eventually may upset price - 
expectations. As the economy enters the period of “full” employment 
of all resources and there is little addition to the output of essential. 
consumption goods, while durable consumption goods production is 
negligible, decreasing returns will begin to appear in consumption goods 
industries; at first, the effects upon costs are not extensive, but sooner 
or later many industries feel the pressure. It now becomes necessary 
to raise price ceilings of affected commodities. 

At first, the cost advances will- probably be quite limited so that the. . 


r 
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TONN offsetting p price increases may not be high enough to change 
- much, if any, price expectations for essential goods. Conceivably, cost 
advances could be so gradual that price increases would not disturb 
price expectations and, in effect, might even be deflationary. Of course, . 
the assumptions necessary to ‘this conclusion are that controls are 
effectively administered and that the income drawn off by taxes is 
sufficient to prevent any important shifts in propensities to consume. 

If, however, taxes are inadequate for that purpose, the chances are 
that eventually cost increases will call for such higher prices as to lead 
to a general distrust of the price structure. 


Price formation under assumptions of less rigid control 


Our assumptions have been that rationing and price control are 
effectively administered and policed and, especially, that wage advances 
are limited to upgrading, adjustments of certain inequalities, and in- 
centive payments. The greater portion of these wage increases are in 
conjunction with rising productivity and, in so far as there is a greater 
output of consumption goods, the increases do not add to the inflation- 
ary pressure or advance the per unit cost. To be more realistic, how- 
ever, we must posit a wage policy which allows so strong a competition 
between employers for labor that wages are forced beyond what specific 
labor productivity would warrant; after all, production is largely for 
governmental agencies financed on a deficit basis. We also retain the 
assumption that rationing and price control for essential commodities 
are fairly effectively administered but, more realistically, we assume 
that policing of markets is not as effective. 

At the first of the period, we assume that the elasticity of price 
expectations generally is less than 1; there are also no significant 
changes in the income elasticities of the majority of goods. As wages 
advance, we may expect a lag in the propensities to consume behind 
income. Gradually, there is a shift to the right of demand curves for 
the controlled and uncontrolled goods. Prices of the latter will probably 
be forced upward considerably more than they were in the previous 
case; under the assumptions prices of controlled goods and services, 
at frst, will not be affected. With increased and redistributed incomes 
- becoming the rule rather than the exception, the lag of the propensities 
to consume for many goods behind income will decrease. But rationing 
will exert retarding pressure on the demand for essential commodities 
so that their income elasticities (governed by the point system) will 
tend to be shaped as before. 

Now, with the increasing prices of uncontrolled commodities and 
services and changing labor and materials conditions, costs of several 

consumption goods begin to advance. Presumably there will be accom- 


` 
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panying demands for price advances from the producers. It is under 
these circumstances that we may expect the marginal propensities to 
consume to become a truly dynamic element. The behavior of buyers 
and sellers of commodities and other assets. results in different price 
and income effects which tend to make the system stable or unstable. 


The criteria of price stability 


We have said that, if the system is to remain stable, the price ex- 
pectations must be inelastic. We may now add to this criterion, an- 
other. If price expectations are not inelastic, the system can remain 
stable only in so far as changed speculative holdings of commodities and 
securities will offset the demand or supply changes. Speculation in 
commodities and securities may operate to stabilize prices through 
changes in income. 

Kaldor has shown*® that the long-term interest rate is remarkably 
insensitive to changes in supply and demand of bonds and that this 
stability is not due to liquidity preference (Keynes’s variety). Because 
of low carrying costs and the low risk premium necessary to the hold- 
ing of bonds, if bond prices should decline, bond buyers will quite 
readily step in to take advantage of the momentary divergencies of the 
current prices from the expected prices; while a price advance will 
equally readily be checked by sales. Under these operations the long- 
term rate must be governed by price expectations and the elasticity of 
price expectations tends to approach zero. 

For a large number of goods and securities the same kind of forward- 
buying as for bonds is possible and, hence, speculation may reduce 
their price variations. If, in general, analyses of future prices indicate 
no change, speculative buying and selling would adjust the current to, 
the expected price, so that the expected would differ from the current 
price only by the amount of the interest and storage and deterioration 
costs. If price changes are uncertain so that elasticities of expectation 
are greater than 1, the difference between the expected and the current 
prices would become larger by a risk premium;* but the more specula- 
tors are willing to hold securities or commodities, as the case may be. 
relative to changes in their prices, the more we may expect the current 
to equal the expected price and normal conditions to obtain. 

‘Speculators usually are most willing to buy and sell bonds, shares, 
and standard commodities such as metals, grains, and.semi-perishable 


*N. Kaldor, “Speculation and Economic Stability,” Rev. of Econ. Stud., Vol. vil 
(1939-1940), p. 7. 
™The amount of the risk premium is determined by the standard deviation of. the 


dispersions of expectations about their mean and the amount of futures buying. Kaldor, 
Rev, of Econ, Stud., Vol. VU; p. 7. 
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commodities in the order stated; semi-perishables thus are quite well 
down the scale of speculative preference. The greater the willingness to 
hold or to release commodities or securities relative to price changes 
up or down, the smaller the degree to which the change in the supply 
and demand factors can affect prices and the less will high elasticities 
of pricé expectations influence price formation. Thus, if the demand 
for commodity X advances, ‘and if speculators are willing to absorb’ 
cash by releasing necessary-amounts of commodity X, or if the general 
system of equations of related prices thus adjusts to offset the in- 
creased demand, price tends to be stabilized. To the extent that an 
adjustment to satisfy the price system comes through the speculative 
‘function, the greater may be the chances of price stability. 

The corrective that brings price stability is the change in incomes.” 
When speculative holdings readily increase with price changes, an in- - 
-crease in general demand for a good will decrease incomes, and prices 
tend to be stable because speculators absorb surplus quantities of goods 
other than X. Thus the stability of price depends in reality upon: the 
economic actions taken by various individuals. 

Let us reconsider on these grounds the effect of i increasing demands 
under wartime conditions of rising incomes. 

Should demand for commodity X (and, as does Kaldor, we desig- 
’ nate securities as commodities since they are claims against future 
commodities) shift to the right, assuming the nonspeculative supply 
curve relatively constant, we may expect a price increase for X. Even 
if speculators in X are willing to relinquish their holdings of X, the’ 
effect will most probably be price destabilizing; because of the rising 
incomes, spending on other commodities will probably not be con- - 
tracted and incomes will decline not very much or not at all. If there 
are no speculative holdings of X or if speculators are unwilling to 
release their holdings because they themselves expect further price 
advances, the destabilizing effects are even more pronounced. If there 
are several commodities for which there may be speculative holdings 
of varying degrees of reaction to price changes, since the speculative 
influence is then greatly dispersed, the price situation for these com- 
modities may become quite unstable. Price expectations will most 
probably advance against the reduced speculative holding, and the in- 
creased demands will generate additional increases. in money ano, 
dependent upon income elasticities for various goods. 

We must distinguish, moreover, between organized speculative and 
accumulative speculative forces. When there is cumulative speculation, 


be Kaldor, Rev. of Econ. Stud., Vol. VII, pp. 18 and 19. 
3 Kaldor, Rev. of Econ. Stud., Vol. VIL, p. 20. 
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the price stabilizing influence will be quite ineffective. The organized 
speculative forces are determined by traders who seek to follow the 
dictates of their interpretation of the market data. Speculation when 
governed by this experienced group can be a powerful stabilizing force.“ 
` However, trading in commodities—as in securities—may develop for 
the purpose of hoarding against uncertainty engendered either by a 
lack of data or by the inability of individuals to evaluate with relia- 
bility what data are available. When these conditions appear outsiders 
may step into the general market operations in large numbers and. 
cumulative speculation develops so that the opinions of professional 
traders no longer prevail. Even though there may be speculative hold- 
ings of many commodities by professional traders generally an increase 
in demand for certain goods does not reduce income effectively else- 
where. 

Thus the presence, for example, of uncontrolled food prices will, 
under elastic price expectations, tend to bring about cumulative specu- 
lative holding of basic food materials and so engender a sufficient dis- 
belief in a constant range of price variations of the controlled prices _ 
that the price system becomes explosive. This situation is akin to more 
recent developments in which food prices have moved entirely out of 
an accepted range of variability. The effect has had double repercus- 
sions, a strong price destabilizing influence has appeared along with 
substantial increases in commodity holdings, so that supply inelasticity 
has become almost perfect for many commodities having the capacity 

‘of speculative holding. Of especial significance is the fact that the de-’ 
stabilizing influence is felt not only through income but also through 
price increases for a number of important commodities. The price 

. system, we may say, has become sensitive upward. 

‘Not all excess incomes, however, will at first flow into commodities. 

_ Many individuals, who are more sanguine about price advances than 
others or who, because of human “inertias,” are slow in reacting to 
rising incomes, do not reconstitute at once their budgets; their - 

price expectations remain negative. These individuals will increase idle 
balances. Under normal conditions we might expect an increase in 
holdings of goods or securities to be offset elsewhere and equilibrium 
would be maintained. But the’ general accumulation of idle balances 

(or the purchase of bonds) cannot continue indefinitely, unless ade- 

quate controls over incomes (costs) are secured. Speculative holdings 
of goods or equity securities will have only an increasingly greater 
destabilizing influence which results in Prier income increases and 

changes. 3 7 


* Compare Keynes’s contrary view as expresi ti his General Theory, etc. 
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Liquidity premium and preservation of purchasing power 

What is really significant in this stage of price change, as incomes 
expand, is that many goods (and assets) will tend to acquire a value 
for holding purposes and less for current use. For many individuals, 
the desire for speculative holding becomes greater because now a 
liquidity premium™ attaches to these goods. Instead of a value derived 
largely by virtue of á good being readily convertible into cash or by 
virtue of a yield relative to the safety of holding, its value now derives 
from the capacity of the good to maintain purchasing power. Thus 
capital goods, which usually derive their money price from a capitali- 
zation of their net product, may now tend to acquire their value from 
a process of comparison of their respective liquidity premiums (re- 
defined). Business assets or those commodities which, by virtue of their 
capacity to maintain purchasing power, have the highest elasticity of 
price expectations will tend to vary more in price than others; under 
those developments cost factors will have little, if any, influence upon 
price. And those individuals who demand this liquidity preference are 
squeezing money out of the system of equations.** 

This change in the system may, however, take place at the same 
_ time there is an increase in the quantity of money; money is still needed 
to make numerous transactions; other individuals, for the time, are 
building money hoards, for their expectations for the time remain in- 
elastic. But money prices tend more and more to become indeterminate. 
Eventually, as some individuals experience income advances and as 
others are forced to pay out more for wages, the general belief in price 
inelasticity declines and the shift to speculative holding increases. The 
resulting declines in hoards and balances will, however, tend partly to 
be offset by governmental payments for war goods and services at rising 
costs to the procuring agency. 


The formation of wartime share prices 


The price formation for corporate shares, being easy to trace, serves 
as one example of the possible course of prices for a number of goods 
held for their liquidity premiums (redefined). Shares usually have a 
high elasticity of speculative holdings; that is, differences. between 
expected and current prices may have a high relative influence on the 
quantity of shares held or released. Rising excess incomes (excess in the 
“gap” sense), coupled with elastic expectations of profits, make share 
prices correlate fairly closely with fluctuations in present earnings. 
But, to follow Knight and Kaldor, the uncertainty about the future 

18 Liquidity premium as here used has an additional meaning to that implied in Keynes’s 
concept. 

z Cf. J. R. Hicks, of. cit., pp. 252-53. 
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: profits of many firms is probably the highest of all business uncertain- 
ties. Because of inadequate data about corporation taxation, war con- 
tracts, and contract renegotiation, it is virtually impossible to derive 
any probabilities about expectations, so that any quantitative measure- 
ment of future profits is foregone by speculators (in other words, the 
probability coefficient by which profits for future periods is weighted 
is indeterminate and speculators cannot arrive at any dispersion of 
expectations of profits). Hence share traders will attach the greatest 
weight to short-period expectations about capital values and are in- 
clined to forget completely about the capitalization base and expected 
profits; trading in “paper” develops. (Compare, e.g., the 1920’s stock 
market boom.) In periods of inflation the liquidity premium tends to 
increase not with the profit expectations but with the advance in the 
capital values—and a steeplechase between expectations and values 
may result. 

Traders “feel” that there is no longer a normal price situation; the 
capitalization base is changed again and again and speculative holding 
only leads to highly variable values; and the short-run factors take first 
place in the thinking of the traders and others who forget the usual 
price relationships. Cumulative speculation in shares develops. 


The formation of wartime land prices 


As a tule, there is relatively little concerted speculation in land and 
real estate. To no small degree, this uniqueness of trading is accounted 
for by the lack of standardization of the good. 

But in wartime, land price expectations may become exceedingly 
elastic even if thé willingness to hold land values speculatively never 
gets as great as for shares. Assume that the expectations of farm prices 
is so elastic that new price levels develop. On the basis of the capitaliza- 
tion principle we may expect farm land values to rise. Farm land is 
highly durable and, for certain purposes, is fairly rigid as to adaptability 
to other uses than farming and,-therefore, does make possible some 
speculative holding. But, more significantly and fundamentally, farm 
lands may come to have a liquidity premium for those who cannot find 
other means of preserving purchasing power; this situation may be 
even more exaggerated by an incongruous price control structure such 
as one based on price parity, when in a strict sense farm prices are 
uncontrolled. 

If this change in liquidity premium is general (and we may assume 
a high probability of its occurrence), values of farm land will rise even 
without much trading, #.e., “the marking up of asset values on the 


™ Currently, it is evident that the elasticity of shares is becoming high; and there is a 
holding to obtain the higher gains based on increased capital value expectations. 
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books” will take place. It is also conceivable that trading back`and 
forth could drive up prices indefinitely without much or any money 
entering into the transactions. In fact, land value expectations may 
become so elastic as to be an important determinant of demands for 
product price increases. 

As higher elasticities of expectation of prices for farm uaia appear, 
there will be a greater diversion of purchasing power (money) to farm 
lands and extensive trading develops. And even with no organized 
market for speculation in land, price changes may become general. 
Relative to former price levels of land and other asset values, indi- 
viduals will more and more convert money into these assets. Now 
liquidity premiums of land grow greater and, 'since the willingness to 
hold land speculatively is low, the actual course of prices is not de- 
terminate unless some stable value exists against which to measure 
prices. If there ts no such stable value, the relative prices which then 
become the “real” prices are made all the more indeterminate, because 
the changes in liquidity premiums are not themselves predictable. Price 
expectations have finally offset the effects of the limited releasing of 
speculative holdings. 

It is not the increase in the quantity of money that brings the change 
in these values. Even were new farms coming into existence, or were 
` there additions to other-assets, the marginal unit has no bearing on the 
price, when the price expectations create liquidity premiums for existing 
assets. What market organization there is sets into motion a process 
of revaluation of the money-price of the old assets and these tend to 
determine the price for both new and old. And what may develop in 
the case of share and land values may spread to other assets which 
may be speculatively held. 


The disappearance of conventionalized values 


Conventions of normality and stability tend in wartime to become 
inoperative. The very nature of war calls for such a structural displace- 
ment of the old relationships, price and cost, that stable values are 
difficult. to establish. l 

The Keynesian price system is regarded as stable as long as money 
wages are kept constant for, as Hicks has said,** “The more distant 
prices have a zero elasticity of expectations.” But Hicks denies that: 
_ “instability has anything to do with wages.” He believes that “it is a 
property of money and securities, those awkward things which are not 
demanded for their own sake, but as a means to the purchase of com- 
modities at future dates.”™ His argument is thus partly in keeping with 


47. R, Hicks, op. cdt., p. 256. 
3 Ibid., p. 257. 
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ours but only partly so; we believe that sensitivity of prices upward __ 
in the time of heavy deficit spending is expressly related to changes in 
wages. We admit that wageS per se do not possess instability, but once 
general wage changes are initiated instability develops; and when 
unemployment is well absorbed, wages advance. This development is- 
tied up with a disbelief in the value of money. The correlation between 
the two forces, however, is not additive, but multiplicative. (There is 
no reason for thinking that there is only one numéraire in an unstable 
system.) 

Under less changing circumstances it would be-possible for the in- 
vestment structure to carry the economic system upwards to first stages 
of inflation but, finally, this expansion process ends, even sometimes 
with abruptness. And the factors usually applying the braking force 
are the rising costs of labor and a lowered elasticity of profits expecta- 
tions. After overcoming the initial inertia of wages, labor eventually 
succeeds in pushing up wage rates and, since entrepreneurs have tended 
to look upon wages as concepts of normal ranges of price, the break- 
through of the former serves to lower profits expectations. Interest, 
formed by the price of long-term bonds, continues to remain relatively 
stable, because of the high elasticity of holdings and because of central - 
reserve bank open market operations; and as profit expectations be- 
come less certain, investment contracts. l l 

In wartime, however, as long as there is no attempt to establish a 
balanced war economy and no minimum standard guides the produc- 
tion of consumption goods, in spite of all efforts of a price administrator, 
governmental needs force a price competition between war goods and 
consumers’ goods; established relationships are discarded. Moreover, ` 
many government contracts are on a cost-plus basis so that, in com- 
petition for scarce labor, entrepreneurs push up wages without any 
regard for the old concepts stating a normal range of prices. As the 
entrepreneurs therefore come to expect a higher elasticity of wages, 
they no longer cut down on activity, but merely ask for higher prices 
and get them. Labor unions, moreover, have obtained a freer range of 
activity and, in the efforts to increase membership, the unions are | 
necessarily committed to a militant wage policy. And since the services 
of labor cannot be speculatively held, there ts no speculative force to 
continue the stability of wages under changing wage expectations. ` 

Therefore, the trend of money-prices of things for which there can 
be fairly high speculative holdings eventually becomes indeterminate. 
Unexpected changes in liquidity preference come.to bear upon relative 
prices in a way that the.value of holding a good over the value of selling 
may be given considerably greater weight in decisions to sell. The value 
of holding becomes the chief price determinant and the course of infla- 
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tion may be all the more amplified. In fact, all because of the lack of a 
conventionalized value, conditions may be such as to engender an in- 
creased desire to hold assets beyond any theoretical limit. 


The need for a balanced war economy 


_ The preservation of conventionalized values is possible only in a 
balanced war economy. Given the quantity of labor and materials and 
a technology, the authorities must direct all effort to determining the 
optimum output relative to a predesigned pattern of war goods and con- 
sumers’ goods. Production schedules must be developed and “slated” 
and no vested interest allowed to interfere ‘with the goals of optimum 
output. Of course, the flexibility of scheduling must be continued, but 
only deviations from the original plan to correct error or to adjust to 
fundamental change in war plans should be authorized. 

Such a pattern of production will go far to establish labor and ma- 

„terial requirements and the prices to induce a supply relative to these 
requirements. At no time-should it be necessary for the government 
in the purchase of war goods to launch into a competitive price struggle 
for labor and materials. A minimum amount of resources would be 
made available for consumption needs; the remaining resources would 
go into war uses. Wages should be sufficiently flexible to bring about 
shifts into essential occupations, but any undue flexibility need not be 
countenanced. Hence, with wages and the long-term interest rate on 
government bonds relatively stable, steeplechases between price expec- 
tations and liquidity premiums would be minimized. 

Stabilization by means of a cost-of-living index is no stabilization. 
For a brief period there is some belief in a state of conventionalized 
stability. But, eventually, as the income gap makes itself felt, the 
belief in stability is dissolved and assets possessing or acquiring liquid- 
ity premiums are then most wanted. Stabilization by means-of cost-of- 
living indices never places limitations upon expansion of the economic 
system in undesirable directions. Remove the stability of the wage 
structure (by failing to plan for proper ratios between war goods and 
consumers’ goods) or any “index” which has been the conventionalized 
measure of stability, and the course of prices is no longer determinate. 

Those who point to the Swedish experience on stabilization with a 
cost-of-living index in the 1930’s overlook Sweden’s highly conven- 
tionalized wage-bargaining system which has lent stability to wages. 
Thus, its unions have not until recently attempted to force in new wage 
levels, before substandard wages have been corrected. At the present 
time wage policy is partly governed by a cost-of-living index; none the ` 
less, wage advances permitted are percentagewise less than the cost-of- 
living increases; and, moreover, those wage advances are still governed 
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by the doctrine of a national income distribution that is for the welfare 
of all groups and not of labor alone. z 

It becomes most essential for governmental authorities to develop 
a defnite pattern of production and ensuing guides for the pricing 
process. If there are no such guides- no individual will attempt to evalu- 
ate his relationship to the war plan and his price policy only results in 
competition for the greatest share of the national income. Wartime, if 
any time, should provide the most rigid conventions as to price guides 
and especially as to wages, usually the chief cost element of all indus- 
tries. A cost-of-living control hardly provides any such rigidity; in fact, 
it is self-spiraling. The only true rigidity comes from a plan of war 
production; on this front, England’s pattern for war output affords us 
food for thought. 

The balanced war economy should prevent the appearance of liquid- 
ity premiums and of elastic price expectations, and a stability of values 
for corporate shares, land, real estate, storable commodities, and simi- 
lar assets will be the order of the day. If it is not possible politically - 
to establish a balanced war economy, it is then necessary to introduce 
control over trading in such assets, for the inflation of their values will 
only add to the growing pressures upon the price system. 


IDEOLOGY AND THE UNIONS 


By Jack BARBASH* 


There has been a tendency among economists and others who have 
concerned themselves with writing about labor movements to establish 
the ideological factor as the starting point from which their generaliza- 
tions about labor organizations have proceeded. For the most part such 
approaches have stemmed from Robert Hoxie’s pioneer thinking in 
the field. There is no need at this time to discuss these variations on 
the original Hoxie theme, except to say that essentially these variations 
” boil down to a conception of the existence of two kinds of labor organi- 
zations; namely, conservative and progressive. To a lesser extent struc- 
ture has been utilized conceptually as a determining factor in interpret- 
ing union activities. It has been suggested that these classifications of 

-union types stimulate some unique insight into the activities of labor 
organizations and accordingly each type has had imputed to it more 
or less distinctive functional characteristics? 

It is the purpose of this paper to develop in broad terms the thought 
that ideological labels do not fairly epitomize trade union activity 
although they may have some relevance to what may be called the wel- 
fare aspects of union functioning. A corollary purpose of the paper is- 
to outline those elements of trade union behavior that are considered 
to be underlying in any general understanding. If this presentation 

‘constitutes a noticeable departure from prevailing ideas about unions 
it is in the approach to this problem rather than in the development of 
- any startlingly new facts. 
This paper is more the outcome of some direct experience in practical 
affairs of unions than it is of any systematic examination of the pri- 
“mary sources in the field. Indeed many of the intellectual misconcep- 
tions about the manner in which unions function arise from too great 
a reliance on such sources as provisions of union constitutions and 
public speeches of union leaders, and too little on first-hand examination 
of union day-to-day functions. One further preliminary comment should 
be made. The generalizations and discussion are meant to apply to the 


* Mr. Barbash is Principal Labor Economist in the Office of Labor Production of the 
War Production Board. The opinions expressed are his personal views and do not neces- 
sarily reflect those of the War Production Board. 

1A representative statement is to be found in Daugherty, Labor Problems in American 
Industry, (1938), pp. 312-15. 
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contemporary scene and not to the labor movement, say, before World. 
War Tee = Sa 


Š 


l : Definitions 


By trade union activities, I mean the activities which have an imime- 
diate bearing on wages and hours, working conditions, collective agree- 
ments and strikes. The labor movement connotes for me a broader area 
which includes not only trade union activity but includes as well labor 
organization activities in politics, education, welfare, and insurance. 

The terms conservative and progressive, according to current usage, 
indicate the degree of acceptance of, or sympathy with existing eco- 
nomic institutions. Conservative unions are presumed to be in favor 
of preserving and working within the prevailing economic arrangements. 
The conservative union stereotype takes the form of such functional 
and structural trade union characteristics as craft unionism, central- 
ization of authority, high incidence of jurisdictional disputes, employer, 
collaboration as opposed to the frequent use of the strike weapon, an 

- aversion to independent political activity, and a relatively lesser degree 
of control over the employer’s normal prerogatives. The term progres- 
sive is used here admittedly as a catch-all designation to cover the - 
classification of unions and union leaders whose attitudes range from 
New Deal reform to socialist and communist ideology. Progressive ` 
unions, according to the traditional stereotype, are described as fol- 
lows: industrial in structure, relatively greater participation of the 
rank and file in the affairs of the union, absence of jurisdictional dis- 
putes, greater recourse to strikes, utilization of independent political 
activity, and increasing control over the business policies of the indus- 
try. The difference between progressive and conservative trade union 
activity, as usually stated, may be synthesized in the phrase “class 
consciousness versus craft consciousness.” l 

It should be stressed that my disagreement is with the notion that 
a given ideological characterization of a union or a union leader neces- 
sarily implies a more or less fixed pattern of trade union behavior-on 
the part of that union or union leader; or put in another way, I disagree 
with the notion that there exist conservative or progressive stereotypes . 
of trade union behavior. I have no objection to using ideological labels 
to designate adherence to a type of political and economic point of. 
view. 

For purposes of analyzing the validity of TEE designations to 
describe a given pattern of behavior, it may be useful to examine union 
functions under four kinds of relationships: 

1. Internal union government. ` 

2, The relationship to other unions. 
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3. Relationship to employers. 
4, Relationship to government and politics. 


Internal Union Government—Structure 


-In the initial organizing stages, the ideologies of union leaders and 
union organizers will no doubt influence, though not necessarily deter- 
mine, union structure. The influence of ideology on structure is more 
~ marked when the whole issue of structure appears to be in dispute in 

the labor movement and when there are strategic considerations of 

group alignments underlying the issue of structure. At other times, 
considerations of organizing expediency will be uppermost. The crucial 
questions in this respect are: What structural form will give the union 
the most effective bargaining power? What structural form will make 
the task of getting workers to join the union easier and more certain? 

In the latter connection, it is frequently necessary to take into account 

immediate circumstances of race, religion, skill and geography among 

other factors, in setting up the structure of a union. Under the drive 
of these compelling pressures ideology, even if it exercised some initial 
influence, is subordinated or submerged in. the interest of expediency. 

‘For some reason which it is not easy to discern, the element of union 
structure has been given disproportionate emphasis in explaining the 
course of trade union activity. In recent times the tendency to explain 
the C.I.O. and A.F. of L. controversy as fundamentally a conflict of 
ideas about structure is an illustration of the importance which has 
been attached to this element. Actually the issue of structure; that is, 
the alleged conflict of craft and industrial unionism, has been a rational- 

‘ization of disagreements over power, position and influence in the 
American labor movement. In this connection it is possible to see now 
that the ambitions of Mr. John L. Lewis as an individual have had a 
great deal more to do with the beginnings of the C.I.O. than may have 
been at first realized. It is likely that if Mr. Lewis had not been on 
the ‘scene to lend his great personal qualities the C.I.O. might not 
have come into existence. This is not meant to set up Mr. Lewis 
as either a praiseworthy or a malicious character. It does serve the 
purpose, however, of illustrating that personal aspirations of indi- 
vidual union leaders divorced from considerations of ideology may 
account for important changes that initially are ascribed to disagree- 
ment over conflicting ideas of union structures. 

Furthermore, the issue of structure is not as pure as is’ generally 
thought. There are very few, if any, wholesale industrial unions in the 
sense that they cover every worker in any given industry. Similarly 
there are very few, if any, craft unions in the sense that their jurisdic- 
tion is limited to a well defined skill or operation. 

The long history of jurisdictional disputes in the American Federa- 
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tion of Labor and the history of the bargaining unit question in the 
National Labor Relations Board representation cases suggest that’ 
there is no generalized attachment to structure as such, but that- a 
union interest in a specific structural form at any given time is a 
matter of expediency and strategy. In National Labor Relations Board 
unit controversies it is probable that the size of the unit which a given 
labor organization presses for is determined by whether it can win the 
. election. So-called industrial unions have in many instances argued for 
a narrower unit when it was apparent that the granting of a broader 
unit would endanger the outcome of an election. So-called craft unions 
have argued for broader units, it would appear, because it was felt that 
they could be successful in winning an election on that basis. 
Imputing primacy to the issue of structure frequently overlooks the 
fact that a labor organization may be nominally craft but because of 


its activities in consort with other so-called craft unions has the effect, . a 


for bargaining purposes at any rate, of functioning, in reality, as an: 
industrial union. Illustrative of the unity of action which may be 
achieved by the so-called craft unions is the joint action in the printing 
trades through the medium of the union label and in the building trades 
through the building trades councils. 

Generalized arguments about the superiority of one structural form 
in contrast to another make no special contribution. Structure if at all 
a factor is but one among a host of factors which determine the effective- 
ness of union organization in specific situations. 


Internal Union Government—Democracy 


The extent of participation in union affairs by the rank and file of 
membership is another index of the character of trade union activities. — 
There is no discernible relationship between the existence of a more or 
less permanent office-holding group and ideology, to analyze one aspect 
of inner-union democracy. More and more, unions are becoming mass 
organizations with complex functions. These functions demand experi- 
enced specialists. It is possible to list some of the other factors which 
encourage the development of permanent office-holding groups. The 
power and prestige that accrue to union officers tend to make office- 
holding more desirable and return to the job less desirable. Many union 
officers in the course of a long period of office-holding tend sincerely to 
associate the welfare of the organization with their own continuance in 
office. Further, the perquisites of union office tend to establish the 
wherewithal for the perpetuation of special group organization and 
control in the union. In more evangelical stages of union organization, 
attempt is made to limit terms of office but such restrictions are invari- 
ably dropped later. 

Permanent office-holding is not necessarily bad, just as permanent 
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office-holding in a corporation is not necessarily bad. Manifestly, 
‘whether it is good or bad depends ọn whether the office holders are 
competent or incompetent, dishonest or honest, and a series of other - 
considerations none of which is negeri related to systematic phi- 
losophy. 

Further on the problem of the participation of the rank and file, it 
. Should be noted that experienced union leadership has frequently saved 
an organization from the destructive extremism which the rank and file 
would commit it to. It isn’t true that, in the progressive unions as we 
commonly know them, the leadership acts as a drag on what i is sup- 
posed to be the beneficent tendencies of the rank and file. 

Inner-union democracy or the lack of it is not the exclusive pos- 
session of any given ideological type. In the avowedly communist- 
controlled trade union there are charges made frequently. of suppres- 
sion of rank and file participation in union meetings just as there are 
‘charges of such suppression recently aired among the hod carriers. 

Factionalism as another aspect of union democracy frequently does 
have its genesis in ideological differences. As the factional differences 
become deeper and more bitter the tactics utilized will frequently have 
no basis in differences in ideology. In the course of the factional con- 
‘flict, however, the tactics as such are essentially unprincipled not in 
_ the sense that they are necessarily dishonest but in the sense that there 
is no special sanction for such tactics in any ideology. Factional 
conflict is just as likely to occur without motivation in ideological dif- ` 
ferences. The practical workings of such factionalism are not appre- 
‘ciably different from those which.are generated by differences in funda- . 
mental beliefs. 


Relationships. with Other Unions 

The jurisdictional dispute is perhaps the most prominent aspect of 
this relationship. Disputes over jurisdiction exist among unions whether 
they are craft or industrial, whether they are labeled as progressive or 
conservative. In fact, they exist anywhere in which control or special 
interests are threatened. Jurisdictional disputes take place between 
. locals of the same international unions, between international unions 
even if they are nominally industrial unions. The incidence of inter- 
union disputes, however, is probably greater where the jurisdictional 
unit is more narrowly defined. 


Relationships to Employers 
The feature of this relationship which offers the most revealing facts 


is the collective agreement. The collective agreement as a technique 
in employer-employee relations is a widely accepted feature of unions 
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of all. shades of professed ‘ideology. There is no union. ‘of any conse- 
quence which objects to the collective agreement as ‘a matter of prin- © 
ciple. 

_ The student must necessarily concern himself not only with the 
contents of the collective agreement as such but the manner in which 
it is enforced. The collective agreement analyzed in this way becomes 
the focal point through which all. of the stresses and strains of the 
employer-union relationship are displayed. The collective agreement 
is consequently not only a written document, it is also the manner in 
which disputes under it are settled in the shop and factory. Further- 
more, it is the way in which its provisions are administered by the busi- 
ness agents and shop stewards. 

In this sense it is extremely profitable to observe the allocation of 
rights between the employer and the union. For example, the extent . 
to which union tactics as a matter of fact impinge on the employer’s 
freedom to make the ordinary business decisions with regard to prices, 
distribution, output, and manpower utilization, is of crucial importance 
in understanding the functioning of American unions. It is this union 
control more than anything else that is a reflection of the power and 
strength of the-union. The ‘essential ingredient of such control is the — 
union’s ability to dominate the labor market and to prevent the em- 
ployer from making satisfactory alternative choices of labor supply on 
terms more advantageous to him. Occasionally control is also enforced 
through influence over distributive channels or sources of component 
materials. It is not apparent that conservatism or progressivism has 
any vital bearing on this aspect of union functioning. Militant state- 
ments, concepts of worker control of economic policy, it should be 
stressed, are not substitutes for this essential ingredient of organized 
strength. l 


l Relationships to Employers—Strikes and Violence 


By and large, unions of all complexions attempt to avoid strikes. The 
plain fact is that strikes dissipate union energy and resources. Union 
leaders realize that strikes, in order to accrue to the benefit of the 
organization, must be successful. Permanent organizations of trade 
unions are not built on lost strikes or on frequent strikes. Consequently, 
the strike as a living symbol of the conflict between workers and em- 
ployers has ceased to have any significance. 

Nor can violence in strikes be explained in terms of ideology. General 
observation of the course of strikes leads one to believe that violence, 
whether employer or union instigated, is more the outcome of the 
specific social and economic context in the community than it is of 
any acceptance of violence as a preconceived technique in industrial 
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relations; that is to say, union leaders except under the most extraor- 
` dinary circumstances do not think of violence as a systematic plan 
of action. Conversely the belligerent employer, of the kind revealed in 
the proceedings of the LaFollette investigation, tends to be indiscrimi- 
nating with regard to the ideological complexions of the labor organiza- 
tion against which he uses tactics of coercion, espionage, and terrorism. 


Relationship to Government and Politics 


All unions find it necessary to engage in some form of political 
activity. The differences over tactics, in the utilization of government | 
and of political machines for immediate union objectives, are between 
those who do it and don’t rationalize about it or impute long-range 
motives, and those who participate in such relationships but impute 
some philosophical objective. Put more specifically, one group of unions 
‘will maintain political lobbies in the legislative halls or will have inter- 
mittent connections with local and state political machines and will 
regard this procedure as ordinary run-of-the-mill union activity. The 
other group of unions will go through approximately the same routine 
more vigorously, with somewhat more articulate notions of goal and 
objective; all of which will be labeled frequently as independent politi- 
cal action. This latter group will tend to frown, at least openly, upon the 
more pedestrian political alignments. In actual practice where the 
exigencies of a local situation demand it, they will not hesitate to make 
even these types of political alliances. There seems to be no current 
disposition on the part of the progressive unions to utilize independent 
political action to secure national political power. 


Non-Trade Union Activity 


The progressive or conservative label is of much greater significance 
in political activity which is not related too immediately to day-to-day 
union functioning. Conservative unions will tend to limit their support 
consistently to candidates of the two major political parties. The pro- 
gressive unions will support occasionally and even frequently “third” 
parties. 

Workers’ education as a method in developing the social awareness 
of union membership is more frequently carried on by the progressive 
unions than by the conservative unions. The belief that a union member 
must be given more than improved working condition is relatively 
more widespread among progressive unions whose leaders stem from 
progressive and radical backgrounds. Conservative unions tend to be 
indifferent or cynical about encouragement of education within their 
own membership. 

Progressive unions will tend to be more articulate about broad public 
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and humanitarian causes. They will lend their support to-issues involv- 
ing civil liberties, general economic programs, and foreign policy. 


Conclustons 


The use of ideological designations tells us nothing about the way 
in which trade unions function in their day-to-day activities as unions. 
- In more explicit terms, there is no progressive or conservative method 
of conducting a strike or negotiating an agreement; there is no con- 
sistent progressive or conservative pattern of trade union behavior 
which bears any reasonable resemblance to reality. It is submitted that 
trade union functioning can be understood intelligently only in terms `` 
of the kinds of things unions do rather than the kinds of things union 
leaders say or write. The largest part of this paper has been devoted 
to a suggestive outline of the areas of trade union functioning. 

The reader who has been looking for some standard by which he 
may be able to establish norms of union behavior and a single under- 
lying motivation will not have found it in this discussion. The complex 
of forces (economic and technological organization of industry, personal 
aspirations, secular, cyclical, and seasonal business movements) which 
bear upon union behavior occur in such an infinite number of com- 
binations that it is extremely unlikely that any uncompromising gen- 
eralization will hold up. 

I do venture to formulate what may be called “the working objec- 
tive” of contemporary trade union behavior. I see “the working ob- 
jective” of the trade union as moving in the general direction of control 
over increasing segments of the range of economic decisions which are 
construed as affecting the terms of employment of its members. In 
one case these economic decisions will revolve rather immediately about 
the job itself. In other instances it will be the regulation of trade prac- 
tices in a national market. The size of the area over which control is 
sought is not appreciably influenced by preconceived’ considerations 
about long-range objectives, nor are practical union decisions made _ 
in the light of considerations which consistently go beyond the imme- 
diate interests of a specific union. In a vague fashion, it is true that 
ideology may influence the making of a choice among alternative choices 
within the framework of immediate interest. 

Unions do not regard fundamental changes in the capitalistic econ- 
omy as a vital part of their day-to-day activity. There may be intel- 
lectual and sentimental attachments to socialist ideology but such at- 
tachments do not have any important discernible effect on their practi- 
cal policies and activities as trade unions. Nevertheless, it should be 
indicated to the extent that unions press for increasing control they 
are unconsciously a revolutionary force if by revolutionary we imply a 
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conception involving wholesale shifts of economic power from employ- 
ers to groups of workers. There is nothing inevitable or automatic in 
this process of transfer of power. Sporadic retreats and advances by 
both may cancel out concerted movements in any uniform direction. 
‘Ideological attachments have some bearing on the honesty and devo- 
tion with which union leadership approaches its practical problems. 
Leadership which has rationalized unionism as part of a broader pro- 
. gram of social reform has been less prone to engage in dishonest prac- 
tices. Indeed, the genesis of union organization in many industries is 
inextricably intertwined with the goals of social betterment which have 
activated its proponents. Moreover, there can be no denying of the 
fact that union leaders and members because of their acceptance of or 
adherence to an ideology have frequently persisted in the task of organ- 
ization when considerations of individual gain have dictated otherwise. 


COMMUNICATIONS 


- Taussig on “International Allotinent of Important Commodities” 


On October 24, 1918, Dr. F. W. Taussig, who was then chairman of the 
Tariff Commission, addressed a letter to President Wilson enclosing a “Mem- 
orandum on the International Allotment of Important Commodities.” He 
wrote that, while he hesitated to take the initiative in submitting suggestions, 
he was impelled to do so by his “conviction of the desirability of the proposed 
action, and of its importance toward minimizing the tension under which the 
world must be during the period of transition from war to peace.” The 
memorandum, made available by members of the Taussig family, has not 
previously been published. It is so pertinent to present-day discussions that 
a reader who failed to notice the 1918 date might suppose that it had been 
written in 1943, The full text is therefore offered below, followed by excerpts 
from certain other documents which are interesting in the same connection. 


MEMORANDUM ON INTERNATIONAL ALLOTMENT 
OF IMPORTANT COMMODITIES 


1. As soon as steps pointing to an early peace have been taken—in- 
deed in the course even of the tentative steps now being taken—there 
will be trade disturbance and commercial speculation, reflecting the 
changed conditions of demand, of transportation and of price, which . 
peace is expected to bring. There will be speculative advances in many 
commodities, speculative reactions, unsettled and feverish conditions. If 
international as well as domestic competition for the important com- 
modities isleft to take its own course, most undesirable trade conditions 
are likely to come. This applies more particularly to such commodities 
as cotton, wool, copper, tin, rubber, sugar, coffee. 

2. I am convinced that the sound policy to follow is that of a regu- . 
lated distribution, or allotment, of commodities of this kind, by inter- 
national arrangement. There should be a central Board of Control and 
Allotment. At the head of that board should be a person of distinction, — 
and, at the same time, one in whose impartial spirit there is general con- 
fidence. There should be on the board representation of allies, neutrals, 
and the present belligerents. Underneath that board, and acting under 
its supervision, there should be committees for the several articles. The 
make-up of the committees would not be the same for the different ` 
articles; their membership should be arranged with regard to the control 
of the commodities by the different countries. The United States, for 
instance, has a dominant position in cotton, Great Britain.a dominant 


*The memorial article on Professor Taussig by Redvers Opie in the Economic Journal, _ 
Vol. 51 (June-Sept., 1941), p. 262, called attention to the memorandum.and summarized it, 
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position in tin. The committees should be made up of persons conversant 
technically with the several industries; whereas the Board of Control 
should be made up of persons of good general judgment and established 
repute. 

Suċh'an arrangement already exists for tin, and something of the sort 
is accomplished for sugar through the existing Sugar Equalisation Board. 
Something of a similar nature is also in effect for grain, through the 
Grain Corporation and the Wheat Export Company. 

An important principle in the matter of allotment should be that, 
once the Central Powers have acceded to satisfactory conditions of peace, 
they shall be accorded their reasonable share. 

3. It is not necessary at the present stage to establish definitely such 
an organisation as is here tentatively outlined. But it is highly desirable 
that the United States should now state its adhesion to the main princi- 
ples involved—namely, international allotments in place of unbridled 
competition, and inclusion of the present enemy countries in the plan. - 
The Government of the United States should now intimate to its allies 
its expectation of proceeding on some such plan. I am informed that as 
regards one important commodity, copper, a technical representative of 
the War Industries Board is going abroad within a few days, for confer- 
ence regarding the future distribution of that metal. If the administration 
is prepared to adopt the principles here stated, that representative should 
have information and instructions to that effect. 

4, All this concerns only the period of transition. It should be indicated 
that the plan is to be in force for a brief period only—say for a year’s 
season (whatever the season-or period may be) for each of the com- 
modities concerned. 

5. The plan does not necessarily involve price-fixing, but it does look 
to a stabilisation of prices. In the case of some commodities we have 
already settled prices; sugar, for example. In the case of cotton the very 
fact of international allotment would serve to have a stabilising influ- 
ence and thus possibly obviate the need of fixing prices. Conditions are 
different, however, for different commodities. The essential point is the 
establishment now of a general policy of international allotment, on terms 
fair for all the world, allies, neutrals and enemies. 


President Wilson replied to Dr, Taussig that he had “at once arranged, in © 
order that the matter might have the most serious consideration, to have 
Messrs. Hoover, Garfield, McCormick, and Baruch draw up a memorandum 
covering the points” which Taussig had raised.* I have been unable to trace 
any such memorandum, but Mr. Hoover, one of the officials to whom Presi- 
dent Wilson referred Taussig’s suggestion, had already written to the President 
“arguing strongly against the proposal which had come from some quarters 
for international control of world distribution after the war.’ 

A week after the date of Professor Taussig’s letter (October 30, 1918) 
Mr. J. P. Cotton, a Loridon representative of the United States Food Admin- 
istration, telegraphed a summary of discussions which had been held in Lon- 
don by representatives of the various economic agencies of the Allied govern- 


`R. S. Baker, Woodrow Wilson, Life and cee Vol. 8, p. 552. 
* Ibid., p. 510; see also pp. 549-50, 


1943] i COMMUNICATIONS l 879 


ments on the control of food, credit, and raw materials during the reconstruc- 
tion period.t He informed the Food Administrator, Mr. Hoover, that the 
permanent representatives of the Allied Maritime Transport Council and the 
Food Council had agreed on a statement that supply arrangements after an 
armistice should be “through the existing Allied organization of the Food 
Council and programme committees, etc., who would within the limits of the 
authority allowed them determine [needs?], guaranties, sources, terms, and 
conditions ., . , and to make this control effective they consider it essential 
that all German and Austrian merchant vessels should be placed under the 
direction of the Allied Maritime Transport Council.” The telegram continued: 
It would in their view be disastrous if either neutral or enemy countries were able to 
go into the markets and purchase supplies required for the vital needs of the Allies in 
. competition, but without coöperation with the Allies, the result of such action being 
necessarily the entire dislocation of the general economic position now prevailing with 
disastrous results to the civilian population of both Allied and neutral countries. To avoid 
this result it appears essential, first, that the large block of enemy tonnage now idle in 


enemy or neutral ports should be brought into use; and secondly, that it should be used 
under Allied direction and in accordance with a general Allied plan. . ; 


These recommendations had been unanimously adopted. The statement went 
on to say that the same considerations would appear to apply to raw materials 
and other commodities generally, and that persons representing the com- 
modity interests involved appeared to be in full accord. 

In answer to the telegram from Mr. Cotton, Mr. Hoover sent a message on 
November 8, 1918, which read in part as follows: 
This Government will not agree to any programme that even looks like inter-Allied con- 
trol of our economic resources after peace. After peace over one-half of the whole export 
of food supplies of the world will come from the United States and for the buyers of 
these supplies to sit in majority in dictation to us as to prices and distribution is wholly 
inconceivable, The same applies to raw materials. Our only hope of securing justice in 
distribution, proper appreciation abroad of the effort we make to assist foreign nations, 
and proper return for the service that we will perform will revolve around complete 
independence of commitment to joint action on our part.” 


Mr. Hoover in the same telegram suggested a relief commission patterned 
after the Belgian relief organization. Such a European relief commission 
would “above all” prevent “the extension of the functions and life of Inter- 
Allied Food and Maritime Councils either now or after peace.” Secretary of 
State Lansing, in transmitting Hoover’s message, added that the Department 
of State entirely approved the policy thus set forth. Similar views were also 
held by Secretary of the Treasury McAdoo and by Bernard M. Baruch, This 
became the official American attitude and, mainly, although not wholly, be- 
cause of American influence, inter-allied shipping and commodity controls 
were scrapped immediately after the Armistice.® 


‘ Foreign Relations of the U.S., 1918, Suppl. I, Vol. I, pp. 615-16. 
ë Ibid., pp. 616-17. 


° Anyone studying international raw material issues and their handling in the period 
immediately after the First World War should not fail to read the many pertinent and 
illuminating documents in Foreign Relations of the United States, 1918 and 1919, includ- ` 
ing the documents on Food Relief in the recently published (1942) papers of the 1919 
series, Paris Peace Conference, Vol.- IL 
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The same issues which Professor Taussig aled to the attention of Presi- 
dent Wilson a few weeks before the Armistice of 1918 are being discussed 
again in 1943. This time, previous experience is being cited. The view appears 
to have gained wide acceptance that it was a mistake to abolish the wartime 
controls so suddenly after the last war. The result was a scramble for short 
supplies, which brought sharp increases in prices and led to wasteful at- 
‘tempts by producers, handlers, and users to hold large inventories in anticipa- 
tion of further price rises. This, of course, further intensified the general short- 
age. The people in war-stricken areas, who had the direst needs but the least 
ability to compete in a sellers’ market, found it difficult to get the materials 
required to re-start their production, Everywhere complaints were heard of the 
shortage of raw materials. It was one of the principal topics of early post-war 
conferences on international economic questions. The first meeting of the 
International Labour Organization (November, 1919) and the first meeting 
of the International Chamber of Commerce (June, 1920) debated raw mate- 
rial allotment. The Council of the League of Nations at its tenth session 
(October, 1920) set on foot an inquiry into the difficulties experienced by 
many countries in securing the imported materials which they needed. 

Suddenly, however, the boom ended, and the raw material situation re- 
versed itself. Before the expert engaged by the League had finished his report, 
prices had slumped disastrously. As the report put it: 


Accumulated stocks are vainly waiting for orders from purchasers. ... Under the pres- 
sure of holders of stocks, the richer States have gradually come to abandon, or at least to 
limit, the policy of restrictions and of export duties... . The decrease in prices is causing 
. holders of stocks to place them upon the market at a very low price ... while consumers 
are waiting for still more favorable purchasing conditions. ... It is now the nations 
which export raw materials and foodstuffs that feel some anxiety, as they see production 
stagnating and unemployment becoming threatening.” 


_ Professor Taussig’s warning that if, in the post-war transition period, “inter- 
national as well as domestic competition for the important commodities is — 
left to take its own course, most undesirable trade conditions are likely to 
come,” appears to have been justified by events. Of course, one cannot ascribe 
‘the post-war boom and the depression entirely to an overly hasty release of 
raw material controls. But it does seem clear that the almost imthediate drop- 
ping of these controls, before there had been time to make a transition from 
war to peace conditions, did open the way for a sudden rise of important 
commodity prices, followed by an equally sudden fall, and for a generally 
hectic supply situation which worked to the detriment of both producers and 
consumers. 
These events of twenty years ago doubtless are in the minds of those who 
argue today that we must take care not to release controls too suddenly after 
this war. In a statement on February 28, 1943, the American member of the 
Combined Raw Materials Board, Mr. William L. Batt, predicted that the 
raw materials problem, serious as it is during the war, can become even greater 


"League of Nations, Report on the Problem of Raw Materials and Foodstuffs, by Pro- 
fessor Corrado Gini (August, 1921), pp. 17-18. 
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in the post-war period.® Positive action to bring about an orderly utilization 
of world supplies will continue to be necessary: Said Mr. Batt: 


There will be greater confusion of demand when the war is over. 

At the present time, we are confronted with only a limited number of ea ee of raw 
materials and there is limited shipping capacity to carry what is available. When the war 
ends, there will be a scramble by all nations for available supplies in order to restore their 
economies to a peacetime basis as speedily as, possible. 

Experience after the first World War has shown that such a scramble can result in 
` complete demoralization of supply, price, and other factors in a peace-time economy. It is 
impossible to see how such a situation can be met unless through some form of combined 
machinery. Existence of the Combined Raw Materials Board might contribute substantially 
to the solution of this important postwar problem.” ‘ 


It will be noted that continuation of the Combined Raw Materials Board 
and others of the Combined Boards into the transition period at the end of 
the war, while it would be in line with Professor Taussig’s general position in 

_favor of gradual de-control, would differ from his proposal in several im- 
portant respects. The most important relates to the representation on the 
control authority. At present, only the United States and the United King- 
dom are directly represented on the Combined Boards (except that Canada 
has been given a place on the Combined Production and Resources Board). 
Allotment by the Combined Boards, unless their membership should be ex- 
panded, would not meet Taussig’s desire for a broadly international arrange- 
ment. His plan contemplated representation of consuming as well as supply- 
ing countries on the central board of control and allotment which he pro- 
posed. Under this central board he wished to have committees on different 

“commodities, and on these committees representation would vary in accord- 
ance with the commodity positions of the different countries. 


Washington, D.C. EUGENE STALEY 


* The occasion was the release to the press of the “General Report on the Work of the 
Board for the First Year of Operations Ended January 26, 1943.” The Combined Raw 
Materials Board, in the words of this report, “was set up on January 26, 1942, by de- 
cision of the President of the United States and the Prime Minister of Great Britain, ar- 
rived at during the latter’s visit to Washington at that time. The Board consists of two 
members, Mr. W. L. Batt, Vice Chairman of the War Production Board, U.S.A. member; 
and Sir Clive Baillieu, Head of the British Raw Materials Mission in the U.S.A., British 
member, representing the U. K. Minister of Production. It was given under its terms of 
reference a comprehensive responsibility for the planning of the raw materials effort of the 
two countries, and for collaborating with the other United Nations to insure that their 
resources in raw materials were most effectively deployed to assist the common cause. 

“In detail, the Board was directed: 

““(i) To plan the best and speediest development, expansion and use of the raw mate- 
rial resources, under the jurisdiction or control of the two Governments, and 
make the recommendations necessary to execute such plans. Such recommendations 
shall be carried out by all parts of the respective Governments. 

‘(ii) In collaboration with others of the United Nations, to work toward the best 
utilization of their raw material resources, and, in collaboration with the in- 
terested nation or nations, formulate plans and recommendations for the develop- 

_ ment, expansion, purchase or other effective use of their raw materials. ” 

Other combined boards set up in a similar manner are the Combined Shipping Adjustment 

Boards, the Combined Food Board, and the Combined Production and Resources Board. 


* Office of War Information, advance release, War Production Board 2644, Feb. 28, 1943. 
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Durable Consumers’ Goods and the Prevention of Post-War Inflation 
I 


It has now been proved in practice that, during a war, inflation can be pre- 
vented, or its speed reduced to a very slow rise in prices. The three main instru- 
ments of this policy are (1) price control and rationing of scarce articles of 
daily need like food, clothing, gasoline, and (2) controls over production, 
prices and uses of important raw materials and types of productive equipment, 
and wage control. As a fourth line of defense, taxation and savings campaigns 
provide a limitation of spendable income. Finally, the success of these meas- 
ures is facilitated by the fact that some durable consumers’ goods are not in 
the market at all, and others are becoming available only in quantities small 
enough to be easily handled through direct rationing. l 

There is an increasing concern among economists that these policies and fac- 
tors may not continue with the same force or effectiveness in the immediate post- 
war period. After the First World War cońtrols were removed at an early 
stage both in the United Kingdom and in the United States. Consequently, in 
the 12-month period ending in the spring of 1920, the cost of living rose in 
each country at a faster rate than in any period of the same length during 
the war. ; 

If this course is followed again after the present war, the same forces will 
be ready for action on an increased scale in both countries: a huge volume of 
savings kept largely in liquid form, a delayed demand for durable consumers’ 
goods, and an intensified demand for any sort of consumers’ goods fed by a 
widespread desire to have a good time. In the United Kingdom the problem 
will be aggravated by great destruction and depletion of resources. In the 
United States, on the other hand, the political problem of maintaining the 
required controls may prove to be more arduous. 

In both countries a certain period, varying according to the circumstances, 
will elapse before productive capacity and labor in consumers’ goods indus- 
tries will be assembled and geared to the new tasks. More time will be re- 
quired before these goods become available in quantities corresponding to the 
increased demand, If, as many observers anticipate, the United Nations achieve 
victory in Europe one or two years before the final defeat-of Japan, there is 
likely to be a period of partial demobilization, both in Britain and in the 
United States, during which production of consumers’ goods will be some- 
where between its wartime low and a peacetime level. Meanwhile, demand will 
be stimulated by the feeling that, although the war has not yet been won, its 
outcome has already been decided. 

If post-war inflation is to be avoided, it will be necessary to maintain some 
form of control on the relevant transactions and productive processes, until 
the time when a balance of supply and “demand-at-stable-prices” has been 
reached for the national product as a whole and for its main subdivisions. 
Continuation of the control machinery developed during the war will be the 
first condition for such a policy. For non-durable consumers’ goods this action 
would be sufficient to achieve the objective. But both for producers’ goods and 
for durable consumers’ goods, an extension of the scale and direction of present 
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controls would be required. For many of these goods are now being produced 
in very limited quantities, or not at all. Others are only made in types and 
for purposes different from those required in peacetime. 

The durable goods industries are to a large extent the industries now engaged 
in war production. Their cost accounting is therefore already open to in- 
spection by the government, and it should be feasible to extend the “cost plus” 
system of price control to cover the main items in the peacetime production 
of these industries. Such price control can of course be successful only if 
supplemented by an effective limitation of the quantity of demand. 

For the more important producers’ goods the method of such limitation can 
only be some system of allocation or apportioning of the goods to individual 
enterprises. The post-war fate of each enterprise may depend on the time at 
which new equipment is installed, so that a method of distribution which 
will be considered reasonably fair by the greatest possible fraction of the 
population is essential. The problem of distributing producers’ goods will, of 
course, be facilitated if prices and quantities of consumers’ goods, memng 
durables, are effectively controlled. 

To obtain a maximum of “fairness” in the distribution of durable con- 
sumers goods would require a similar procedure. Individual claims for these - 
goods would have to be sifted according to the degree and urgency of the 
need, and would be recognized, as time goes on and production expands, in 
the order of decreasing need. Is such a procedure administratively feasible 
and politically acceptable? Can there be official probing into the relative im- 
portance of the millions of individual needs for homes, cars, refrigerators, and 
radio sets, the satisfaction of which will appear as a luxury to some and as a 

necessity to others? 

Doubts regarding the feasibility of such a course have prompted the author 
to propose in what follows an alternative policy which, at the cost of an 
admitted sacrifice in fairness of distribution, greatly reduces the administra- 
tive difficulties involved—and has other important advantages besides. 

The question of fairness of distribution, however, is a good deal simpler in © 
war conditions when the emphasis is on distribution according to needs. In 
peacetime, the traditional principle of distribution in capitalist society is 
ability to pay. More recently there has been a trend toward greater recognition 
of the principle of need. Corrections have been proposed and applied either 
from the income side or by price differentiation as in the food stamp plan. 

The policy outlined below is likewise based on a mixture of these two 
principles of distribution. Opinions differ as to the relative importance to be 
accorded to one or the other principle. It should be stressed, however, that 
any mode of distribution which is less unfair than an extended and accelerated 
inflation would be a major administrative achievement. 


u 
The plan here proposed for the distribution of durable consumers’ goods 
during the period of their scarcity is believed to be economically sound and 


administratively simple. The author hopes that better minds, besides testing 
that assertion, will inquire into the problem of political feasibility. 
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The plan rests essentially on a distinction between demand arising out of 
recognized need and luxury demand. For the former, wartime standards of 
fair distribution are aimed at; for the latter, the principle of ability to pay 
is adopted. The instrument of this dual policy is a system of price differentia- 
tion which is in a sense the reverse of the food stamp plan of depression years 
(since it is designed to meet just the reverse situation). 

The definition of demand arising from a real need would, of course, be 
given by the administrative practice followed in recognizing such need. 
Obvious cases are returning soldiers who need homes or who require passenger 
cars for business purposes; persons having valid reasons for seeking living 
accommodations in a congested area; doctors and hospitals in need of cars 
or refrigerators. These are primarily cases where the goods technically ‘classed 
as durable consumers’ goods are actually used to perform an essential part 
in a productive process. Further categories of recognized needs could be es- 
tablished with respect to large families, war veterans, sick persons (radio 
sets), etc. 

Persons whose claims to certain goods were thus ‘recognized on the basis of 
need would receive a personal and non-negotiable ration coupon entitling 


them to buy one unit of a certain good. It would be possible where necessary 


to prevent a demand for luxury features in these goods by making the ration 
coupons valid only for the purchase of standard types produced to specifica- 
tions agreed between the industry and the government. 

With the satisfaction of basic needs thus safeguarded, the gradual expan- 
sion of production would leave an increasing fraction of the output of dura- 
ble consumers’ goods available for the satisfaction of “luxury demand.” 
Under the present plan the quantity of this demand would be limited by 
a different method. In a manner described below the government would 
issue successive series of “purchasing certificates,” each certificate author- 
izing the holder to spend a stated amount of money toward the purchase 
of a stated type of good. The prices of the goods sold against surrender of 
these certificates would be controlled in the same way and according to the 
same principles as the prices of goods sold against personal ration coupons. 
It would therefore be possible, on the basis of estimates of the quantities of 
each good becoming available in each period, roughly to equate the amount of 
expenditure authorized for each type of good to the sales value (at the 
controlled prices) of available goods of that type. 

-The proposed method of issuance of the purchasing certificates is public 
sale by the government to the highest bidder in numerous places in the 
country. Once sold the certificates should be freely negotiable. The emer- 
gence of private dealers in these certificates and the quotation of market 


. prices should be encouraged in the interest of effective arbitrage between 


“different localities and points in time. To that end, the facilities of the 
-organized trade in securities could perhaps usefully be employed. In any `` 


case, adequate safeguards would have to be instituted against possible at- 
tempts to corner the supply. 
A person desiring to satisfy a luxury demand for a good under the scheme 
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would have to: pay an “effective price” which is the sum of two amounts. 
To the dealer in the good he would pay the controlled “money price” of the 
good. But before being able to do so he would have to buy “in the market,” 
paying a price determined by the market, a certificate authorizing him to 
spend an amount corresponding to the “money price” of the good. The pay- 
ment made to acquire the certificate, possibly after allowance for a (some-. 
what uncertain and variable) margin for the dealer in certificates, would be 
received by the government. l ro 

Before going into the details of this system, its most important advantages 
may be set forth, In the first place, the marketing of purchasing certificates 
would act as a spending tax finely and automatically adjusted to the intensity 
of each individual’s urge to spend. Excess purchasing power would be drained 
away from where it is potentially most dangerous; that is, from the hands 
of those reckless bidders who desire the goods promptly at any price; who 
would be the prime movers of inflation in the absence of all controls, or the 
mainspring of black market activities under more direct methods of control. 

For this reason alone the scheme here proposed would already be a more 
powerful anti-inflation policy than the direct allocation of all durable con- 
sumers’ goods in short supply. The latter procedure leaves at large an amount 
of “dangerous money” which would now be transferred to the government. 
Indeed, under the present plan the “inflationary gap” would be closed 
automatically as far as goods under the scheme are concerned. 

The second advantage has to do with buyers’ reactions to expected price 
changes. In an inflationary boom such as is likely to develop in the absence of 
all controls, demand is reinforced by the fact of continually increasing prices. 
The policy that combines price control with complete allocation of all dura- 
ble goods in short supply is neutral in this respect. That is, as long as ' 
people expect that policy to be successful, claims are not handed in on the 
(unavowed) motive of an expected rise in prices. The present plan, however, 
would provide a definite incentive to defer intended purchases of durable 
goods. With proper explanation of the plan, it should be possible to convince 
prospective buyers that the long-term trend of purchasing certificate prices is 
in their favor. 

Various soundings of public opinion ates that the danger of a post-war 
depression, although in reality more distant in time, is prominent in peoples’ © 
minds, In the face of the further increase in productive capacity brought 
about through the war.the public would therefore have faith in an official 
guarantee that successive issues of purchasing certificates will gradually in- 
crease in total amount of expenditure authorized. The policy would be to ' 
increase the total nominal amount of issues pari passu with the production 
of goods until the price of certificates had fallen to zero—at which time both . 
price and quantity control could be removed. PA 

The plan thus provides for its own automatic termination at the time 
when the great reserve of spending power accumulated through war savings- 
will have ceased to be a danger to itself and will have become a benefit 
to the economy as a whole as well as to its holders: 
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A few technical problems that would be encountered in the execution of 
a plan as presented above may now be briefly explored. 

1. The first problem is how to fit each issue of certificates for a certain 
type of good to the quantity and variety of that good expected to become 
available. It would be desirable to issue successive series at regular intervals, 
say monthly, but to make certificates in any particular series valid for 
purchases at any time after the stated initial date of validity. The over-all 
downward trend of certificate prices would generally be a sufficient deterrent 
against the hoarding of certificates. The omission of a cancellation date 
for the validity of certificates would therefore prove useful in cases when 
the production of a good in a given month fell short of the level anticipated 
in the amount of purchasing certificates issued. In the opposite case where 
production proved greater than anticipated, sales of certificates could always 
be increased quickly. 

- Purchasing certificates for each initial validity date should be issued in a 
variety of amounts of authorized expenditure, adjusted to the type of good 
in question. Purchase of a good under the scheme would require surrender to 
the seller of purchasing certificates to a nominal amount within five per cent 
(or any other suitable percentage) of the (controlled) money price of the 
good, in order to give a certain latitude for variation in dealers’ margins. The 
government would collect certificates from dealers or manufacturers, who | 
would be subject to accounting control on the quantity as well as on the price 
of their sales. However, the manufacturer could well be left free in the design 
_ of the goods sold against negotiable purchasing certificates; first, because it is 

recognized that the goods would satisfy a luxury demand; secondly, because 
' certificates would be written in terms of money rather than units or quantities, 

For the latter reason, the purchase of a higher priced good of a given type 
would require a greater original outlay to acquire the higher nominal amount 
of purchasing certificates—a circumstance which would have an additional 
deterring effect on the demand for extravagant features. 

Special provisions would have to be made for the sale of homes, if on 
were drawn within the scope of the scheme. Certificates would specify the 
general area in which the home is to be located, and sales would neea to be 
held in that area only. 

2. The next question requiring discussion is whether the trade in certifi- 
cates might give rise to wild speculation. It would seem that speculative rises 
in certificate prices could not be maintained for long when amounts issued 
are increasing and are known to be subject to further increase in the future. 
Moreover, should a speculative boom in certificate prices come about tem- 

“porarily, this would not have nearly the full inflationary consequences of a 
“ comparable boom in stock prices or in the values of land. For there would be - 
no large initial holdings of certificates such as there are holdings of stocks 
or real property. The speculative gains which might again affect demand 
would therefore be limited to those who hold certificates for resale, or are 
induced by the boom to resell rather than use the certificates. At the same 
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time, a temporary speculative rise in the price of certificates would increase 
the amounts of purchasing power withdrawn by.the government through the 
sale of new certificates, and thus counteract the limited inflationary effect 
of the boom in certificates. “Bearish” speculation could of course. arise over 
longer periods if transactions in certificates for future delivery are permitted, 
but the inflationary consequences of such a phenomenon would be limited. 

3. Another problem is created by the existence of second-hand markets in 
many durable consumers’ goods, The introduction of the proposed plan would 
offer a windfall money profit to those already in-possession of the types of 
goods in question and willing to part with-them. It is inevitable that a penalty 
on the prompt acquisition of a good also constitutes a premium upon its 
prompt surrender. (The only way to avoid such windfalls, if that were thought 
desirable, would be the establishment of complete control over transactions 
and prices in the second-hand market.) 

Administrative precautions would have to be taken, however, to ensure that 
those who acquired goods against personal ration coupons on the basis of 
recognized need would not resell at a profit. Strict limitation of the issuance 
of ration coupons to cases of definitely established need would be the first 
safeguard against such an occurrence. For this reason the issuance of non- 
negotiable ration coupons could be liberalized only gradually as certificate 
prices in the open market became lower. Resale of goods acquired because of 
proven need should further be made subject to license, with compulsion upon 
the seller to require a purchasing certificate from the buyer, thereafter to be 
turned in to the government. It would be necessary to have occasional sample 
inspections made to certify the continued possession of goods by those owners . 
who acquired them on the basis of need, a procedure that would be simplified 
if goods obtainable on that basis were standardized in type. Finally, any 
applicant for a ration coupon should prove to the satisfaction of the rationing 
board that he had not recently sold the good he is applying for. — 

Apart from the foregoing case of resale, it would probably not be practical 
to prescribe that in other second-hand deals a purchasing certificate is handed 
to the seller. If second-hand sales were left entirely free, the second-hand . 

‘price would be determined by buyers and sellers in relation to the “effective ~ 
price” of the same good sold new. The second-hand price could thus very 
well exceed the controlled “money price” of the new good, and would also be 
more variable. This circumstance might prove an obstacle to that general 
understanding of the plan which is a condition for its success. As much as 
possible the notion should be sustained that durable goods prices are funda- 
mentally. under control, and that the access to these goods is only temporarily 
‘made difficult by special devices. 

It might therefore be useful to prescribe that dealers should quote “basic 
prices” for second-hand goods which would correspond to the “money prices” - 
of new goods. The purchaser would then be required, besides paying the “basic 
price,” either, as in the case of new goods, to hand to the seller a purchasing 
certificate authorizing the expenditure of the amount of the “basic price,” 

` or, at his option, to make a further payment equal to the market price of such a 
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` certificate. Under this system the “basic price” of a second-hand good would 
without further control have a natural relationship to the controlled “money 
price” of the same type of good sold new.- 

4. The last point concerns the difficulties of distinguishing between cases 
_ of recognized need and cases of luxury demand. In reality there is of course 
quite a scale of intermediate cases, and a certain amount of hardship will be 
- wrought on those who just miss the qualifications for receiving personal ration 
coupons. Two ways of giving relief in such cases present themselves, The first 
possibility is a gradual liberalization of the principles of recognizing personal 
need, at a pace made possible by the decline in purchasing certificate prices. 
In this case persons with intermediate degrees of need would only have to wait 


a little longer in order to be permitted to buy at the controlled prices, The 


second and more refined procedure’ would be the issuance without charge of 
personal and non-negotiable purchasing certificates authorizing expenditure 
of a certain part of the price of the good that is needed to a recognized degree. 
By this and similar devices, greater flexibility can be given to the plan. 
TJALLING KOOPMANS 
Hinson: Va, 


Maintaining Full Employment 


The recognition of the present “inevitability” of depressions in the free 
enterprise system, coupled with the fact that the individual enterprise is the 
unit of productive decision and the focal point for distributive decision, points 
to the conclusion that as an economy we are doing one of two things: (1) 
_ either necessary changes in the environment in which the business enterprise 
operates are being neglected; or (2) necessary changes in the legal framework 
of the business enterprise to adapt it to the existing environment are being 
neglected. 

In the free enterprise economy the automatic interaction of enterprises is 
depended on to bring about adjustment and maintain full activity in the 
` economy. But adjustment is stifled at its source by the legal framework of 
the business enterprise which allows a discard of workers without any regard 
for the ability of the workers to shift their services to other enterprises. In 
order to maintain full activity in the economy, enterprises must be designed 
to recognize the fact that workers are not shifted immediately by the process 
of placing them in the ranks of the unemployed. Ignoring the Jack of ability 
on the part of discharged workers to shift immediately relegates the workers 
to idleness, which in turn forces other enterprises to discard some of their 
workers, and does not contribute to an orderly redistribution of effort. It 
appears, therefore, that the legal framework of the business must be changed 
with particular reference to the ability of the a to discard immediately 
its unwanted workers. 

The following statement of a general proposal is, in my opinion, a proper 
method to employ in adjusting the enterprise to the environment. 


1. The enterprise must be obligated legally to pay for, and to have the 
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right to use, the services of the people it employs until those people move to 
other enterprises. ; 

The burden of the cost of this change in enterprise rights must be borne 
jointly by all elements of society, including government. 

2. The major elements of the machinery needed to carry out the above 
change are as follows: 

a. A law stating the responsibility in the contract of employment. 

b. An insurance fund to which all elements of the society contribute, 
and from which enterprises draw liquid funds when such funds are- 
needed to fulfill the financial responsibility called for by the proposal. 

c. A designation of enterprises that need the insurance benefits, the 
designation to be based on a precise definition of out-of-pocket losses. 

d. A centralized employment service to determine and contribute to the 
shiftability of people that are subject to discard, and to determine 
those individuals that need special training or other special considera- 
tion, 


The procedure of operation of the proposal would be simple. If any enter- 
prise wished to discharge workers it would notify them and register them with 
the nationwide employment service, but the enterprise would continue to pay 
the workers and to have the use of their services.1 The employment service 
would then proceed to submit openings in other enterprises to the workers 
listed with it. Since all workers do not like to move, a certain limit must be 
set on the number of openings that can be refused; if the number is exceeded 
the worker is discharged and is on his own resources. If the government so 
desires, it can set limits on the salary reduction a changing worker can be 
forced to accept, or it can provide training schools or allowances for those 
with obsolete skills. It might even provide moving allowances. 

In the meantime, the business enterprise would be paying for and using 
some employees that it would rather not have. The business enterprise that 
wished to discard some of its workers in order to reduce production might be 
faced with losses during the time that it was prevented from taking such ac- 
tion. Indeed, any enterprise in such a position might find itself in grave diffi- 
culties as one of its main elements of adjustment toward profitableness is no 
longer present. No enterprise could continue under such conditions indefi- 
nitely; and in many cases, where labor is a very large element in cost, the 
enterprise would face an immediate and rapid loss of liquid funds. To meet 
this eventuality, the enterprise would draw liquid funds from the insurance 
fund as soon as out-of-pocket losses occurred.? In other words, as soon as the 
amount of money disbursed in production and distribution exceeds the income 
from sales, the enterprise applies for insurance payments in an amount cor- 


+ There is no intent to apply this restriction to those individuals that the enterprise 
wished to discharge for inefficiency or insubordination. The restriction would apply only 
to those individuals that the enterprise wishes to discharge in the interests of a change or 
contraction in production. 

? Out-of-pocket losses are not to be construed as including interest payments or depre- 
ciation or other expenditures in capital control. 
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responding to the lesser of (1) the total amount of the salaries or wages of 
the workers listed to be discharged, or (2) the total amount of out-of-pocket 
losses. The payments from the fund will enable the enterprise to meet its 
. current obligations and continue as a producer, As the employees move to 
other enterprises the amount of the payments will be reduced. These pay- 
ments will not provide for the long-term needs of the enterprise for deprecia- 
tion and for capital remuneration, nor is it the intent of the proposal to do so, 
any more than such a provision exists at the present time. The purpose of the 
payments is the continuance of the enterprise during the period of time that is 
required to move unwanted employees to other enterprises, When out-of- 
pocket losses disappear or the listed employees move elsewhere the enterprise 
will be left to provide for itself the funds needed for its continued existence.’ 

The fund from which the payments would be made to enterprises would 
be a national insurance fund, set up and -underwritten by the government. 
Contributions.to the fund is a matter of governmental preference and opinion, 
and the size of the fund is a matter for experimental determination. The size 
of the fund, however, is not likely to involve the government in serious finan- 
cial difficulties. In the first place, there will be no demand for funds until out- 
of-pocket losses appear. In the second place, except in periods of contraction 
and depression, which the proposal is designed to limit, the number of enter- 
prises in difficulty is not great. And of the enterprises that are in difficulty, not 
many are totally Moprontaels most are partially overexpanded in one way or 
another, 

- At first glance, the influences of the proposal on the flexibility of the indi- 
vidual enterprise are not pleasant for the entrepreneur to contémplate, any 
more than the inflexibility introduced into enterprise structure by the need for 
large amounts of fixed and specialized capital is pleasant. Part of the presently 
existing flexibility of the enterprise to make a profit would be removed, and 
to that extent the hazards of business would be increased, However, a good 
part of the need for flexibility would also be removed. Changes in cost and 
demand would continue to occur, and would continue to influence some enter- 
prises to greater profit and others to loss. Such loss influences that did occur, 
however, would be frozen in the enterprises directly influenced until the shifts 
in productive forces demanded by changes and evidenced by the cost and 
demand picture had been accomplished. 

In other words, every entrepreneur would have to worry about his relative 

` competitive position, but he could cease to worry about the large swings in the 
prosperity of the entire economy. The decreased flexibility of the individual 
enterprise would contribute to the flexibility of the entire economy and leave 
the entrepreneur vulnerable to his own mistakes, but it would protect him 
-from the major indirect influences of the mistakes of others. 

_ The interest of the economy is in the flexibility for profit making of the 
business enterprise only in so far as actions toward profit contribute to the 
wants of the people in the economy. At the present time, enterprises in diffi- 

* There is nothing in this proposal to prevent the business enterprise from building up 
depreciation reserves or surpluses during its profitable years to enable it to: provide for 
its long-run capitel fund remuneration and capital equipment replacement needs. 
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culty do-not contribute to the maintenance of production or employment by 
adjusting to a more profitable position via the channel of a reduction in the 
use of labor. By such adjustment enterprises contribute to idleness through- 
out the entire economy. The first step in the present enterprise action forces 
some productive elements to become idle; the further influence of this idle- 
ness is more idleness, 

If the ability of the enterprise to reach profitableness by a direct and im- 
mediate discharge of employees is removed the enterprise is forced to use 
other methods. If the enterprise shifts its own production there is an obvious 
benefit to the economy, If a shift in production is not possible the enterprise 
is forced to mark time until other enterprises that are moving in the direction 
of increased profit by expansion can take up the slack of the contracting- 
enterprise and so maintain the activity of the economy. 

During the period of “marking time,” the changes that helped some enter- 
prises will have time to react without- the cumulative obstruction of the in- 
fluences that would arise out of a decrease in employment and production by 
those enterprises not so favorably situated. During this same period, the 
adversely influenced enterprises will be taking some action to maximize profits 
or minimize losses. If they strive to reduce other costs they are contributing 
in some manner to increased efficiency since the enterprise can save very little 
by not using the productive forces which they are paying, and as the enter- 
prise must continue the purchase of some raw materials for labor to use. 

Likewise any action the enterprise takes-toward increased income will be 
beneficial as it will depend on the best use, not disuse, of the existing produc- 
tive facilities. In many cases an enterprise striving to get the most revenue 
out of an overexpanded production, without piling up a tremendous amount _ 
of inventory, will lower prices. Lower prices will have a further influence by | 
enabling present customers to shift some of their expenditures and thereby 
tend to increase the ability of other enterprises to take listed employees. In . 
other words, under the proposal the enterprises in difficulty will, in many 
cases, take action toward increased profitableness that will be direct or in- 
direct influences to a redistribution of effort in the economy. In no case, will 
the enterprises in difficulty take action that will force direct idleness on some 
productive labor, l 

This tendency to use and pay for the productive forces of the economy 
obviously is a direct force exerted toward the maintenance of the real income 
produced and consumed by the economy, and a material aid in the orderly 
redistribution of productive effort, At the same time, individual enterprise is 
not hampered in its decisions and initiative any more than the obligations 
assumed under long-term financing are considered hampering. The proposal is * 
merely a set of rules designed to recognize by legal contract the implications 
in a situation that exists in fact—workers do not have the ability to shift their 
services immediately, 

_ The type of responsibility suggested by the proposal has a strong prece- 
dent in the American economy. Most agriculture is carried on by farms that 
are both family and enterprise units, and as such, they have never considered 
family workers to be economic forces that are subject to discard at the whim 
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of enterprise expediency, Agriculture has placed itself at a’ disadvantage in 
its dealings with the industrial section of the economy by assuming an addi- 
tional responsibility. Even though agricultural workers have moved into in- 
dustrial production during periods of expansion (when they were needed 
_ most on the farm), these same workers have returned to the land when they 
were discharged by industry during the periods of economic contraction and 


ts depression (when they were needed least on the farm). 


That this responsibility in agriculture was and is based on a family rather 

than a legal relationship does not remove the fact that the responsibility has 
tended to maintain the real income produced and the employment of the 
factors of production in agriculture when other sections of the economy were 
declining. As long as agriculture was the dominant section of the economy 
and thereby provided the major portion of the real income of the economy, 
' this responsibility tended to mitigate the worst results of an industrial con- 
traction. The disappearance of the frontier and the dominance of industrially 
produced goods now places the problem squarely on the doorstep of the 
industrial section of the economy. 

It is true that agriculture has not prospered in recent times and that farm- 
ing is a way of life as well as a business enterprise, which gives agriculture a 
staying power that the industrial enterprise does not have. Nevertheless, the 
fact that the farmer has made a living while he assumed an additional respon-_ 
sibility under the worst possible circumstances—alone—should indicate that 
enterprises in general could prosper if the responsibility was universally 
adopted to increase the flexibility of the economy and thereby maintain pro- 

duction and employment in the entire economy. 
f : Henry C. Lancer, JR. 
Keuka College 


Wage Policies and Wage Trends in the War Boom’ 


An interesting insight into current wage problems is afforded by a review 
of wage policies and wage trends in the latter half of 1941, a period during 
which. wage increases represented industry’s and labor’s reaction to the war 
boom, unfettered by any broad government wage policy. 

Employers in 1941 were for the most part aware that the wage increases 
of that year were only the prelude to other wage adjustments to come, so long 
as the war boom persisted. While some employers were content to deal with 
labor on an opportunistic basis, many companies—particularly the large 
ones—had at this date already attempted to formulate definite, though 
adaptable, wage policies for the duration. Wage policies of companies with 
large defense orders were, of course, dictated largely by the need for attract- 


1The writer is indebted to the Social Science Research Council for making possible a 
field survey which covered 55 companies in 15 industry groups, including such large con- 
cerns as General Motors and U. S. Steel, as well as small firms employing less than 50 
persons. The conclusions stated in this article represent the synthesis and generalization 
of the opinions of these employers concerning wage policies and the pattern of wage changes 
in American industry. 
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ing large numbers of employees quickly. Inclusion in government contracts of 
cost-plus or flexible wage rate provisions made it possible for them to pay 
high wage rates without detriment to profits and thus considerably simplified 
their wage problem.? Other companies less favorably situated embarked, 
however, upon a “middle of the road” policy, granting wage increases with 

one eye on labor turnover and the other eye on the future. 5 

Concerns which during this period were able to pursue successfully a wage 
policy of moderation despite the growing scarcity of labor included companies * 
in small communities at some distance from industrial centers; companies 
with a record of steady employment? which were able to hold employees by 
reminding them of the temporary nature of defense jobs; and companies with 
friendly employer-employee relations, sickness, health, and other employee 
benefits. While factual evidence based upon more recent investigation of 
these same companies is not available, it seems evident that the number of 
companies capable of. maintaining a wage policy of moderation has suffered 
continual diminution. For one thing, war orders are more generally distributed 
throughout industry today than was true in 1941 and labor has been quick 
to demand its share,of the profits accruing from such production. Companies 
still engaged in nonessential production find that benefits of employer benevo- 
lence—to be reaped at some future date in the event of sickness or old age 
—cannot compare with the jingle of hard cash as a means of retaining the 
loyalty of a working force depleted by the draft and the attraction of high 
wage war industries. 

Bonus incentive plans have been seized upon by some companies as an 
apparently ideal solution to the wage problem. Such plans would seem to 
afford a means of satisfying labor’s demands for higher earnings during the 
boom, and at the same time of keeping costs and prices down, since the 
increased output they elicit pays for the increased disbursements to labor. 
Furthermore, since bonuses automatically disappear when output is curtailed 
and profits decline, such plans would not burden post-war industry with high 
_ labor costs. 

Investigation reveals, however, that in 1941 bonus payments were not 
‘acceptable to labor as a substitute for wage increases. In a number of com- 
panies having bonus plans, unions insisted that regular hourly base rates be 
kept on a par with the rest of the community or with other firms in the indus- 
try. Employers suggested two reasons for this attitude: 

1. Labor wants to raise base rates as high as possible during the boom so 
that its earnings after the war will continue at a high level, even if some 
reduction in rates is made. Labor is looking ahead and realizes that, while 
bonuses will automatically disappear when production is curtailed, high base 
rates may stick. 

2. Labor insists that base rates be on a par with the community or indus- 


7 However, a number of employers with large defense contracts, while compelled to 
make substantial wage increases to attract and hold personnel, expressed concern regarding 
the level of wage rates which would remain when the war boom was spent. 

* There is a definite inverse relation between the average length of service of employees 
in a concern and its labor turnover. : 
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try even if this means higher than average earnings in the- company. having 
the bonus plan, because it believes that management would not pay the 
bonus unless it paid for itself. Hence, employees in these companies reason 
that they must be working harder or more efficiently than “the other fellow” 
and therefore deserve higher earnings. 

As a consequence, up to the present, incentive iani avd not proved a 
successful means of stemming the rise in the base rate. Labor has been 
unwilling to accept incentive earnings as a substitute for increases in base 
pay, because it has been confident of its ability to secure the latter. Now, how- 
ever, the War Labor Board’s firm stand against unwarranted increases in 
base rates, coupled with its authorization of increased earnings based upon 
incentive pay where such pay is in fact accompanied by increased production, . 
may compel a change in labor’s attitude. Labor’s traditional aversion to- 
incentive plans, based upon a fear (often justified) that management would 
reduce base rates once production increased, need not’ prove a stumbling 
block today, for labor’s bargaining position:.under present conditions is so 
strong that few companies could reduce rates even if they wanted to. Both 
the need for increased production and the demands of labor for some form 
of increase in remuneration make it likely that incentive wage plans will 
achieve increased popularity during the duration of the war boom. 

In 1941, a substitute for wage rate increases more acceptable to labor than 
incentive pay was overtime pay. While many companies have adopted this 
measure, they realize that labor will not easily relinquish its high earnings 

` after the war, and that therefore substitution of overtime pay may be only a 
temporary expedient. The final reckoning will come after the armistice when 
labor may well demand increases in base rates to compensate it for the loss 
of overtime pay. 

Study of wage increases in industrial concerns during the latter half of 
1941 revealed the development of several significant trends in wage policies 
which are likely to exert an important influence upon our post-war economy. 

1. Evident even to the casual observer was the emergence of the general 
- ‘uniform wage increase as the dominant form of wage adjustment in both 
large and small companies. General wage increases extending in equal amounts 
to all employees have long been common in large concerns, because they lend 
themselves well to large establishments, create fewer economic grievances, and 
do not disrupt job valuations. Until recently, however, wage increases in small 
companies were typically not of this kind, but rather varied with the indi- 
vidual according to his length of service, efficiency of production, loyalty, 
etc. In the last few years, however, smaller companies have also tended to 
adopt the policy of granting blanket increases of a given percentage or cents 
per hour to all employees in the firm. 

Employers, when questioned, admitted that this is bad policy, that it gives 
the individual worker little satisfaction, and does not conduce to efficiency; 
yet despite the objections against it, this form of wage change is becoming 
the dominant form in industry. The principal cause for its spread is union 
pressure. Unions favor uniform general wage increases because they conform 
to the union program of “getting something for everybody” and because ’ 
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wage increases which vary in accordance with E —or P such im- 
measurable intangibles—breed petty jealousies wit consequent disruption 
of union morale. 

Of course, acceptance by industry of this form 3 wage adjustment does 
not imply that supplemental increases of the “old fashioned” type cannot be 
made from time to time. Indeed, they are made, but the tendency seems to be 
to make fewer of the individual adjustments and to rely more and more upon 
the general change. Some employers reported that they are giving up 
attempting to reward efficiency, because if they raise the pay of a good man, 
the union then demands that this increase also be extended to others in the 
shop who may be less efficient, but who are performing the same work. 

Two other factors have contributed to’the spread of the general increase. 
First, the rise in the cost of living during the period under study naturally 
gave an impetus to this type of adjustment as the only fair means of dealing 
with a condition affecting all employees alike. Secondly the gradual adoption’ 
by industry at large of the technique of scientific management with its job 
evaluation plans, time studies, and other intricacies has tended to introduce 
a certain rigidity into the wage structure. The general uniform wage increase © 
then becomes the only means of adjusting wage levels without- disturbing 
the wage relationship of one job to another. 

2. Closely related to this first .trend—in that it, too, is a consequence of 
union organization—is the predominance of the “cents per hour” wage in- 
crease, Wage increases in mass production industries, beginning with the April, 
1941, increase in the steel industry, have tended to be in terms of cents per ` 
hour, rather than in percentdges. On the whole, investigation suggests that 
management prefers the percentage increase while unions prefer adjustments 
in cents per hour. A number of employers reported that they disliked the 
latter form of wage change because it raised the lower paid employee more 
than in proportion to higher paid personnel and therefore further diminished 
the differential between the skilled and unskilled. 

In the steel industry, union leaders justified this narrowing process on 
the grounds that the industry had developed an unwarranted spread between 
the lowest and highest rate. But the steel executives maintained that this range 
was consistent with the skills involved; that with a machinist’s rate double a 
laborer’s rate there was an incentive for the latter to work himself up, but 
that with the union narrowing this differential, the incentive to advance will 
be seriously impaired. Other employers, however, considered the cents per 
hour increase more equitable in times of rising costs of living, since it gives 
a larger percentage increase in income to those very groups of wage earners 
who feel most severely the rise in living costs. Industrial unions are staunch 
champions of this position; since they draw their membership primarily from 
the ranks of the unskilled and semi-skilled it is natural that they should 
champion that form of wage increase which does most to improve the eco- 
nomic position of their principal constituency. 

3.. A third significant wage trend—likewise a by-product, in part, of indus- 
try’s reaction to unionism—is the spread of leader-follower relationships in 
industrial wage policies. In industries employing the most wage earners— 
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steel, automotive bodies and parts, aircraft, rubber, baked goods, textile, 
paper and paper board, and others—the tendency is- for the individual 
employer to keep his wage rates in line with those paid by other firms in 
the industry, a policy which frequently results in an industry-wide wage 
adjustment whenever circumstances compel a revision of rates in a particular 

While in many industries sympathetic intra-industry wage movements 
deriving from oligopolistic price policies antedate unionism, union pressure 
has tended to spread and to make explicit uniformity: as a, cardinal basis of 
wage policy. As one personnel manager put it, there is now a’ double pressure 
for uniformity in wages: from competitors and from labor itself. Industrial 
unions in particular are interested in maintaining a stable and uniform wage 
structure; for price cutting based upon wage cutting by members of the 
industry endangers the union position. Union efforts to secure and maintain 
uniformity of wage levels in an industry tend to give rise either to simultaneous 
adjustments of wage levels by all firms within an industry, acting as a group, 
or to successive increases which give the appearance of a leader-follower 
pattern. 

Employers agreed that union contracts requiring payment of wages on a 
par with rates prevailing for work of a similar nature in other firms in the 
industy hasten the spread of wage increases -through an industry, but some 
also suggested that such pressure may produce a feeling among company 
executives that upward adjustments should not be made unless other firms 
in the industry are making them, or the union demands them, and therefore 
make for fewer, though larger, wage adjustments, 


If this interpretation is valid, fen in contrast with a free labor market we 
may expect that wage increases in our modern unionized economy will become 
less frequent, less sporadic, more conformable to an industry pattern. Already, 
in many of our most important industries, this pattern is in evidence. Both 
with regard to the timing and size of wage increases, industry considerations 
tend to dominate the individual employer. Companies find it expedient to 
make wage increases of about the same amount as other firms‘in the industry, 
for to grant less would create difficulties with the union, while to grant more 
. might antagonize or embarrass competitors. 

These considerations shed light on the-magnitude of the problem facing 
the War Labor Board. Because of the pattern of wage inter-relationships 
which has developed in recent years, the decision as to the -advisability of 
granting a wage adjustment in an individual firm can no longer be made on 
the basis of the merits of the particular case alone, but must, in addition, take 
into account the magnitude of the disturbance which such an adjustment 
would transmit to the wage structure of the industry and ultimately to the 
economy as a whole. 

Employers questioned about the post-war ‘outlook for wages and employ- 
ment were in agreement that the Armistice would bring with it difficult 
problems of readjustment. Yet despite their awareness of the temporary basis 
of the war boom, few companies had made provision for the payment of 
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dismissal ‘wages. The. general attitude appeared to be that government un- 
employment compensation plus the high wages now being earned would 
‘suffice to protect the unemployed worker after the war. On the whole, 
_ employers did not believe that wage increases during the boom would exercise ` 
any marked influence upon the rate of mechanization of industry. There was 
general agreenientt, however, that mechanization after the war would be 
rapid, but this process was viewed not .so much as a reaction to high wage 
levels, but rather as the result of the accumulation during the war period of 
a backlog of knowledge and experience in technological advance, 

In many companies, technical research is proceeding at a rapid rate in the 
laboratory, but new techniques are not being applied because of the disin- 
clination ‘to interrupt the routine of production at a time when speed is so 
essential. The end of the war, therefore, may well signal the advent of a new 
era in technological progress with its concomitant problems of labor displace- 
ment and wage adjustments. Management appears to be resigned to the con- 
tinuance of high wage rates after the war, though in many small companies 
considerable doubt existed as to the possibility of maintaining current high 
wage levels without creating considerable unemployment. l 


Opinions or assertions contained lige are the writers own and are not to be con- 
strued as official or reflecting the views of the Navy Department or the naval service at 
Lieut. (jg) Gorpon F. Broom USNR 


Mr. Warburton on the. Gap 


In two notes in recent issues of this Review, Mr. Clark Warburton sets — 
forth a novel concept of the nature and significance of the inflationary gap.* 


, - Individual consumers, it would seem from Mr. Warburton’s exposition, are 


victims of a gap they never made and about which they can be expected to 
do very little. Rather the size of the gap is determined sometimes by “banks, . 
sometimes by foreigners, sometimes by the Board of Governors of the Federal 
Reserve System, sometimes by the federal Treasury, and sometimes by. husi- 
ness corporations” (p. 611). ` 

With a directness that would delight the most éid-taattionad quantity theor- 
ist, Warburton identifies the “real” inflationary gap with the “expansion of 
cash balances in the hands of individuals and business enterprises” (p. 607). 
In-order to determine the pressure on prices arising from this gap for past or 
_ future periods, he would relate the increase in cash balances to the actual or 
`- expected rate of change in production. This, in effect, means that consumer . 
expenditures are determined primarily by holdings of one kind of asset, 
namely, cash, over which, Warburton says, individuals have little control. It 
neglects other kinds of assets and eecounts the pardmonni influence of in- - 
come. 

With this concept of the gap it is pefe correct to say that the gap can 
never be closed by a price rise. Nor can it be closed by increased production. 


+ “Measuring the Inflationary Gap,” Am. Econ. Rev., Vol. XXXII, No. 2 (June, 1943), 
pp. 365-69 and “Who Makes the Inflationary Gap?” Ibid., No. 3 (Sept., 1943), pp. 607-12. 
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Indeed, by deigen Sehi can ever close the gap ex post. In Mr. War- 


be burton’s system the gap for any past period is simply an historical fact, ao: 


_. Measurement of changes in the supply of money. 


This concept of the inflationary gap is more understandable when viewed 


. in the light of Warburton’s equally simple and mechanical solution for the 
` problem of business fluctuations (including, we suppose, the current stabili- 


zation problem). He would merely set up a “central monetary authority with 


. adequate power” which would have as its objectives “(1) avoiding at any 


-time a decrease in the per capita cash balances of individuals and (2) increas- 


ing the cash balances of individuals at a rate approximately equal to the rate 
of increase in production of consumers’ goods and services, adjusted for taxes 
.paid by individuals”. (pp. 611-12). 

‘Such a restricted approach to the gap, it seems.to us, robs’the tool of most 


: ` of its usefulness. It does not make clear the nature of inflationary develop- 
`- ‘ments and as a result fails to focus attention upon critical points for public 


policy. One misses many significant: aspects of ‘the problem by neglecting to- 
‘analyze such superficially homogenous categories as (1) borrowing from 


- banks; (2) sale of securities to nonbanking investors; (3) taxes. There seems 


to be little economic difference, for example, between borrowing from idle 


` hoards of private investors and sale of securities to: banks. On the other hand, . 


% 


taxes paid out of funds which would otherwise have been saved are mere 
nearly like bank borrowing from the current inflationary standpoint than is 
voluntary or compulsory sale of war bonds to low income individuals who 


restrict consumption as a result of their purchases, 


Concentration on purely monetary factors leads; one to overlook the funda- 
mental economic processes of production, income flows, saving, investment, 
‘and consumption. To be sure, all of these function through the monetary: 
mechanism, which is anything but a neutral or passive factor. However, to 


begin with changés in the supply of money. is to pass over developments Be 


precedent both in time and importance, More significantly, such an analysis 
underemphasizes the opportunities for ‘attacking the inflation problem from 
.a number of different angles. In so far ‘as the monetary approach has sig- ` 


nificance, it derives, in Mr. Warburton’s language, from a study of the factors 


“influential in expanding or contracting the amount of cash balances per 


-capita held by individuals [which] -may. therefore be regarded as the chief 


'.-Influencés causing inflation or deflation of prices of consumers’ goods and 


Services” (p. 608). Granting some importance to the monetary factor, never- 
theless, it .is ‘curious to subsume the whole voluntary bond campaign under > 


factors affecting the cash balances which individuals choose to hold, and the 


tax program under factors influencing the’ amount of government borrowing 
from ‘banks, 
“A more direct and useful approach to measurement of inflationary pressure ` 


- looks to the volume of production, the flow and distribution of income from 


‘production and competition between government, private business, and indi- 
vidual consumers for the national product. This is the technique which has 
been developed and widely used to forecast inflationary danger in wartime 
and to suggest appropriate public policy. According to this view the infla- 


f tionary gap for any given period in the future-is defined as the difference 


\ 
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between the amount of consumers’ goods and services expected to be avail- 
able at present prices and the amount consumers will wish to spend.” As has 
often been pointed out, this gap exists only in prospect; in retrospect it is 
always closed, There is no gap for a past period for the obvious reason that 
the amount of goods sold is always equal to the amount which consumers paid 
for those goods, The gap is closed by an increase in supply above forecasts— 
in real terms or nominal monetary value—or a decrease in demand below 
the level expected ‘through unusual savings or additional taxes, ~ 

Actually all of these factors have been operative in the war period to pre- 

vent runaway inflation.’ A price increase does not close the gap simply -by 
adding to nominal supply with incomes and demand remaining constant. The 
price rise brings about an increase in incomes and a redistribution of incomes 
and savings. Equilibrium is reached only when individuals are willing to save 
the fraction of their disposable incomes equal to the proportion of production - 
boyght with the proceeds of government borrowing. 
This method of estimating the gap not only has logical merits, it also 
throws light on-what can be done about the inflationary pressure. Attention 
is directed to the consumer gap, since in wartime direct government controls 
can effectively regulate private capital formation through priorities, alloca- . 
tions, and credit controls, It makes clear that individuals can reduce the gap © 
by patriotically refraining from unnecessary consumption and thus accumu- 
lating abnormal savings. Direct controls assist in this processAt also becomes 
evident that not all tax dollars nor all dollars borrowed have equal potency 
in combating inflation. The possibilities of a managed price rise as a means 
of dealing with excess purchasing power are brought to light, 

The conventional approach to the gap is in principle applicable equally to 
war and peace, to potentially inflationary and potentially deflationary situa- 
tions. However, estimation of the magnitudes required for computation of the 
gap, difficult enough in wartime, will become much more complicated when 
the government’s war program is no longer the overwhelmingly dominant 
factor in the economy. Nevertheless,“as one of the present authors has argued 
in a recent article, “the gap technique has far-reaching possibilities as a tool 
for rational fiscal and economic policy.‘ Gap analysis does not itself indicate 
the solution to important economic problems. It serves, if anything, to empha- 
size their actual complexity. To illustrate, a useful concept of the gap is not 
likely to lead one to embrace a simple monetary theory for the cause and 
cure of business fluctuations. 

Grover Wm. ENSLEY 
RICHARD GOODE 
Washington, D.C. z 


* This is the upet” gap, rather than the “gross” gap which is merely the difference be- 
tween expected individual disposable income and consumer supply. The “net” gap is 
smaller than the “gross” by the expected amount of individual savings under existing 
controls. 

* The price increase experienced has been largely controlled, i.e., the spiraling secondary 
effects have been curtailed by government action. 


* Grover Wm. Ensley, “A. Budget for the Nation,” Social Research, Vol. 10, No. 3 
(Sept., 1943), Pp. 280-300. ae 
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_ Aspects of the Basing-Point System: Comment 


In the December, 1942, issue of the Review* Professor Arthur Smithies 
attempts, by way of what claims to be a fresh explanation of “the process 
of determination of base prices,” to refute the thesis that the existence of 
the basing-point system implies collusion between sellers. His treatment 
of hypothetical cases throws light on a number of interesting aspects of 
price analysis under several sets of assumptions, but he fails to recognize 
that practically all that he regards as representing a contribution to “the 
process of determination of base prices” is perfectly consistent with the exist- 
ence of a wide variety of collusive arrangements between sellers in a basing- 
point system. As a result Smithies’s explanation has only formal validity, ana- 
lytically interesting but of limited use to policy makers faced with concrete 
evidence largely at odds with the assumptions of his argument. Moreover, al- 
though we are told that his article has no concern with policy matters, there 
are repeated implications that the Federal Trade Commission and others 
who claim, with reference to problems of policy, that the system is fraught 
with collusion show little or no awareness of the “correct” conception of 
the imperfectly competitive process of base pricing. Since Smithies offers 
“mathematical proof” whenever “verbal arguments need to be supplemented” 
(p. 707), it is doubly necessary that Smithies’s claims be reéxamined. 

Here it will be contended that at most of the crucial stages of his argument 
the definitions and assumptions are as arbitrary and unrealistic as Smithies 
claims Federal Trade Commission counsel to be weak in matters of recent 
economic analysis. It will also be pointed out that, contrary to the promise 
in his opening remarks, Smithies does not invoke the aid of mathematics 
where his verbal argument is badly in need of being supplemented or im- 
proved. 

Before taking up the points mentioned in the preceding paragraph, I may 
remark that Section I of the article, although formally unobjectionable (it 
is this section alone which enjoys supplementary mathematical proofs in the 
appendix); is but a highly simplified model in which two producers (or groups 
of producers) are assumed (1) to. have equal marginal costs, (2) to have 
equal shares of a linear market, and (3) to be situated symmetrically with 
respect to the ends of the market. Smithies recognizes that this section con- 
tributes only “negative results” (p. 715). It is in Sections II and III, where 
the assumptions of Section I are relaxed, that his contentions meet with the 
challenge of experience and common sense, 

First among Smithies’s “more solid possible explanations of the basing- 
point system” is the case in which initially uniform mill prices prevail and 
in which A, with a lower constant level of marginal costs than B, absorbs 
freight in order to sell in B’s territory. B is assumed to decide not to retaliate 
by driving A out of part of his territory, because “it may be more profitable for 
B to exploit the territory ... that remains to him exclusively by charging 
higher prices than to try to repel A’s invasion. But even if B does retaliate by 
cutting his base price, the marginal cost difference may be sufficiently great 


* “Aspects of the Basing-Point System,” Am. Econ, Rev., Vol. XXXII, No. 4, pp. 705-26. 
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to preserve A’s advantage, and, therefore, to preserve A’s interest in the bas- 
ing-point system. . . . Here [is] a case where it is to the interest and within 
the power of A, acting with perfect foresight, to force B to acquiesce in adopt- 
ing a basing-point system” (p. 716, italics added). In a case such as this 
Smithies contends that the system might be adopted and presumably proceed 
indefinitely without collusion. But would it not be more realistic to assume 
that A and B are not aware of the (constant) levels of their respective 
marginal costs? If so, it is obvious that A and B may try to reach some agree- 
ment as to division of sales territory shortly after either party begins to 
encroach upon the territory of the other. Certainly the probability that cases 
of unequal marginal cost will be resolved in one way or the Omer cannot 
be settled on a priori grounds. 

Smithies is on no stronger ground when he considers the casé of A and B, 
sharing unequally in the market. Here’ his verbal analysis is difficult to 
grasp—it certainly could stand supplementation, mathematical or otherwise— | 
but it appears to amount to the following: A and B have marginal costs that 
are constant and equal, sell at the samie (mill-net) prices, and share the whole 
market equally and with equal profits—providing they make the same assump- 
tions as to their respective competitive behavior. From this set of conditions 
Smithies jumps to the following strange conclusions: “Then if A can occupy 
a sufficiently large share of any market in which he sells, it will be profitable 
for him to invade B’s territory on a freight absorption basis, notwithstanding 
any retaliation that B can profitably undertake. Thus it will be to A’s interest 
and to B’s disadvantage to substitute a multiple basing-point system for the 
uniform mill-net system. Again, we have a plausible explanation of the sys- 
tem” (p. 717). Aside from the curious chain of reasoning, if both A and 
B have constant and equal marginal costs (1) why cannot B invade A’s terri- 
tory just as “profitably” as A invades B’s,* or (2) why may not A and B, 
in varying degree, see collusion as a preferable “solution” of their difficulties? - 

In his third case, that of non-identical demand functions at every point of 
the market, Smithies merely shows for various types of “concentration of 
demand” that the basing-point system will be more profitable than (1) f.0.b. 
mill selling, or (2) continued resistance by the party at a disadvantage. In 
such cases we can admit it to be conceivable that A and B may indulge in 
joint support without collusion. It should be emphasized again, however, 
that such analysis sheds no light on the simple question whether it may not be .. 
more profitable for A and B to reach collusive agreements than to conduct -` 
themselves in the manner outlined by Smithies. f 

Section IM treats of the problem of the non-base mill. Here too one finds, 
in the main, argument by assumptions tailored to fit Smithies’s general posi- 


* The issue is further confused by the reference, in in the second paragraph of p. 717, to 
market imperfections (such as reputation for prompt delivery) in relation to the unequal 
sharing of the market. Clearly such imperfections have no direct bearing on the problem 
of the profitability of freight absorption under Smithies’s assumptions. 

*Except for the obvious case in which transport costs are so high relative to marginal 
costs as to accord to each selleri territory- protection comparable to that of a prohibitive 
tariff barrier. f 
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tion, namely, that the basing-point system need not imply collusion. Ilustra- 

‘tive of this is the following: “Zf B’s marginal costs are equal to BL (A’s de- 
livered prices at point B), he has no alternative but to charge delivered prices 
indicated by LG (A’s delivered prices to the right of point B), and he can 

. make no profitable sales to his left. He may then regard himself either as a 
base or a non-base mill. It should be observed that he is kere receiving no 
‘phantom-freight’ advantage or benefiting in any other way from A’s presence” 
(p. 722; italics added). Further suppositions, none of which is as reasonable 

- or realistic as the assumptions that can be advanced in defense of the case of 
collusion, are used to buttress this, a hypothetical, contention. 

It seems strange that the analysis of one who has written so much 
on the theory of competition and monopoly in its spatial aspects should not 
reflect in more nearly balanced proportions business realism and abstract 

- thinking. If the points briefly mentioned in this note are accepted, it seems 
that the uncritical reader of Smithies’s performance will obtain impressions 
only a little less misleading than those usually obtained from the writings 
of avowed special pleaders for the basing-point system. — 
VIRGIL SALERA 
Washington, D.C. 


Reply to Mr. Salera 


Mr. Salera seems to have missed the point of my paper. My main thesis 
is, briefly, as follows: 

1. It is possible that producers, in some cases with perfect foresight, should 
adopt the basing-point system without collusion. Therefore, one is not en- 
titled to say that the existence of the system implies collusion. 

2. Complete collusion as to prices would imply the abolition of the system 
since profits could always be increased by eliminating the cross haul. 

I can find nothing in Mr. Salera’s note to impugn either of these conclu- 
sions. For in every case he admits that my explanation might be correct, but 
he contends that it is more likely that the system will be supported by a col- 
lusive agreement. He does not discuss the nature of these collusive agreements 
at all, and does not face the dilemma posed by my seocnd conclusion. Why, 

-if express conclusive agreements are negotiated, do not the competitors agree 
to avoid cross hauling? 

I am afraid that I must warn the reader against his unsuccessful repro- 
duction of my arguments, especially the case where the market is unequally 
shared. I do, however, sympathize with his thirst for more mathematics. 

ARTHUR SMITHIES 

Washington, D.C. 


Methods of Correlation Analysis: Reply 


. I should like to say a word about Dr. Ezekiel’s book, Methods of Correla- 
_ tion Analysis, in reply to Professor Hartkemeier’s review’ published in the 
March number of the Review. 


* Am, Econ. Rev., Vol. XXXII, No. 1 (Mar., 1943), pp. 153-56. 
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In the first place, it seems to me a the practical validity of the methods 
set forth in the book depends upon their ability (a) to guide students in their 
choice of methods to be used and (b) to guide practical research workers in 
making analyses which will stand up in practice. 
` I belong to the latter group and, during the past eleven years, have used 
Dr. Ezekiel’s methods extensively in the analysis of transportation and traffic 
problems. In these studies I have frequently forecasted the change in volume 
of traffic or the amount of revenue which would result from proposed changes, 
such as raising or lowering the fare, increasing or decreasing the frequency 
of service, etc. These forecasts provided a basis for management decisions as 
to what it would be profitable to do, When the changes have been put into ` 
effect, the results of forecasting have been within the ranges indicated by 
the error formula as the expected reliability of the forecast. 

I hold that just as “the proof of the pudding is in the eating,” so the value 
of any forecasting technique is its ability to yield reliable forecasts. Viewed 
in this light, Methods of Correlation Analysts sets forth methods and proce- 
dures which are workable and reliable. I could furnish details of many analyses 
to show the amazing results which have been obtained through the use of Dr. 
Ezekiel’s methods. [Photostats of a number of letters commenting on the 
accuracy of a number of these studies were submitted to the editor, but could 
not be published for lack of space-—Enrror] 

As a matter of possible interest to students and research workers, my prac- 
tice is to determine the net linear relationships as a first step in order to ob- 
tain an indication of the direction and approximate strength of each of the 
several important force veins operating in the problem. From that point for- 
ward, I employ the “successive approximation” technique so well described 
by Dr. Ezekiel and thus permit the data to unfold themselves and reveal the 
nature of the relationships involved. I use the freehand curves in making my 
predictions for the simple reason that they yield results. 

There is one other point upon which I should like to comment and that is 
in connection with Professor Hartkemeier’s strong exceptions to chapter 9. I 
do not believe his criticism of that chapter is justified by the text and I, for 
one, did not arrive at the conclusions which he said his students had reached. 


To me, the chapter clearly states just what was intended, namely, the meaning | - 


and use of the three measures of correlation. This, of course, is something quite 
different from what the reviewer says it shows. 

After eleven years of study, testing and application, I am of the firm con- 
viction that Methods of Correlation Analysis is one of the most outstanding 
contributions in the field of statistical method to appear in modern times. It is 
a decidedly superior piece of work and I heartily recommend it to students, 
research workers, and business men. 

l CHARLES A. STEPHENSON 

American Transit Association ; 


` Regulation of Utility Valuation in Pennsylvania: Comment 


Mr. W. Ross Junkin, in his review of Regulation of Utility Valuation in 
Pennsylvania, by W. Roy Buckwalter, repeats a serious misconception con- 
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cerning the character of judicial review of decisions of the Pennsylvania Public 
Service Commission prior to 1931. Mr. Junkin, of course, does not bear 
primary responsibility for the error since his statement was simply made as. 
part of his summary of the contents of the book under review. 

The misconception is revealed in the statement: that the Pennsylvania 
Superior Court “began to exercise its own powers of independent judgment 
after 1931, when an amendment to the Public Service Company Law opened 
the way.” Mr. Junkin was apparently led into making this assertion by the 
following which appears in the book at pages 91 and 92: 

In 1931, that portion of the Pennsylvania Public Service Company Law dealing with 
appeals to the Superior Court was amended. The amendment provided that where the 
appeal concerned a question of reasonableness of rates 

‘It shall be the duty of the court to consider the entire record of the proceedings before 
the Commission, including the testimony, and, on its own independent judgment, to 
determine whether or not the findings made and the valuations and rates fixed by the 
Commission, reasonable and proper. If the court shall determine that the findings or the 
valuation are unreasonable, or the rates fixed are unreasonably high, it shall remit the 
case to the Commission with directions to reform the findings, valuations and rates in 
accordance with the court’s opinion.’ 


The second paragraph quoted above seems to set forth the act of 1931, 
P. L. 530, In‘fact, however, it is an excerpt from the act and omits the follow- 
ing which immediately precedes the quotation: 

At the hearing of the appeal, the said court [Superior Court] shall, upon record certified 
to it by the Commission determine whether or not the order appealed from is reasonable 
and in conformity with law: Provided, however, that in every appeal taken, including 
those already taken and undetermined, involving a question of the reasonableness of rates, 
whether such appeal shal have been taken by a complainant or by a public service company, 
it shall be the duty of the court. . .* 


and so on, as above. 

Now the real significance of the law was that it expressly authorized the 
Superior Court to exercise its independent judgment upon appeal by the 
complainant in a ‘rate case, that is, by the patron or customer of a public 
utility. Prior to the act, as a result of the opinion of the United States Supreme 
Court in Ben Avon Borough v. Ohio Valley Water Company, 253 U. S. 287 
(1920), the Superior Court exercised its independent judgment in rate cases 
where the company was the appellant, but in City of Scranton v. P. S. C., 
80 Pa. Superior 549 (1921), the Superior Court refused to do so where the 
consumer was the appellant. The act of 1931 was designed to correct this 
. situation which was deemed to be unjust to consumers, 

Thus it is not correct to say that the Superior Court began to exercise its 
independent judgment after 1931 and that the amendment of that year opened 
the way. The court exercised such judgment in cases brought before it by 
utilities where confiscation was the issue long before the act, and the resulting 
repercussions had an important effect upon utility regulation in Pennsylvania. 

JOSEPH R. ROSE | 

Washington, D.C. 


*Am, Econ, Rev., Vol. XXXIII, No. 2 (June, 1943), p. 485. 
* The italics do not, of course, appear in the law. 
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Japan’s Wartime Production: Comment 


In a recent issue of this Review, there was published a review by Mrs. E. B. 
Schumpeter of three books. Though I am not the author of any of these books, 
yet a certain space was given to me. Mrs. Schumpter declared that the dis- 
cussion of wartime productivity of Japan by K. L. Mitchell “is based on an 
article by [Gragdanzev] which has been widely quoted as part of the story of 
Japan’s weaknesses. This is the case where inadequate statistics are carelessly 
used to paint a picture. . . .” Below Mrs. Schumpeter mentions that “These 
and other similar publications have played a substantial part in misleading 
the American public and to some extent the Administration as to the economic 
strength of Japan”—an accusation sufficiently serious to warrant an answer 
here. 

Without going into a discussion as to whether my method and conclusions 
were careless or not, I think it is enough here to point out that my article | 
was published on April 7, 1941, and was the result of my study of Japanese 
statistics in New York, because I could neither visit Japan nor discuss her 
problems with Japanese experts. However, at about the same time one 
economist who is a fellow of the Bureau of International Research at Harvard 
University, and who had the opportunity to visit Japan and discuss Japanese 
problems with many Japanese experts studied the same indices and came 
to the same conclusions. This economist, namely, Mrs. Schumpeter, said the 
following: “Figures for the first quarter of 1940 indicate that industrial 
output was well below that for the corresponding period in 1939 as a re- 
sult. . . .”* She was even more insistent than I was in that respect: “in view 
of all that was written ... it is hard to believe that output in the strategic 
metals and machinery industry was only 7 per cent below the very high level 
of early 1939.8 While in my article I limited my task to the analysis of the - 
situation as it was in August, 1940, Mrs. Schumpeter went beyond that and 
predicted further deterioration. “In the economic sphere government control 
may increase to such an extent as to hamper production and trade even more 
than is the case at present” unless a real effort is made “to reduce government 
expenditures, to rationalize and slow down the plan of industrial expansion 
and to put much greater emphasis on export industries.”* 

As is well known, not one of these conditions was realized and, according 
to Mrs. Schumpeter, production was therefore hampered. 

Now, which Mrs, Schumpeter was right? The one writing in 1940, or the 
one writing in 1942? I am inclined to think that Mrs. Schumpeter of 1940, who 
agreed completely with Grajdanzev in the interpretation of Japanese indices, 
was right. 

_ It is not the economic strength of Japan which is responsible for her 
military successes—at Pearl Harbor, in Malaya, Philippines—but our careless- 
ness, This carelessness was in part due to the persistent efforts of many writers 


14m. Econ, Rev., Vol. XXXI, No. 4 (Dec., 1942), pp. 869-73. 
* The Industrialisation of Japan and Manchukuo, p. 801. 

* Loc. cit. 

* Ibid., p. 859. 
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like Mrs. Schumpeter who assured us that the Japanese government was 
“committed to a policy of bringing the war in China to a speedy conclusion 
and of non-involvement in Europe.” 
The author of these lines was not misleading the American public and the 
Administration on this account. 
A. J. GRAJDANZEV 
New York 


The Professors versus the People 


The deficiency appropriations act of Congress for the Office of Price Ad- 
ministration includes a clause, introduced by Representative Dirksen (Illinois) 
that an executive formulating policies must have business experience. As a 
result some outstanding and highly respected economists have resigned and 
others are going to follow. 

The Congressional amendment poses a question to economists: What is 
wrong with us? Why is it desired and how is it possible to arouse the public 
against professors? Why is one professional group to be excluded from, an- 
other preferred for, the holding of certain governmental positions? 

The ostensible reason for penalizing professors is that they, as a group, 
are incapable of fulfilling their administrative functions properly because they 
lack business experience. Formulating economic policies in any federal war 
agency requires two specific kinds of experiences: practical knowledge of the 
` technical problems of production, marketing, and pricing of factors or 
products in the prospective industries and a clear understanding of the 
principles of a war economy. Practical business men are more likely to know 
about trade problems, whereas professional economists are more apt in eco- 
nomic analysis, The new type of war administrator required for the direction 
of the developing war economy, versed in both practical and theoretical arts, 
did not exist; he had to be trained in his job through trial and error. 

. Both business men and professional economists tried themselves; members 

of both groups failed and were weeded out. No statistics of the turnover and 
its causes are available but from the facts that have become public we can _ 
infer that the obvious failures were more common among business men. The 
- contention of the Congressional amendment that managers of private enter- 
prises are the only effective public administrators is thus in conflict with the 
personnel history of the federal war agencies. 

If it had been the intention of Representative Dirksen to improve the 
administration of war agencies, one of three possible directives could have 
been given to the administration. First, to require a preliminary training 
period of all division heads prior to their appointment. Second, to promote 
policy formulating officials from the ranks of the existing personnel of war 
agencies. Third, to stipulate that the two leading administrators of a division 
- should be a business man and an economist who must be in agreement on main 
policies. The second directive should, in our judgment, become the generally 


€ Loc. cit. 
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accepted rule for appointing policy formulating ofücials. Congress, in over- 
looking these opportunities, has not overcome the popular aversion against 
business men as public administrators (dollar-a-year men) but has given 
them a free ticket to the influential economic positions in the O.P.A. 

We must infer then that Congress, in missing an opportunity for con- 
structive legislation, must have aimed not so much at administrative efficiency 
as at formulating administrative policy itself. For instance, in the controversy 
about labeling consumers’ goods, Congress took the side of the traders, voting 
thereby against the interests of consumers, It seems that in the conflict between 
interest groups, the majority of Congress considers business men as being 
more in favor of the producers’ and traders’ interests than the professional 
economists, _ 

It is obvious, of course, why the sponsors of the amendment to the bill 
could not state their real intentions but had to create an artificial issue of 
professors-versus-people. The misconceptions of many people about the nature 
of the academic services, the general aversion to the “thinker,” the numerous 
superstitions about traits and habits of professors, facilitated in arousing the 
man-on-the-street against our profession. It is in the interests of all economists, 
whatever their position concerning economic and administrative policies, to 
prevent their supposed deficiencies from being used as a smoke screen to 
conceal conflicts between interest groups. Three measures seem necessary to 
avoid the repetition of such deplorable events. First, economists ought to inform 
Congressmen of their opinions concerning legislation on war agencies, so as. to 
secure a repeal of this discrimination against economists. Second, the execu-. 
tive committees of academic organizations should present their point of view 
at hearings of Congressional committees whenever professional problems are 
considered. Finally, a committee on professors and the public service should 
be appointed that ought to include representatives of all academic organiza- 
tions. Its function would be to examine the reasons for the popular aversion 
against professors and to work out a program of action that should include 
. suggestions for individual as well as organizational measures on a local and 
national level. i 

In times of crisis any group may be made the scapegoat for mistakes in 
public policies or for the endurance of inevitable sacrifices the public is 
unwilling to accept. The discussion of history teaching in colleges and now. 
the Congressional measure against professors are signs of a coming storm. 
If they are understood and taken as a guide for action, we may be able to 
prevent further attacks upon the sae profession and its various activities. 

FREDERICK L. NUSSBAUM 


ARTHUR SCHWEITZER 
University of Wyoming 


BOOK REVIEWS 


Economic Theory; General Works 


Essentials of Price Theory. By B. S. Kerrstgap. (Toronto: Univ. of Toronto 
Press, 1942. Pp. viii, 246. $2.75.) 

While textbooks on “principles” have traditionally flooded the American 
market, the teachers of theory aie still looking in vain for a really adequate 
text in their field. Mr, Keirstead has walked boldly into a realm where angels 
fear to tread and has brought to us a new text in which discriminating teach- 
ers will find much to glean, even though they will also find many things to 
discard. 

The book is well organized and well written. It brings in more concrete 
and modem material than we are used to expecting from writers in pure 
theory. On the other hand, while most chapters are clearly and cogently 
argued, others sacrifice theoretical strictness to realistic short-cuts which may 
be misleading to the average student. Mr. Keirstead also introduces at times, 
and without warning to the readers, original definitions of familiar concepts, 
which diverge fundamentally from their traditional use. In short, the book 
would be a dangerous one in inexperienced hands, but might be used to 
excellent advantage by a good teacher. is 

The effort to point out what I consider to be the main pitfalls in Mr. 
Keirstead’s exposition places an unfortunate emphasis on weak points and 
should not blind the reader to the real merits of the book. 

The volume opens with an unusually detailed methodological introduction, 
generally superior to similar material in other texts. Some slipshod statements, 
however, should be corrected in later editions. The old cause and effect se- 
quence, for instance, is still viewed as the kernel of scientific explanation. 
“Physical science is . . . primarily an attempt to interpret and explain the 
physical world in terms of cause and effect” (p. 10). On the other hand, the 
gratuitous assertion that “the achievements of theoretic economics, if not 
sensational, are sufficiently solid to defy the trivialities of its critics” (p. 15) 
will hardly convince the heretics when no examples of such achievements are 
even mentioned, 

Book H presents an interesting innovation in the field of textbook writing. 
Before leading the student into the intricate labyrinth of modern price analy- 
sis, Mr. Keirstead attempts to build up a simplified model of the price 
system in terms of general equilibrium analysis. The exposition moves in a 
high level of abstraction and is partly mathematical. It is, on the other hand, 
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unusually clear and cannot sso any serious student. The attempt is 
interesting in that it provides a general picture which is pedagogically essential, 
if the student is not to lose sight of the forest because of the trees. 

Mr. Keirstead’s model, however, cannot be accepted in its entirety. The 
ghost of Jevons still hovers-over the discussion of barter between two isolated 
individuals. The solution is given as perfectly determinate, the only qualifica- 
tion being a minor one that “in actual practice barter prevents the attain- 
ment of sufficiently small divisions of the units of goods exchanged” (p. 53). 
Thus, Crusoe and Friday will exchange 2 eggs for 28 to 30 berries, say 29, 
which is “not an exact equilibrium point” (p. 54). Unfortunately, Mr. Keir- 
stead, probably for simplification’s sake, omits any mention of other and 
far more forbidding difficulties in the derivation of equilibrium under condi- 
tions of bilateral monopoly. 

Book III advances to the “Theory of Price in an Industrial Economy.” 
At this junction, general equilibrium gives way to partial equilibrium analysis. 
The exposition develops with stricter logic than is found in most texts. The 
somewhat ticklish problem of bridging the gap between the analysis of the 
firm and the analysis of the industry is skillfully handled. On the other hand, 
Mr. Keirstead’s originality in his definitions of accepted terms may be mis- 
leading rather than really constructive, The distinction between internal and 
external economics, for instance, is made to revolve on whether the eco- ` 
nomics are attributable to large-scale plant or to large-scale management 
embracing a number of plants (p.. 81). No one should quarrel with defini- 
tions, but Mr. Keirstead should certainly give us warning that his definition 
differs from the one traditional in the literature on the subject. He might also 
have told us his reasons for his innovation. A similar and also unheralded 
departure from usage appears on page 127, where long-run decreasing costs 
are ascribed in part to technical developments rather than restricted to the 
case of time-consuming adaptations under unchanging technical knowledge. 
This interjection of evolutionary assumptions in a problem usually couched 
in stationary terms is sufficiently revolutionary to warrant some word of 
explanation. 

One of the weakest parts of the book, however is the treatment. of 
- monopolistic competition. In an effort to avoid “additional complications,” 
Mr. Keirstead uses “the terms ‘imperfect competition,’ ‘monopolistic compe- 
tition,’ and ‘oligopoly’ as synonymous, the conditions which they describe 
being defined as those under which the revenue curves of the firms are 
negatively sloped” (p. 118, n.). This type of “simplification” leads not to 
simplicity, but to unutterable confusion. Product differentiation, closed entry - 
and oligopolistic interdependence cannot be reduced to a single denominator. 
The problem of oligopoly, in particular, cannot be described significantly in 
terms of the slope of the demand curve. It is the very definition of the demand 
curve, not its slope, that is at stake. The traditional demand curve assumes 
that all “other prices” remain unchanged. Such an assumption would, in many 
oligopolistic cases, be perfectly irrelevant, while any relaxation of it leads 
to a multitude of solutions depending on the new assumption chosen. 
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The results of Mr. Keirstead’s “simplification” soon “become apparent. 
Perfect competition is contrasted with imperfect competition in general, and 
such varied elements as oligopoly, product différentiation and closed entry 
are, by implication, lumped together throughout most of the discussion. ` 
Saks Fifth Avenue is brought forth as the prototype of a perfectly com- 
petitive firm and its surpluses are not monopolistic gains but rents (p. 135). 
Would Mr. Keirstead suggést that Saks’s revenue curve is perfectly elastic 
and that rents of location are a purely competitive return? 

Book IV on distribution follows more or less the traditional organization 
of the subject-matter into wages, rents and interest. The discussion of profits 
and rents bears a close relation to the previous discussion of monopolistic 
_ competition. Rents are distinguished from monopolistic profits. The latter 
“are not attributable to any particular agent, but arise as a result of the 
firm’s dominant position on the market, and are retained by the owners of 
the enterprise and not paid to any agent” (p. 205). 

The uncritical association of surplus profits with monopoly ignores com- 
pletely the importance of entry. The presence or absence of profits should 
be linked, not with the inelasticity or elasticity of the revenue curve of the 
seller, but with the conditions governing the entry of competitors. 

Secondly, the imputation of monopolistic profits to some particular agent 
or agents does not make the monopolistic firm a purely competitive one. A 
monopoly based on a patent or a unique location does not become com- 
petitive because the patent owner or the landowner is able to extract the 
full value of his rent from the enterprise. Personally, I cannot even be 
satisfied with the somewhat mythical concept of entrepreneurial profits “not 
attributable to any particular agent . . . and not paid to the owners of any 
agent.” Even if such exists, however, they soon become a return to owner- 
ship rather than to managerial activity. This can better be seen by assuming 
the sale of a particularly profitable monopoly to a new group of owners. If 
the transfer is negotiated under competitive conditions, the sellers will be able 
to extract from the new owners a price which would leave them no more 
than normal returns on their capital and enterprise. Again, would Mr. Keir- 
stead suggest that the firm has then ceased automatically to be a monopoly 
and should be considered as perfectly competitive? 

The theory of profits cannot be isolated from evolutionary economics ‘and 
innovation. In the long run, the profits of a monopoly are reaped in the form 
of rents either by the innovator himself or by the owners of the agents which | 
have increased in value as a result of the innovation. Rents and profits are. 
not two distinct groups of incomes, but two aspects of the same income 
stream, The term “profits” draws attention to the innovating activity of the 
entrepreneur, the term “rents” to the consequent revaluation of some of the 
. production agents associated in the firm. We touch here one of the most 
fundamental aspects of capitalistic institutions, #.e., the institutionalization of 
entrepreneurial profits into returns of ownership. 

The following chapter on “Interest” gives me a welcome opportunity to 
close this review on a more favorable note, The treatment is unusually modern 
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in a book of this kind and integrates into the general body of economic theory 
Keynesian concepts which some professors of theory still regard as the private 
field of. their colleague in Money and Banking or in Public Finance. ` 

Mr. Keirstead’s text is interesting and provocative. In a field where dullness 
and tradition too often prevail, he has succeeded in being lively and modern. 
Last, but not least, he has compressed into some two hundred pages the 
essentials of price theory. With adequate revisions, his book would serve the 
needs of a short course in theory better than any-other text now available on 
the market. 


ROBERT TRIFFIN 
_ Washington, D.C. 


Entrepreneural Costs and Price: A Reconsideration of Competitive and 
Monopolistic Market Theory. By GrEorcE JoHNSON Capy, (Evanston, 
Il.: Chandler’s, 1942. Pp. x, 227. $2.00.) 


The content of Professor Cady’s work might be described as “some elabora- 
tions of the theory of imperfect competition.” In it he sets out to rework 
certain aspects of the theories of Chamberlin and Mrs. Robinson by intro- 
ducing a more detailed set of assumptions (principally concerning the fixed 
factor costs of firms) than have previously been entertained, and by eliciting . 
the implications of these assumptions through thé extensive use of the geo- 
metric technique. The book deals with a wide range of alternative assumptions, 
and contains over 240 diagrams. 

In his Preface the author explains that this edition (lithoprinted) is es- 
sentially a preliminary one “in form, obviously, and in substance, only 
slightly less obviously,” and that it is potentially subject to extended revision. 
The character of the publication presumably explains the omission of bibli- 
ography and index, and the almost complete absence of footnote or textual 
reference to the extensive journal literature on price analysis. (Only five 
standard works in price analysis and seven references on business price poli- 
cies are cited.) Some revisions in the exposition, moreover, would be appre- 
ciated. It is in many instances little more than a guide to the diagrams, and- 
the literary restatements often fail to effect a generalization independent of 
these diagrams. The chapter summaries are, by contrast, over-general, and 
the reviewer found the going difficult in a degree not fully accounted for by 
the complexity of the subject materjal, 

The formal analysis, however, is competent. The author is most at home 
with the diagrammatic technique, and although the number of complex 
diagrams and references thereto is so great as almost to defy minute verifica- 
tion, the reviewer in careful reading discovered no formal errors. 

The principal argument of the work is based on a group of assumptions 
concerning differences among the fixed factor costs of rival firms. First it is 
necessary, the author argues, to distinguish among the imputed rents, the 
contractual costs, and the opportunity costs (or rents) of fixed factors. Most 

- important are their opportunity costs, which must be exceeded by the revenues 
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of the producer in order to hold him in the industry. The size of these costs 
is potentially different for each firm in an industry, with the result that every 
firm may have a different “exit” price (which yields the quasi-rent just neces- 
sary to prevent its exit from the industry). The opportunity costs of estab- 
lished firms, furthermore, may differ from the planned fixed factor costs of 
potential entrants to the field, and thus the “entry” price for new producers 
may differ from the “exit” price for old. Contractual cost differences may also 
exist among firms and lead to differences in policy. Significant cost differences 
may of course arise among the plants of a single firm, Finally, dynamic 
variations in contractual and opportunity costs may take place. 

These inter-firm and inter-plant cost differentials have a definite impact 
on the character of an industry equilibrium as well as on the possibility of 
attaining it. Several chapters are devoted to analyzing the effect of such 
differentials in single firm monopoly, oligopoly, collusive oligopoly, “com- 
petitive monopoly,” discriminating monopoly, etc. In addition to the numerous 
elaborations of existing theory, several interesting conclusions emerge from 
this analysis. Except in pure competition, for example, differences among the 
exit or shut down prices of various firms or plants result in discontinuities in 
the industry supply curve and in a potential indeterminacy of price. A large 
number of detailed geometric models, employing assumptions of cost dif- 
ferences as well as other realistic postulates, are worked out for a variety of 
market situations. The effect upon existing price analysis is essentially to 
elaborate and modify it in detail. On the whole, however, the elaborations are 
pertinent and suggest some useful adaptations of price analysis to the interpre- 
tation of actual pricing. 

The latter half of the volume refers occasionally to the main thesis of cost 
differences but is essentially a series of semi-independent essays on aspects of 
price theory. They cover the pricing of joint products, “entrepreneurial vari- 
ants” of motivation in modern corporations, monopsony and monopoly in the 
markets for productive factors, comments on monopoly and the general price 
equilibrium, and comments on price policies and the business cycle. The chap- 
ters on joint products and on monopsony review some existing theory and 
suggest elaborations. The comments on monopoly and general equilibrium 
are competent but not especially novel. The chapters on entrepreneurial. 
variants and on the business cycle contain a large number of pertinent obser- 
vations on business price policies, but are in the nature of commentary rather 
than definitive treatment. 

As a whole, the subject material of the book is interesting, and there is a 
degree of novelty at many points. It is wanting in organization, exposition, and. 
coherence, and will be much more useful when ‘these wants are remedied. 

Jor S. BAN 

University of California 

Berkeley i 
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The Rise of American Economic Life. By ARTHUR CECI Binne. (New York: 
Scribner’s. 1943, Pp. xii, 732. $4.00.) - 

In The Rise of American Economic Life Professor Bining has made a 
worth-while contribution to a field where acceptable undergraduate, texts are 
relatively scare. The book is obviously intended to be a general introduction 
to the subject and nothing more. A somewhat shorter text than usual in this _ 
subject is the result. For the one semester college course this relative brevity 
presents some advantages to the teacher who wishes to make wide use of 
readings outside the text. 

The author’s approach is fundamentally that of the historian rather than 
that of the economist. Primary attention is given to recording the facts of 
economic changes and -of the development of economic institutions. Little 
attempt is made to present an economic analysis of the causes or of the 
results of the facts which have been recorded. But the historical facts are 
presented in a much more readable and interesting manner than is usually 
found in an undergraduate text in this field. 

Fortunately, Professor Bining avoids a very „serious mistake that many 
writers of economic history make, the mistake of assuming that economic 
history consists of the presentation in great detail of a multiplicity of figures 
or in the exact enumeration of relatively unimportant facts. Rather, the sig- 
nificant material is made to stand out primarily by vivid description and 
vigorous recital, and also by the elimination of unessential detail. For example, 
the exceptionally good description of the colonial iron industry beginning on 
page 92 is much more valuable to the student in his understanding: of the 
colonial economy than any conceivable list of the tons of iron produced and 
the value of the product. 

The organization adopted is the traditional one which makes use of the 
Revolution, the Civil War, and the First World War as the dividing points. 
Within the four major divisions thus established separate chapters are de- 
voted to agriculture, industry, commerce, transportation, and finance. Other 
chapters are devoted to special developments that were significant in the 
various periods, such as those on “The American Revolution,” “Westward 
Ho,” “Industrial Consolidation and Regulation,” “Imperialistic Ventures, ” and 
“Economic Activities of the New Deal.” 

Many useful illustrations, maps, cartoons, and graphs are scattered-through 
the book. A few unfortunate errors occur, such as the one on page 530 where 
the operations of the member banks and the Federal Reserve banks in the 
issue of currency are confused, but in general the errors of fact are at a 
minimum. The attempt to include a background of European economic his- 
tory in the first few pages caused the author to generalize so broadly in some 
cases that the obvious omissions almost appear to be errors; but for those 
students completely lacking a background in European history even this 
inadequate treatment may be useful. 


+ 
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To the average economist the least satisfactory sections will probably prove 
to be those dealing with monetary and banking problems, price movements, 
and business cycles, In each major division the treatment of money and 
credit is brief and hesitating as though the author were anxious to move on 
to less complicated material. There is almost no treatment of price move- 
ments before 1920, except for such general statements as: “The deflation 
which accompanied the end of military demands and army contracts as well 
as the close of a profitable era in privateering brought problems which took 
time to solve,” which is found on page 153, in the treatment of the post- 
Revolutionary period. 

Beginning with the chapter dealing with the First World War a number 
of graphs showing movement of prices are included, but there is no real 
attempt to analyze these price trends or to use them in explaining the nature of 
the events that were taking place. In the treatment of price in the present war 
no attempt is made to correlate this material~with the government’s fiscal 
policy. Also in the chapter on the Civil War little use has been made of the 
excellent studies of government finance and price movements during that 
period. This is only one of many American economic history texts that fail 
to make adequate use of changes in prices, but to those economists who 
believe that price trends form the backbone of economic history this treatment. 
of prices will seem rather spineless. 

The sections dealing with business cycles are almost equally disappointing. 
Considerable space is given to the panic phase of the cycle, but the depression 
and prosperity phases are dismissed rather briefly. The effect of the-cycle upon 
industrial growth, agricultural discontent, volume of trade, and labor prob- 
lems is scarcely noted. No attempt is made to organize the facts in such a 
way that the student with some knowledge of business cycle theory might 
., check his theories against these facts. 

Despite these regrettable weaknesses Professor Bining has produced an 
undergraduate text that is well adapted for the course which has as its purpose 
the giving of a background in economic changes and the development of eco- 
nomic institutions either for the students of history or of economics. It does ` 
not meet the needs of the teacher who wishes to use the course in American 
economic history as another approach to the teaching of economic principles. 
’ But perhaps there are not many other teachers who join this reviewer: in 
awaiting rather impatiently the publication of a text that can be used in such 
a course. In the meantime Professor Bining’s text is recommended as one of 
the better books for use in the one-semester undergraduate course in American © 
economic history. 

i Lizut. R. Murray Havens, 
U. S. Army 


Opinions or assertions contained in this review are the writers own and are not to be 
construed as official or reflecting the views of the War Department or the Army service 
at large. 
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Economic Systems; National Economies; Post-War Planning 


The Myth of Open Spaces. By W. D, Forsyts (Melbourne: Melbourne Univ. 
Press. 1942.) 


The author in this volume fulfills a twofold task: he exposes the fallacies 
in much of the discussion of population problems, particularly with reference 
to Australia; and he analyzes clearly the difficulties and responsibilities in- 
volved in a continuance of Australia’s historic immigration policy. Australia 
has been chosen not only because W. D. Forsyth, as former research secretary 
for the Australian Institute of International Affairs and research fellow, 
School of Commerce, University of Melbourne, knows his country well, but 
also because the myth of the open spaces of the Australian continent has re- 
ceived such wide accéptance. 

That seven million people live in an area approximately the size of the 
United States has suggested to many that Australia possesses vast uninhabited - 
regions available for mass settlement. Actually the arable land of the continent 
is limited to the northern, eastern, and southeastern margins, and to an out- 
lying area in the extreme southwest. Two-fifths of Australia lie within the 


tropics, and even in the temperate regions in which settlement does exist, the. — 


lack of rainfall, the mountainous character ofthe land, or the quality of the 
soil restrict the possibilities of much further utilization of the land. 

If, however, in spite of these climatic and topographical difficulties, Aus- 
tralia, with further development of industry, could support, as has been 
suggested, an optimum population of twenty-five millions, where are these 
people to come from? Mr. Forsyth correctly and carefully discusses the popu- 
lation and migration trends of Australia as well as of the “most-favored” 
sources for Australian immigrants—the British Isles and the northern and 
western countries of Europe. All of these countries have experienced declining 
birth rates; only southern and eastern Europe remain a source of acceptable 
migrants, but the extent of emigration from these countries will be conditioned 
by the character of the post-war world. Asiatic sources for the peopling of 
Australia are unlimited, but to Mr. Forsyth (and even more emphatically to 
most Australians) these sources are not acceptable because of the social and 
economic problems such mass immigration would entail. And much more 
significantly, he indicates that such emigration from the crowded lands of 
Asia would not solve the problem of overpopulation and a low standard of 
living for the peoples there. He suggests instead, as a definite policy for Aus- 
tralia to support, international coöperation in the industrial development of the 
resources of Asia so that the peoples there will have opportunity for decent 
living standards. 

Although this book was written before the war, the conclusions which it 
offers are ones considered within the framework of two possible post-war 
worlds. If Australia finds herself in a world in which she and the other 
countries are competing for contracting markets, she is likely to turn toward 
an autarchic economy, and attempt to transfer her own surplus population 
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from primary production to industry. Thus the outlook for emigrants will 
not be bright. If Australia finds herself rather in a world of better internal 
and international economic conditions,.the heavily-populated industrial coun- 
tries will be less likely to provide emigrants since the economic stimulus for 
migration will be lacking. Permanent increases to Australia’s population will 
be made then, not by migration, but by continued efforts to provide the 
economic and social environment in which an increased fertility of Australians 
will result. 

It is unfortunate that a book which has such a sane and intelligent approach 
to the population problem of Australia should be introduced with a foreword 
by D. B. Copland which in its use of the mystical terms of “racial purity” 
reads like a Goebbels dispatch. Australia can not plan an immigration policy 
which demands that the rest of the world accept her right to her standard of 
living and to the “racial purity” which many claim maintains that standard 
without ‘fulfilling her responsibilities toward the economic standards of the 
rest of the world. Forsyth i is challenging his readers—Australian, British and 
others—to build a world in which the colored peoples will not look to war to 
find themselves homes and opportunity. 

MINNIE BELLE. 

Washington, D.C. 


Public Finance; Fiscal Policy; Taxation 


David A. Wells and the American Revenue System, 1865-1870. By HERBERT 
Ronatp FERLECGER. (New York: Roosevelt Memorial Assoc. 1942. Pp. 
338.) 

This is a biographical monograph on David A. Wells (1828-1898) and his 
rôle in the reconstruction of the federal revenue system after the Civil War. 
Dr. Ferleger has selected for the study the important period in Wells’s life 
when he served as Chairman of the Revenue Commission and Special Commis- 
sioner of Revenue. After introducing Wells the man, he follows the career of 
the early tax adviser to the government and recounts the story of tax revision 
in terms of Wells’s experiences. The historical study sheds light upon the 
political and revenue problems following the Civil War, although it is pri- 
marily an interpretation of Wells’s part in the post-war revenue drama. 

Wells displayed journalistic tendencies at Williams College and a liking 
for the sciences, Economics he studied also and apparently promptly forgot. 
After graduating he went to work for the Springfield Republican as assistant 
editor, where he learned more about writing and revealed mechanical ability 
by creating a paper folding machine. Yearning to know more about the 
sciences, he sold his interest in the machine and left his newspaper work to 
-undertake further study of the sciences at Harvard. After leaving the class- 
rooms he became the editor of a farm journal and soon began to write texts 
upon chemistry, geology, and other subjects which became quite popular. 
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When Wells moved to Philadelphia to edit the Pennsylvania Farm Journal 
he became familiar with Henry C. Carey: and his teachings which, he found, 
agreed with his own thinking. His contacts with’.Carey- stimulated further ` 
study of economics. For a time he was content, to follow along with Carey on 
protection. ` ' 

Wells rose to fame in 1864 with a varii on federal debt oblans, Our 
Burden and Our Strength, which he published to quell the doubts of .those 
who argued that the debt had created crushing national burdens. After taking 
stock of the nation’s wealth and income and its growing population, Wells 

‘maintained that the relative weight of the debt would diminish and that the 
national economy would not be crippled. He therefore urged his fellows to- 
“Thank God and take courage.” 

This much-needed tonic for a sagging public ioue was dispensed at a 
propitious time and before long the economic prophet was packing his’ bags 
to take a special position in Washington. The position was partly of his own | 
making: he was not a prophet who waited for mountains to move to him. - 

Wells was appointed chairman of a newly created Revenue Commission in 
1865 by the Secretary of the Treasury, Hugh McCulloch. The chairman gave . 
the Commission its scientific leanings. The other members were Samuel .S. 
Hayes, an amiable politician, and Stephen Colwell, an elderly ce ate 

_ lawyer who was a disciple of Carey. 

- The major responsibilities fell upon the willing shoulders of Wells, who 
proceeded to assemble the data necessary for a critical analysis of federal tax 
problems and recommendations for federal tax reforms. In the irredeemable 
paper currency and the onerous tax system he found the fundamental causes - 
of the nation’s economic distress. ee 

He first attacked the multitudinous internal revenues, which he thought — 
should be abandoned for a few productive revenues upon such commodities as 
alcoholic beverages and tobacco, with. promised gains in ease and cost of 
administration and in the removal of the harsh effects of taxes upon manufac- 
turing. His recommendations followed a careful weighing of statistical evi- 
dence and the testimony of numerous witnesses concerning the evil effects of 


the existing taxes. Besides urging tax reduction and simplification, Wells also > ` 


suggested the improvements in administration which would result from the 
use of stamps in collecting the beer tax. These recommendations were en- 
dorsed by Secretary McCulloch and turned over to Congress for action. A ` 
number of Wells’s suggestions were in time adopted. 

-In working upon the tariff, Wells was-at first content to devote his efforts 
to improving the administration, removing unequal burdens, and increasing 
revenues, As he gained experience with tariff legislation and witnessed’ the 
parade of vested interests which sought profits at the expense of consumers,.. 
and as he studied the alleged beneficial effects of protection, doubts arose in his 
mind concerning the economic validity of the arguments for high tariffs. The 


more he studied protection and tariff problems in the United States and Eng- . i 


land, the more he became convinced that tariffs should be lowered. However, 
he disguised his free trade leanings to all but a few confidants and worked for _ 
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tariff- moderation while publicly announcing from time to time, in reply to 
doubts from observers, that he still adhered to the protectionist school. 

In 1868 Wells gave active support to the Republicans in the presidential 
campaign, hoping that Grant, when elected, would appoint him as his Secre- 
tary of the Treasury. While Grant delayed his decision, Wells’s economic 
logic got the better of his political acumen and he confessed that he had joined 
the free traders. This was a signal for attack from both Republicans and 
Democrats with protectionist leanings and Wells’s hopes went glimmering. 

He was retained as Special Commissioner for a time, however, and he con- 
tinued to conduct his researches into the nation’s economic and revenue prob- 
lems. His final report, released as his office was about to lapse, was a parting 
blow at protectionist arguments and a comprehensive mobilization of data in 
defense of tariff moderation. 

Among Wells’s accomplishments was the effective research undertaken 
_ during his Washington service, which resulted in his keen reports on federal 

tax problems. They were rich in factual data and critical in their analysis. 
His recommendations influenced Congress to reform and reduce internal 
revenues and their administration. He fought a losing battle against protec- 

tion but he had the courage to hold to his convictions, 

Dr. Ferleger has succeeded in producing an illuminating and interesting 
narrative of Wells’s life in Washington. While he is generous in his praise of 
Wells, he does not spare Wells the man and admits his weaknesses. He per- 
haps exaggerates the influence of Wells upon tax revision after the war but his 
study will call the attention of tax students and economists in general to an 

, early economist in government employment, his aspirations and achievements, 
his failures and the problems hé encountered. The story is an interesting one 
and the period which it covers was critical in American history. 

ALFRED G. BUEHLER , 

University of Pennsylvania __ 


Money and Banking; Short-Term Credit 


Monetary Reform Movemenis—A Survey of Recent Plans and Panaceas. 

‘By Josera E. Reeve. Introduction by Wrttarp L. THorp. (Washington: 

Am. Counc. on Public Affairs. 1943. Pp. xiv, 404. Paper, $3.25; cloth, 
$3.75.) 

In the very first sentence of his book, Dr. Reeve asserts that “monetary 
reform is distinctly a depression industry” and devotes the remainder of his 
book to a description and analysis of the main monetary reform movements in 
America during the most recent depression. No person is a monetary reformer, 
according to Reeve, unless he believes that the monetary, banking, or fiscal 
system has an important rôle in causing business fluctuations and proposes 
positive measures designed to control the volume or velocity of the circulating 
medium toward the ultimate goal of ending depressions. Consequently, pro- 
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ponents of the gold standard are, for the most part, not included. He further- . 
more limits the discussion to those monetary. reform proposals which .com- 
manded some public attention, although he has examined a large number 
` which never received any public support. 

The book is divided into four parts. In the first section, Reeve traces the 
history of monetary reform movements in the decade 1929 to 1939. He shows 
that as the depression became more intense, the agitation for monetary reform 
became more widespread and the suggested remedies more bizarre. During 
that decade great pressure was exerted upon both Congress and the President 
to embark upon programs of monetary expansion. Reeve traces the course of 
most bills presented to Congress, analyzes arguments for them, and describes 
- the character of popular support upon which each depended. The adroit- 
political maneuvering to which the various monetary reform blocs resorted 
in order to stimulate public and Congressional support is also traced. Further- 
more, the success of the monetary program which was finally adopted is 
measured in terms of its objectives. In the second section, Reeve considers 
in detail the case for monetary expansion as set forth by three exponents who . 
were most successful in arousing popular interest and securing political 
action—Father Charles E. Coughlin, Senator Elmer Thomas, and Professor ~ 
Irving Fisher. In presenting Coughlin’s program for monetary reform, Reeve 
explains that his summary may make it appear somewhat more consistent than 
it actually was—-an opinion with which this reviewer, remembering the jumbled 
Sunday afternoon harangues; agrees. While recognizing that Coughlin merely , 
touched on the fringes of the subject, Reeve suggests that he may deserve some 
small. credit for recognizing the need for some eventual limitation on the 
volume of currency in order to prevent inflation. 

The second leader discussed is a Congressional proponent of inflation, 
Senator Elmer Thomas. Reeve finds him to be more of a political opportunist 
whose thinking on monetary subjects, although clearer than Coughlin’s, was - 
not too realistic. Reeve states that the Senator was to be given credit for noting 
the futility of open market purchases in the early stages of the depression but | 
likewise he has found Thomas failing in offering a plan for general over-all 
stabilization, once the new price level has been attained. 

The third representative of the monetary expansionist school, Irving Fisher, ` 
is given a somewhat longer treatment, His thought is traced from the original 
“compensated dollar” to his proposal for the adoption of 100 per cent money. 
While conceding the obvious fact that Fisher’s monetary reform proposals are 
more realistic than the others, Reeve asserts that “with his genius for making 
difficult ideas appear simple, he over-simplified some of the fundamental 
problems.” Reeve believes that Fisher was the most influential of the monetary 
reformers, although his influence was exerted only indirectly. 

Reeve next turns to an analysis of the major proposals for monetary wtona 
Although he recognizes that it makes strange bedfellows in a number of cases, 
in order to reduce a multiplicity of monetary proposals to manageable pro- 
portions, he has classiñed monetary reforms intó five distinct types: legal 
tender currency expansion, fiscal inflation, silver schemes, alterations of the 
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` traditional gold standard, and employment of the banking system for monetary 
expansion. Miscellaneous proposals which cannot be classified are discussed 
in a separate chapter. 

The traditional arguments for and against legal tender currency expansion 
are reviewed, but Reeve concedes that this method might be used to control 
business fluctuations if the psychological fear of printing-press money did not 
lead to unmanageable shifts in the velocity of circulation. 

The case for fiscal inflation is presented in terms of proposals for “capital 
budgets, and “cyclical budget balancing,” rather than in terms of proposals 
for the expansion of public works. While pointing out that the critics have , 
virtually forced abandonment of the idea of annual budget balancing, Reeve 
does not believe that the proposals for “cyclical budget balancing” have been 
sufficiently well developed to serve as guides for fiscal policy makers. The 
_ statement that fiscal spending is necessary to maintain our “mature” economy 

_ is questioned, He suggests that while the age of extensive expansion has come 
to an end, the possibility of intensive expansion still remains. He does not, 
however, explain whether the intensive expansion will promise sufficient capital 
earnings to induce investment. Certainly, return upon low cost housing does 
not seem to-have induced the investment of large amounts of private capital. 

All in all, Reeve indicates that the success of fiscal inflation is dependent upon 

other factors, 

The case for silver is treated, ¢ as it should be, as having political rather than 
economic merits. Into this chapter, Reeve compresses all the arguments ad- 
vanced in support of the monetization of silver and painstakingly points out 
the “half-truths, and superficial rationalization” inherent in all of them. It is, 
of course, too much to hope that, having been able to withstand the onslaught 
for years, the “silver” senators would abandon their cause under the attack 
of Reeve. 

Most proposals for the alteration of the gold standard have little merit, 

- according to Reeve, although he recognized the necessity of abandoning the 

gold standard in 1933. Here, his analysis is confined for the most part to a 

summary of the arguments which raged after 1933 over the Warren-Pearson 

plan for gold devaluation and over the objectives of price stabilization and 

_ the mechanics of accomplishing it. In discussing the possibility of reconstruct- 
ing an international gold standard, he summarizes most of the arguments that 
are now being used in connection with the world bank proposals, Reeve- 
rejects both the rigidity of the gold standard and the fluidity of free exchange 
rate fluctuations, and apparently looks with favor upon a compromise which 
has come to be called the “key-country” approach. He notes, however, the 
dangers inherent in such a compromise. 

In, commenting upon monetary expansion via the banking system, Reeve 
notes that a commercial banker can make two contributions to speed recovery. 
He can liberalize loan policies and purchase government securities. Some sug- 
gestions for the liberalization of supervisory policies are also approved, but. 
in the end Reeve concedes that the influence of the commercial banking system - 
is “largely indirect and environmental.” In passing, the reviewer would like 


~ 


` 
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“to note that the liberalization of commercial banking lending policies during 
-periods of depression is not quite as simple as it would appear. A bank cannot, 
in the name of liberalized credit policy, make loans for the construction of 
rockets to the moon, nor can it refrain from taking measures to protect its _ 
depositors when. a company obviously approaches bankruptcy. 

Turning to more drastic methods of banking reform, Reeve discusses the 
100 per cent money proposal. He does not hold much hope for its success, 
since he suggests that it might lead to the creation of money substitutes. To 
the suggestion for establishing government guarantees for loans he is not - 
particularly sympathetic, except in borderline cases. He fears, as do most 
bankers, that government guarantees may lead to political credits. 

In appraising the reform movement of the thirties, Reeve concedes that . 
monetary reformers “deserve credit for recognizing that deflation is a part of 
the monetary process,” but he does not give blanket approval to their solu- 


tions. He forecasts that, although monetary reform movements are quiescent -` 


at the present time, they will come to the front again if the post-war years are 
depression years, 

Reeve has undertaken in the book the difficult task of summarizing and 
evaluating monetary reform movements during the period of their greatest 
activity. All reformers are treated sympathetically, but sometimes he has had 
to dig very deep in order to find a point to commend. A study of the conflicting 
proposals for monetary reform was needed to round out the picture of the 
American economic system in the depression, and Dr, Reeve has produced a 
book which tells that story well. He introduces in passing some of the over- 
tones to the monetary controversies with references to Will Rogers and Gypsy 
Rose Lee. In short, Reeve has written a well-balanced and well-organized 
history of the period. The conflicting arguments are presented fairly, and 
Reeve’s comments upon them reflect a thoughtful and critical appraisal. 

GEorcE W. COLEMAN 

Mississippi Valley Trust Co. 


International Trade, ‘Finance and Economic Policy 


The Anglo-American Trade Agreement—A Study of British and American 
. Commercial Policies, 1934-1939. By CARL Kremer. E Prince- 
ton Univ. Press. 1943. Pp. xv, 270. $3.50.) 


This is an excellent book embracing careful scholarship and critical judg- - 
ment in an area in which there are so many favorable biases in the literature 
of other workers in the field, not to mention the studied and calculating 
language used in official statements. Kreider has made use of the Anglo- 
American Trade Agreement in critically evaluating British and American 
commercial policies in the 1930’s. This approach to a study of commercial 
policies has the great.advantage of providing in a most specific way tests to 


! 
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verify whether the reasoning with respect to commercial policy can be recon- 
ciled with its implementation. 

Kreider, after a very brief review of British commercial policy, American 
commercial policy, and the scope of the reciprocal agreement, analyzes the 
agreement in terms of whether or not commercial policy was substantially 
changed. This analysis for Britain is made in terms of (1) the trade agree- 
` ment in the British trade agreements program, (2) its impact on the Ottowá 
system, and (3) its impact on British agricultural and industrial protectionism. 
His conclusions are that the agreement was an aberration from other agree- 
ments that made up the fairly well-known British bilateralist trade agreements - 
program of the 1930’s; that the agreement did not substantially alter the 
Ottawa empire preferential system; and that neither British agricultural nor 
industrial protectionism was substantially changed. 

Lest Americans ignore Article VIL of the Master Lend-Lease Agreement 
signed February 23, 1942, and providing for nondiscriminatory treatment of 
international commerce to be conducted after the war, and lest they ignore 
Minister Atlee’s admission that this would apply to empire preference, they 
are urged to read Kreider’s chapters on the British trade agreements program 
` and the impact of the Anglo-American trade agreement upon the Ottawa 
- system. It is not amiss to indicate Kreider’s discussion of the objections of 
the United Kingdom “in principle to preferential systems for contiguous 
territories outside the empire.” Of one of the British statements Kreider says, 
“A statement of this kind made during a conference designed to establish one 
of the most far-reaching preferential systems that the world has witnessed 
is hypocritical in the extreme.” Kreider shows that the Ottowa system was 
modified but its principle was not contested. One reciprocal credit for the 
great debits of lend-lease is found in the first (1942) victory for the principle 
of nondiscrimination in international commerce. The size of this credit, how- 
ever, will depend upon the vigor with which the United States sees that the 
principles shall find implementation in’commercial policy after the war. 

With respect to agricultural protection Kreider notes that “the value of 
the agreement to American agriculture arose from concessions made by the 
British Treasury rather than by the agricultural interests.” He also observes 
that the agreement, did little to alter the British system of industrial pro- 
tectionism. In this connection another British statement concerning the im- 
portation of foreign films (one of the large imports of Britain from the United 
States) Kreider terms “ a neat tergiversation which it would be naive to con- 
sider a confusion of thought.” 

_ What has been said is plainly critical with respect to British commercial 
policy, Kreider has ably marshalled the evidence. In addition to the sub- 
stantial tariffs Britain erected in the inter-war period there is fairly wide- ` 
spread familiarity with the British bilateralist trade practices of the 1930’s 
. and her more recent bilateralist philosophy for the coming post-war period. 
Turning to the United States, the first admission that should quickly be made 
is the admission that United States tariffs are high tariffs. But beyond this 
Kreider shows that one great commercial policy issue between the United 
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States and Britain is the issue of nondiscrimination vs. discriminatory bi- 
lateralism. Kreider makes clear that the United States, with the exception of 
an aberration in policy in the case of the British quota treatment for United 
States hams, vigorously maintained its nondiscriminatory policy. Though ~ 
agreement, as has been mentioned, has now been reached in favor of the 
American position further implementation of that agreement is hardly begun. 
In his final appraisal that “judged by the standards of the conventional 
theories of international trade the Anglo-American Agreement was sadly 
lacking” and that “neither Britain nor the United States made important 
changes in their policies of protection” Kreider has made clear the nature of 
the task ahead. 
ARTHUR R. UPGREN 
Minneapolis 


Foreign-Trade and Exchange Controls in Germany. U. S. Tariff Commission, 
report no. 150, 2nd ser. (Washington: Supt. Docs. 1942, Pp. xi, 294. - 
35c.) . . 

The United States Tariff Commission has made public its report on the 
methods and policies of German foreign trade control with special reference 
to the period 1931-39, This bulletin has appeared in plenty of time to make 
clear to everyone interested in post-war problems the nature of German 
trade practices in the period just before the war. We shall need this informa- 
tion in discussing post-war trade and financial relations between states. It is 
a pity that what we know now was not so well understood ten years ago. 

The apparent reason for the institution of a strict governmental control of 
the movements of trade across Germany’s frontiers originally lay in the- 
financial breakdown of July, 1931. The German government attempted to 
maintain somé sort of trade with the outside world, and at the same time 


to. retain the full domestic value of the German reichsmark. After the Nazis - 


assumed power in 1933 the discrepancy between the real and ‘nominal values 
of the reichsmark widened. Germany was well advanced along the road of 
credit inflation at home, and Dr. Schacht needed all his wiles to prevent a new - 
depreciation of the mark from sapping the confidence of the German people 
in the economic stability of Hitler’s regime. For this main reason the existing 
foreign trade and exchange controls were progressively tightened until Ger- 
many became almost completely cut off from normal commercial relations 
with the outside world. iS 
Even if this system of strict control at the frontiers had been benevolent in 
“ intention and mild in operation it would still have succeeded in cutting down 
trade to a bare minimum. One reason for this lay in the multiplicity and ' 
complexity of the regulations themselves. New decrees were published so 
rapidly that American government representatives could not keep pace in 
translating and dispatching them to Washington. In order to avoid excessive 
cable expenditures I was compelled to cable the U. S. Department of Com-. 
merce only very brief summaries of new decrees as they came out and in 
mentioning specific changes in tariff rates I was restricted to the mention of 
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only most important items. The American consulate in Berlin was swamped 
with the job of translating government decrees and was usually far behind 
in this task. 

When.the text of new laws and decrees was published,. printed copies were 
‘piled on the floor beside the desk of the unhappy translator, who worked from 
the bottom of the pile. This pile usually stood higher than the top of his desk. 
In ordinary trade practice there is a normal lapse of several weeks or months 
. between the placing of an order for foreign goods and the final -shipment to 

the customer, During this period so many changes: in regulations could and 
did take place that business men became discouraged and were unwilling to 
make new contracts. 
It soon became apparent after 1933 that the German trade and exchange 
restrictions were primarily designed to benefit the Germans at the expense 
_ of the foreign world, that there was no real mutuality in trading with nazi 
Germany, and that the German policy was designed to operate for a short 
‘period only. This period was the time of Germany’s rearmament and prepara- 
tion for world war. The Nazis could hardly have expected their system to 
last very long. They were bound to run out of “foreign suckers” sooner or 
later, but the system worked for a time and allowed the Germans to acquire 
fresh stores of needed raw materials on credit largely through their network 
of clearing and payment agreements and at the ultimate expense of their 
creditors. Such a system is essentially dishonest and violates the fundamental 
-principle of fair commercial dealings, that a sale must benefit both buyer 
and seller if wholesome business relations are to continue. Nazi economists 
argued that the payment of debts owed to foreign creditors should not take 
` precedence over the maintenance of living standards of the German people. 
Included in this standard of living was first of all the ability to rearm on a 
huge scale. 

An examination of the .statistics of trade movements between Germany 
and a number of other countries has been included in the volume as published 
by the Tariff Commission. These figures show how the German authorities 
used the plight of their suppliers to obtain additional advantages from them 
and how the Germans succeeded i in dominating the trade of some of their 
smaller neighbors. 

Whilé this study presents an accurate account of the regulations and decrees 
which were put into effect by the Berlin government, it cannot very well 
give much of the spirit which was behind them and in which they were applied. 
This nazi state of mind was characterized by a cynical disregard for the in- 
terests of other countries. This was nowhere more clearly expressed than by 
Dr. Schacht himself in a public address. He was speaking about the deprecia- 
`. tion of the reichsmark abroad and he stated, “It is only the Reichsmarks for- 
eigners own that have depreciated. The marks we own retain their full value.” 

In effect this was jeering at the unhappy position of foreigners who were . 
the holders of German currency and German obligations. It was Dr. Schacht’s 
own decrees, particularly those which forbade the reimportation of German © 
currency and securities into the country, which caused most of this de- 
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preciation. If foreign holders had the annda l in Germany’s future which 
Dr, Schacht expected them to show, they would have from. necessity been. 
obliged to hang on to their reichsmark holdings for a very long time, possibly 
until the successful conclusion of several nazi wars, when they could cash in. 
This would have made them involuntary, long-term creditors and in many 
` cases creditors who were not able to draw interest on their investments. 

Dr. Schacht’s cynicism about Germany’s financial -integrity went so far 
that he even seemed to take pleasure in the distress of foreign. creditors, 
and he enjoyed the sensation of confusing and bewildering them. I well re- 
member one occasion in 1936 when I accompanied the American Secretary 
of Commerce, Daniel C. Roper, on‘a visit to the Reichsbank. Secretary Roper 
was naturally interested in the way Germany was financing her rearmament 
and inquired of Dr. Schacht, “Just how do you get the funds for all this?” 
With a merry gleam in his eye the German financial wizard reached high ` 
into the air with his long bony hands and made the motion of plucking leaves 
off imaginary trees as he said, “I just pick the money out of the air.” 

Another prominent feature of the administration of German financial anid 
trade control was the arbitrary power given to certain individuals in the 
German government to pass upon the applications of business firms for ex- 
change permits. Since the authorities had set up advisory committees repre- 
senting the main branches of German industry, the wishes of leading German 
firms carried great weight in the approval or rejection of permits to their 
associates and competitors. i 

Inevitably this practice of arbitrary decision led to official corruption. It 
became well known in Berlin that successful applications. for exchange per- 
mits should be accompanied by tangible rewards. Sometimes these ran into. 
high figures, Curiously enough, in many cases small gifts of rare articles were 
very successful in obtaining needed official documents. It was reliably re- 
ported that the standard bribe of two cartons of American cigarettes would 
usually insure the granting of exchange permits in doubtful cases, when 
there was no substantial objection. Some of the German officials had acquired 
the un-German habit of smoking American cigarettes with their characteristic |. 
flavor and could no longer be satisfied by the domestic brands, The exchange - 
and tariff regulations brought the cost of an ordinary 15-cent packet to the `. 
price of 6 marks in tobacco stores and 9 marks plus 10 per cent tax in hotels _ 
and night clubs. This price raised them to the status of real luxuries, presents ` 
fit for a Nazi bigshot. 

A re-reading of the German foreign trade and exchange regulations 
deepens my conviction that this sort of trade control must never happen again, - 


“ 


that import and export quotas and foreign exchange controls are sharp-edged ` ` 


-weapons which ought not to be used in peacetime trade between civilized | 
countries, that they are in essence arbitrary and unfair, lead to favoritism 
and corruption, to discrimination between nations and individual traders, and 
eventually to war. , . 
DoucrLAs MILLER. . 
Washington, D.C. i 
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Business Finance; Insurance; Investments; Securities Markets _ 


Life Insurance: Trends and Problems, Edited by Davin McCanan. Huebner 
Foundation lectures. (Philadelphia: Univ. of Pennsylvania Press, 1943. 

| Pp. xiii, 247, $2.00.) a 

This book consists of a series of twelve lectures given under the auspices of 
the Huebner Foundation (set up to provide fellowships and graduate scholar- 
ships and otherwise assist in training at the University of Pennsylvania) 
during the academic year 1941-42, with a brief Introduction by Thomas I. 
Parkinson, president of the Equitable Life Assurance Society and Chairman 
of the Coöperating Committee for the S. S. Huebner Foundation for Insurance ' 
Education. 

The lectures are by leading representatives of the life insurance business, 
mostly presidents or vice-presidents of life insurance companies, They are _ 
grouped in three parts in the book: Part I, Public Aspects Relating to Life 
Insurance (2 lectures); Part II, Significant Trends and Problems Affecting 

‘Life Insurance Costs (5 lectures); and Part IN, Significant Trends and De- 
velopments in Distribution and Public Understanding of Life Insurance 
(S-lectures). 

The first paper in Part I on “Insurance Supervision” by Leroy A. Lincoln, 
president of the Metropolitan Life Insurance Co., is a hasty survey of state 

_ supervision with the emphasis on best practice. There is about. three-fourths 
of a. page on the Temporary National Economic Committee investigation 
which tells what it was authorized to do, but nothing of what it did. “No 
legislation has so far resulted from that inquiry.” The last topic in this paper ` 
is “Advantage of Decentralized Regulation and Supervision.” The point of 
view is at the opposite pole from that of insurance executives of a generation 
ago when the case of New York Life vs. Deer Lodge County, Montana, was 
framed:to bring again before the Supreme Court the question of state or 
federal control of insurance. 

The other lecture in this part, “A Philosophical View of Life Insurance” by 
Frank L. Jones, vice-president of the Equitable, it seems to this reviewer, 
throws more light on Mr. Jones’s admiration for life insurance than upon life 
` insurance as a conscientious teacher would want to present it to his class. 

The papers in Part II get down to earth and are much better. In his paper 
on “Life Insurance Company Investments,” Frank J. Travers, second vice- `. 
president of The Lincoln National Life Insurance Co., discusses frankly some 
of the important and difficult problems at present facing the investment 
officers of the companies. Equally frank and pointed is the paper by President 
Adolph A. Rydgren of the Continental American Life Insurance Co. on “The 
Significance of Reduced Interest Earnings.” The next paper, “Some Problems 
of Life Insurance Medical Selection from Past to Present,” by Dr. Donald B. 
Cragin, medical director of the Aetna Life Insurance Co., is well written and - 

‘not without interest, but this reviewer believes a better picture of life insurance 
underwriting for the prospective insurance teacher could have been given by 
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one of the actuaries or lay underwriters serving on the underwriting committee 
of one of the large companies. 

The paper on “Contemplated Changes in Mortality Tables, Reserve Bases 
and Non-Forfeiture Values,” by E. E. Rhodes, vice-president ‘of The Mutual 
Benefit Life Insurance Co., presents a well-established mutual company view 
critical of the changes which have by now been enacted in most of the states: 
having large life insurance interests, though not yet mandatory. It seems a 
bit unfortunate that there is not also a paper presenting the view of those 
supporting the new plan of reserves and nonforfeiture values. The concluding 
paper of this part, “Comparative Net Cost Factors in Ordinary, Group and 
Industrial Insurance” by Valentine Howell, vice-president and actuary of 
The Prudential Insurance Co., presents some interesting figures and ably 
defends industrial life insurance against the popular attack on it as being 
needlessly costly. 

President M. Albert Linton of the Provident Mutual Life Insurance Co. is 
unusually well-qualified by training (like Rydgren, Rhodes and Howell, he is 
an actuary, a former president of the Actuarial Society of America) and 
experience (as vice-president of his company he gave attention for several 
years to its agency system) to discuss “Research in Life Insurance Distribu- ' 
tion.” The paper is informative and thought provoking. The next paper on 
“The Present and Future of Sales Research in Life Insurance” by John Mar- 
shall Holcomb, Jr., manager of the Life Insurance Sales Research Bureau, 
gives a good presentation of the codperative work in this field done by life 
insurance companies through the bureau. 

The paper on “Comparative Services in the Distribution of Ordinary, ii 
dustrial and Group Life Insurance” by Paul F. Clark, vice-president of Jobn 
Hancock Mutual Life Insurance Co., meanders a good deal over the nature 
of life insurance, the contributions of Dr. Huebner and the American College 
of Life Underwriters to the development of a better type of life insurance 
field representatives, a defense of industrial life insurance, and the changing 
pattern of income distribution in the United States and its probable effect on 
life insurance distribution, and closes with emphasis on the anti-inflationary 
service of life insurance, In the next paper Joseph H. Reese, general agent of 
The Penn Mutual Life Insurance Co., gives a good description and discussion 
of the “Organization and Functions of the Agency in Modern Life Insurance 
Distribution.” An understanding of this is, of course, essential to an understand- 
ing of life insurance in its present-day practice. 

The series closes with a paper on “A New Era in Public Understanding of 
Life Insurance” by Holgar J. Johnson, president of the Institute of Life In- 
surance. In this Mr. Johnson discusses the need in any business of good public 
- relations-and the bases of good public relations and relates the publicity work 
of the institute, probably more or less familiar to readers of this review, to 
this end.. 

A. H. MOWBRAY 

University of California ' 

Berkeley 
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Ti Public Control of Business; Public Administration; 


National Defense and War 


Wartime Price Control, By Grorce P. ApAms. Foreword by CHARLES O. 
Harpy. (Washington: Am. Counc. on Public Affairs, 1942. Pp. x, 153. 
Except for one chapter on “Recent Developments,” this book deals largely 
with price control in the last World War. The significant chapters cover in 


`- outline the work of the Food Administration, the Fuel Administration, and . 


the Price Fixing Committee, together with two final chapters of analysis and 
evaluation. The author treats successfully many of the problems and activities 
of the price agencies without becoming immersed in a welter of detail; 
indeed, his analysis is at time sketchy. 

The failure of the Food Administration to control the meat packing industry 
caused President Wilson to request the Federal Trade Commission to investi- 
„gate, which brought the Commission into more or less continuous conflict 
with the War Food Administration. Among the price-fixing agencies, only the 
Federal Trade Commission seems to have placed major emphasis on bringing 
prices down. f 

The successful handling of the equalization plan on sugar in 1918 was 
perhaps the most interesting job of the Food Administration. The Congress 
fixed a minimum price for wheat. The author, curiously, relegates to a foot- 
note the fact that the increase in wheat acreage was accompanied by a decline 
in corn acreage. The War Food Administration failed to tie up a program on 
feed grains and livestock. wes 

The handling of copper is indicative of the Price Fixing Committee’s ap- 
proach. The cost of producing a pound of electrolytic copper ranged from 8.7 
to 32 cents. Eighty-seven per cent of the output was produced at 20 cents per 
pound or below. The committee was unwilling either to lower the price from 
the 25-26 cent level or to use other means of differentiating the output. Again 
and again, the Federal Trade Commission urged pooling and the abandonment: 
of the bulk line principle. 

_ The author appears unable fully to make up his mind regarding the dogma 
that higher prices increase production, The failure of the Federal Trade Com- 
mission “to get its way meant, in effect, that governmental economy and 
control of the cost of living were subordinated to the need for enlarged output” 
(p. 101). Yet, he pointed out earlier in connection with the same problem of 
bulk line pricing that “the very high cost mines often showed less than half 
the tonnage per employee usually obtained in their district and their elimina- 

` tion [was] an economical advantage to a district in releasing labor to more 
efficient mines” (p. 51). Furthermore, in a brief discussion of the general price 
freeze, the author points to the fact that the Germans were able to freeze 
prices without being plunged into economic chaos or without suffering pro- 
duction failures. Unfortunately, he does not follow through with any explana- 
tion of why. 

One of the most important developments in the technique of price control 
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was the purchase of the entire wool clip in 1918, the machinery for which 
was devised by the Price Fixing Committee. While the operation appears to 
have been successful; in a technical sense, wool prices were stabilized at three 
times their pre-war level. 

Late in 1918, the Price Fixing Committee was of the opinion that the cotton: 
textile prices were too high. As the result of the pressure of the industry, how- ` - 
ever, the existing prices were maintained and the board issued this interesting. 
statement: “The Committee wishes it to be understood that the prices enu- 
merated . . . are not endorsed as just and reasonable, ... . It is not recom- 
mended by any implication that these prices must now be paid by the’ 
Government, by the Allies, or by the public. .. .” (p. 98). 

The author’s treatment of profits, which does not really get into the prob- 
lem of a profits standard for price control, concludes with this comment re- 
garding the burden of inflation: “What does matter is the fact that the various 
price-fixing agencies permitted profits-to be made which fully compensated 
for the increase in the cost of living” (pp. 107-08). 

The book is characterized by judicious, if cautious, comment on many of 
the significant questions arising out of wartime price control. The analysis 
is suggestive but is not fully developed. 

Don D. HuMPHREY 

Washington, D.C. 


-The American Patent System, An Economic Interpretation. By WruLL1AM B. 
BENNETT, (Baton Rouge: Louisiana State Univ. Press. 1943. Pp. vi, 259. 
$3.00.) | . 

It is within the past two decades that we have become fully aware of the 
existence of the United States patent system as a truly dynamic factor in our 
national economy, Emergence of that awareness has fostered a wealth of 
exploratory literature analyzing, probing, explaining, attacking, or defending . 
the various aspects and ramifications of this unique system. Yet the writings 
in the field have only in small part presented a completely economic analysis 
of this most significant economic institution. Attention has heretofore been ` 

- centered primarily on legal analysis; on defining the precise boundaries of `. 

the patent right; and on charting for the patentee an ascertainable course of 
conduct through a maze of technicality. ` 

Unique then is the approach of Dr. Bennett’s thesis. For, as its title 
implies, it is concerned with an analysis of patent practices from the stand- 
point of economic theory, rather than from that of*the traditional legalistic 
examination, which must apparently turn primarily on precedent and logistics. 
Here are the teachings of Adam Smith, Thorstein Veblen, and John Stuart 
Mill applied to an investigation of the patent system; here are the charts, 
curves and tables of the economist used as the basis for analysis of such 
questions as motives of inventors, patents and antitrust law, terms of license’ 
agreements, and patents and international trade; here are such concepts as 
“monopolistic competition,” “monopsony” and “oligopsony” introduced into 
the consideration of the effect of patent practices. 
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This emphasis on the economic significance of patents is well merited, Oc- 
casionally the courts will establish for realistic reasons a variation on a rule, 
the offspring of an unvoiced economic consciousness and conscience, only to 
allow the variation itself to solidify when a body of encrusting precedent sur-. 
rounds it—and new cases are decided by rote rather than by reason. 

Only with the awareness and acceptance of the economic realities inherent 
in each situation will the courts be enabled to achieve results consistently in 
accord with the public interest. So it is that the study of elasticity of demand, 
marginal cost curves, and limited competition assumes a significance far 
beyond the academic, a significance at least paralleling that attaching to such 
concepts as restraint of trade and unreasonable monopoly: more traditionally 
the center of discussion in this field. 

The author’s conclusions are of interest in view of intense recent agitation 


. for wholesale rewriting of the patent laws: “Basic changes in the patent laws 


$ 


literature in the field. 


are neither desirable nor necessary. They are undesirable because any re- 
duction in the patent grant would tend to have an adverse effect upon inven- 
tive activity. Changes in the patent laws are unnecessary because the offending 
practices are really against the public interest, which the government monopoly 


policy should protect.” 


Dr. Bennett’s specific proposal is that monopolies: be recognized as falling 
‘into two categories—those founded upon restriction and those based on 
efficiency. While “the traditional antitrust policy is the proper one for deal- 
ing with monopolies that are founded on restriction of output and unfair trade 
practices,” where a monopoly is based upon efficiency “the public interest is _ 
sérved best by encouraging expansion and concentration, and regulating the 
resultant monopoly to assure that the economies are passed on to consumers.”’ 

The book is readable and the subject is timely. It is regrettable, however, - 
that the manuscript itself is already somewhat out of date. With the exception 
of a brief discussion of international patent agreements, which is based on the 


_ Senate Hearings in 1942, the entire volume indicates an early composition 


which has not been revised. This has led to a few glaring inaccuracies such as 
the repeated reference to the consent decree in the suit against the Glass 
Container Industry which, in fact, proceeded to trial and resulted over a year 
ago in a decision for the government and which is even now before the 
Supreme Court. But it is doubly unfortunate in that the manuscript is some 


„three years behind times in its review of legal developments in the field, and 


lacks the benefit of a veritable flood of pertinent literature which has appeared 
since 1940. 

However, the economic analysis of the diverse phases of the patent system 
is excellent, and is as timeless as is our entire body of economic thought. The 
book is unique in its approach, and presents a definite contribution to the 


LAURENCE I. Woop 
Washington, D.C. 
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War-time Price Control in New Zealand. By H. L..Wıse. (Melbourne: Whit- 
combe and Tombs. 1943. Pp. 79. 3s. 6d.) 


In this small volume, H. L. Wise, a member of the New Zealand Price 
Tribunal, outlines the measures taken to control prices in that country during 
the current conflict. The discussion of New Zealand controls is preceded by-a 
general statement of the methods and objectives of price control (chaps. IZ and 
and III), practically all of which was taken verbatim from my Government 
Price Fixing (Pitman, 1938) without acknowledgment. 

New Zealand had established machinery for and was fixing many prices ~ 
before September, 1939, so that the transition to wartime control required 
fewer readjustments than in other countries. These pre-war controls are -out- 
lined briefly. Upon the outbreak of the war all prices were frozen and prior 
permission was required to raise them. Rising costs of imports, which play an 
important rôle, necessitated higher prices; but these increases were restricted 
to the actual amounts involved and could only be applied to the products 


which incurred higher costs. The measures to restrict profiteering were supple- .- 


mented two years later by the specific fixing of prices of many items con- 
tained in the cost of living index. Finally, late in 1942, the number of products 
subject to direct price control was extended considerably, and rents and 
wages were frozen, Further increases in wages were made dependent upon 
increases in the cost of living and take the form of a bonus paid under pre- 
scribed conditions. Subsidies are also used where necessary. 

In considering applications for price increases, the Price Tribunal estab- - 
lished the following principles designed to keep increases moderate: (1) Only 
the actual increase in costs is permitted and only on that part of the supply 
incurring the higher costs. (2) Where gross profits margins are “excessively 
high” increased costs must be absorbed by the seller. Prices may not be raised 
to cover replacement costs but under appropriate circumstances the cost of 
new-and old stocks may be averaged. 

Following the discussion of the above developments, a major section (about 
one quarter of this small volume) is devoted to outlining the specific measures 
taken for. designated groups of products. Although the problems of price 
control are not detailed, special mention must be made of one major excep- 
tion, namely; an excellent section dealing with -the problems of fixing farm 
prices, particularly fruits and vegetables (chap. XIV). 

Most of the volume is concerned with a description of the measures taken 
to control prices with little emphasis upon the effects which appear to have 
been similar to those in other countries. Thus, there are passing references, 
without detailed discussion, to such familiar developments as black markets, 
disappearance of low price and low profit lines, pyramiding of prices because. 
products were passed through the’ hands of an excessive number of middle- 
men, the difficulties of enforcing prices when they vary between sellers, and 
irritation and misunderstanding by the public because certain prices rose 
substantially more than the average of living costs. 

Mr. Wise observes that “complete stabilization of the prices of all com- 
modities appears to be impracticable and the most that can be ‘achieved in . 
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such circumstances is the stabilization of a relatively small number of selected 
lines” (p. 29). Such a program requires comprehensive controls to stabilize 
important cost of living items and must be supplemented by a general anti- 
profiteering policy to limit “unreasonable” increases in other prices. Other 
‘measures of control (e.g., priority system, licensing, etc.) are required to pre- 
vent an undue diversion of resources into these relatively uncontrolled fields. 

Mr, Wise does not indicate the extent to which these supplementary controls 
were introduced, 

The author has been concerned primarily with the measures to fix the prices 
of particular products. Except for the brief discussion of wage policy, no 
information is given concerning the environment (peculiarities of New Zea- 
land economy, political arrangements, other controls, fiscal policy, etc.) in 
which price control must operate and the special pressures which are affecting 
prices. While the importance of fiscal policy as a supplement to price control 
is mentioned, the size of the budget, the source of revenues, relationship to 
` national income and similar data vital: to an evaluation of price policy are 
not presented or discussed. The inclusion of such material would have im- 


proved the usefulness of the volume and given the reader a:better picture 


of New Zealand controls. But in the limited area covered, Mr. Wise has given 
us a workmanlike picture of the structure of direct price control which will 
_ prove very useful to those interested in making international comparisons. `` 
: Joves BACKMAN ` 
New York University 


Marketing; Domestic Trade 


History of Macy’s of New York, 1858-1919. By Raru M. Hower. Stud. in 
bus. hist. no. VII. (Cambridge: Harvard Univ. Press, 1943. Pp, xxvii, 
~500. $3.75) 

‘This book is the‘ first volume of a proposed two-volume history of 
R. H. Macy and Company. The second volume is not to be written until after . 
the end of the present war, The author is assistant professor of business 
history in the Graduate School of Business Administration, Harvard Univer- - 
_ Sity, and this study is the seventh published in the series of Harvard Studies 
in Business History which is under the editorship of Professor N. S. R. Gras. 

Dr. Hower has done a prodigious amount of work in his attempt to secure 
trustworthy information for this interesting and valuable report. Old files, 
_ Newspapers, correspondence, store records, credit reports, published ma- 
terials in books, interviews with old employees, and other possible sources of 
information have apparently been utilized in a profitable manner. Approxi- 
mately 65 pages of the book are used to cite references and to give illuminat- 
ing comments and interpretation with reference to the text material. The book 
. represents an attempt of a scholar, as distinguished from a journalist, to write 
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a history of a business firm in a Spia style. The flow of the story has been 
facilitated greatly by placing footnote references and commentaries in a sec- 
tion at the end of the book; many readers, however, are likely. to find a con- 
siderable part of the book somewhat tedious. It is a relief to find a history 
of a business firm that is not given over to an _ exaggerated eulogy of the 
founder of the organization. ` f 
The author outlines the transition of Macy” 3 from a small proprietorship, 
through several different partnerships, to the present corporate form of 
` organization. He presents a moving biography of the founder and significant 
facts, evaluations, and comments concerning two generations of the Straus 
family; he traces, in some detail, the development of a small retail store of `, 
1858 through its various growing pains to the large department store of 1919. 
A short epilogue gives some interesting information for the period beginning ~ 
with 1920. This is the period to be covered in the second volume.: The book - 
gives a somewhat sketchy history of retailing in the United States, with some 


illuminating sidelights on large-scale retailing in England and France..The . 


author places his major emphasis on the problems, methods, and ‘policies 
of retailing rather than on personalities. Considerable attention is given to 
the influence of economic, social, and political factors on the policies and 
practices followed by the management during the period of evolution. The 
effect of competition on management, organization, and policies, in the .° 
retail field is clearly demonstrated. 

This particular book furnishes valuable material to illustrate the general 
principles of management as they may be applied in the retail field; it 
emphasizes the dynamic character of the problems met in merchandising 
during a period of rapid industrial growth, and during an era when drastic 
political -and social adjustments were transpiring. While the impact of ex- 
ternal factors on management is strongly stressed, the author does not over- 
look or underestimate the necessity for management to make essential change, 
and modifications in internal factors so as to bring organization, policies, and 
practices in harmony with the controlling external forces, The particular de- . 
velopments within the firm, for example, were not “inevitable” but came’ 
about as a result of ‘the decisions of certain individuals. They might have 
decided otherwise; some competitors did. 

The author contends that the American department store grew out of 
American conditions and was not copied from or modeled after Paris or 
London stores of similar kind. He believes that the development of depart- 
ment stores in the United States, England, and France was in response to 


similar forces and conditions existing more or less simultaneously i in the three a 


countries. 


Dr. Hower points out the changes in policy and practice of Macy’s toward `. 


diversification, integration, and specialization in merchandise and in functions,” - 
and states quite convincingly that these changes were the result of decisions 
based on the influence of current conditions. Thus, a retailer finding his 
volume of sales growing might find it profitable to engage in wholesaling, 
importing, and even manufacturing. Later conditions might make it more 
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advantageous for him to give up some of these activities because, for certain 
reasons, he could secure his merchandise on better terms from specialized 
wholesalers, importers, or more efficient manufacturers, Growth in size of 
‘population, a more concentrated market, improved local transportation fa- 
cilities, improved delivery equipment, and increased purchasing power, among 
other factors, made it profitable to increase the variety and quantity of goods 
carried. Competition was a potent factor in moulding merchandising prac- 
tices. The author goes into considerable detail to establish the causative 
factors for a large number of changes made during the period covered. The 
supplementary comment with reference to retailing in general is one of the 
valuable contributions of this work. 

. The author does a service in pointing out that, although Macy’s stressed 
“one-price” and “sale for cash,”.a small number of other merchants appar- 
ently were following similar methods, and a few had established such practices 
before the time of Macy. The policies of delivery of merchandise and of 
satisfaction guaranteed or money returned were in limited use in the United 
States, England, and France during the early period covered by the book, 
although these practices were not widely used. 

Macy seemed to have recognized early in his merchandising career the 
efficacy of advertising. At times he used more advertising, in proportion to: 
his volume of sales, than his competitors. His major theme was low price. 
He emphasized his ability to secure goods that could be sold at prices lower 
than those asked’ by his competitors. Later on the policy of selling comparable 
goods at a fixed percentage below prices of competitors was established and 
forcefully publicized, 

Dr. Hower goes into considerable detail to indicate how growth in size 
and changes in external conditions made necessary changes in organization, 
. policies, procedures, and practices. He presents, for example, an illuminating 
picture of the earlier methods of accounting, rating, stock-control, pricing, 
and profit determination, and shows the inadequacy of these methods. When 
management became aware of the defects, it began the difficult task of making 
the necessary changes to secure effective direction and control. 

This history of Macy’s illustrates the reaction of a retail establishment to 
its environment and also indicates the influence of the firm upon its environ- 
ment. The driving force, business acumen, and the human frailties of person- 
alities are given due emphasis. The management did not represent perfec- 
tion; mistakes were made; personnel was changed. The development and 


o expansion of the firm reflected the managerial capacity in control at stated . 


periods. Increased size made necessary a higher degree of specialization in 
organization, delegation of authority, and the more definite placement. of 
responsibility. The problem of locating sources of managerial talent was 
recognized and provision for adequate training of selected individuals for 
administrative tasks was made. The second volume will doubtlessly show, 
among other things, how the management met the problems generated by the 
depression of the thirties and by the present war. 

This is a difficult book to review because of the mass of detail involved. 
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The reviewer recommends its reading by those especially interested in busi- 
ness history, marketing, and business organization and operation. 

"i J. FREEMAN PYLE 
University of Maryland 


Labor and Industrial Relations 


Economics and Problems of Labor. By Par Tarr. (Harrisburg: Stackpole 
Sons. 1942. Pp, xx, 994. $4.00.) l 

This is an up-to-date version of the traditional American text in the field 
- of labor and industrial relations. If labor texts could be divided into those 
concerned primarily with (1) “labor economics” and (2) “labor problems,” 
Taft’s text would fall into the latter group. 

The book is well outlined, written in a straight-forward, readable style, 
and the publishers are to be commended on its legibility. The arrangement 
of the subject matter follows the usual pattern, progressing from “problems,” 
to a discussion of wages, a history of trade unionism, an outline of union 
structure, a description of collective bargaining, and concluding with a state- 
ment on theories of social reform. Taft has worked into his treatment of each 
of these subjects references to current developments and has drawn upon re- 
cent monographs which have added notably to the available literature, particu- 
larly in the field of collective bargaining and labor relations. Included is a 
revision of his chapter on “labor and the war” from An Introduction to War 
Economics, prepared by Brown University economists, 

The section on union history in the United States is one of the best out- 
lined and clearest presentations available. The discussion of collective bar- 
gaining is also unusually complete and interesting. It is illustrated with ‘de- 
scriptions of the history and practice of collective bargaining in a dozen 
leading industries, including coal, clothing, steel and trucking. The attention 
given to the dynamics of union operation, as well as to union structure, is a 
welcome contrast to some earlier texts. 

‘ The rather extended treatment of unemployment probably reflects the in- 
fluence of the 1930’s on the thinking and writing of economists. Compara- 
tively little attention is paid, on the other hand, to labor movements in foreign 
countries, which are discussed principally in relation to “theories of social 
reform.” In preparing students for an understanding of post-war develop- 
ments, a More complete discussion of the part played in Europe by the 
economic and political organizations of labor would not be amiss. Light 
treatment is also given to the discussion of government control over labor 
disputes, despite its growing ` importance and many implications. Only one- 
third the space is assigned to it that i is given to the discussion of industrial 
accidents and diseases. 

Though by no means an apologist for danaa labor in the United States, 

Taft is sympathetic to it. He views organized labor as a “conservative force” 
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in aat and consequently believes that industry should show a “codperative 
spirit.” This follows very closely the thesis developed so thoroughly by Selig 
Perlman, “Academicians who attack labor organization in the name of ‘un- 
fettered production’ perform a job for- reaction. Destruction of unionism 
would lead to industrial absolutism and monopoly, and not to the unshackling . 
of industry. For the common man the world’over, the trade unions represent 
_@ means whereby adjustments may be made slowly without recourse to 
violence and destruction.” 
The author believes that the tactics and outlook of organized labor must 
i ‘change, however, in coming years. With the increasing importance of the 
- state and of welfare legislation, the opposition of Samuel Gompers to politi- 
cal action is outdated. Economic action will increasingly be supplemented by 
political activity. With the growing strength of the state and of the unions, 
increased control by the government over both their internal and external: 
operations can be expected. This control will take the form of guarantees 
of democratic functioning, forced accounting for funds, elimination of rack- 
_eteering, and enforcement of contracts, among other requirements. Now that 
labor organizations are coming of age in this country, they should develop 
. a philosophy and program which. will embrace the welfare of the entire 
working class and, beyond it, of the nation. This will mean abandonment of 
support for selfish and antisocial policies of individual unions, 
The emphasis of the book is primarily on description rather than analysis. 
It will appeal most to those students ‘who are satisfied to know “what” 
rather than “why.” For example, in the discussion of unemployment, less 
than one-tenth the space is devoted to theories explaining the volume of 
employment and the remainder is a description of types of unemployment and 
methods for its alleviation, such’ as public works. More words are written 
on work relief than on an economic analysis of the causes of unemployment. 
The great controversy between the classical and Keynesian schools is dis- 
missed in two and one-half pages, the same number of pages given to an 
outline of the administrative procedure of the United States Employment 
Service. In the discussion of wages, ten pages are assigned to wage theory as 
compared with more than fifty on trends of wages, methods of wage payment, 
etc. In the section on trade union tactics, also, little space is given to cause 
and effect as compared with description. The analysis of the bases for and 
the effects of trade union wage policy is very brief and rather superficial. 
The inclusion of information to supply background and a discussion of 
related fields to give a well-rounded picture, makes the book most useful to 
students who have had little elementary training in economics, or who are 
unlikely to take work in related fields. A short summary is presented of 
economic history since the Middle Ages, of the structure of the American 
economy, of population problems and of business cycle theory, Each of these 
discussions is less adequate than that in the standard text in elementary 
economics. It is questionable, consequently, whether they are necessary 
‘appendages to a labor text. Interest in the book may be dulled for those 
students to whom this material is a review since it comes in the early part 
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of the book. It might be- better to bean directly with a discussion of labor 
problems or of organized labor. 

Taft has also chosen to make the book comprehensive, so that the student 
who is unlikely to take other work in related fields is made aware of theories 
of social reform and the details of social insurance. If this were not done, 
many students might be left quite ignorant of these subjects. On the other < 
hand, it is particularly difficult to cover adequately theories of economic re- 
form as a side light to a course in labor and consequently the treatment must 
be somewhat inadequate. 

These comments, on the indlusion of background material and of a dis- . 
cussion of related subjects should not be construed as a criticism of Taft’s © 
text. Other textbook writers, facing the same problems regarding scope of 
content, have come to the same conclusion. It is always possible, where the 
background of the student can be relied upon and where courses on related 
fields are available, for the teacher of the text to omit certain sections of the 
book, 

Again, in common with the standard textbook approach, the student is 
offered a smörgåsbord treatment of controversial subjects. The various points 
of view on such questions as wage cuts in a depression, and the effect of 
technological changes on the volume of unemployment, for example, are pre- 
sented as problems for the student to solve with little guidance. This does 
create the aura of impartiality around the book, but leaves the student in 
some frustration asking, “What is the answer?” Most students are sufficiently 
sophisticated to avoid accepting unthinkingly the answers of any one author, 
but they do like to know his. positions on perplexing issues and the bases for 
them. 

Every textbook writer faces, among other difficulties, ‘the task of choosing 
between description and analysis, and between encyclopedic coverage and 
concentrated treatment of selected subjects. Taft has made the customary 
choice in both instances. His text is an excellent example of its type and a 
welcome addition to the field. 

5 , CLARK KERR 

University of Washington 


Population; Migration; Vital Statistics 


Population Problems. By WARREN S. Tmomrson. 3rd ed. (New York: 
McGraw-Hill. 1942. Pp. xi, 471. $4.00.) 

The third edition of Warren S. Thompson’s Population Problems is an ex- 
cellent recasting of the main structure of his earlier editions to include such 
revisions of fact and theory as recent rapid advances in demographic studies 
have made necessary. It includes new chapters on “The Future Growth 
of Population in the- United States and its Consequences” and “Further 
Comments on the Economy of a Stationary or Declining Population.” The 
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earlier chapters on “The Optimum Population” and “The Control of Popula- 

' tion Growth” have been omitted, and there are two new chapters on national - 
population policies: Throughout there is a careful distinction between objec- 

tive facts and the author’s interpretation of those facts. The reviewer thinks 

-it much the best general treatment of the subject and has found it a highly 

effective and stimulating text for an introductory class. 

Many sections of the book merit more extensive discussion than is possible 
here. For example, the treatments of the problems of large cities, population 
quality, factors affecting trends in fertility, migration, and population policy 
are informative, thoughtful, and, as must be the case in a comprehensive text, 
provocative of controversial comment. However, for economists, particularly ` 
in the present world setting, the most stimulating and controversial sections 

_of the book are those that deal with the relation of population change to war . 
and international policies, and the views of resources, trade, and migration 
that underpin them. 

“Thompson urges the need of growing nations for larger resources, referring 
especially to Japan, Italy, and Germany with a forcefulness, honesty, and ` 
courage that is eloquent testimony to the freedom of American scholarship. 
Moreover, his record as a prophet commands a hearing. To an extent that 
seldom happens, he is in a position to say, and does in effect say, “I told 

ou so.” In point of fact, much of his discussion of these matters is almost 
verbatim quotation from his Danger Spots in World Population, written in 
1929 as a prediction. It now reads just as well as a description of the past, 
and, Thompson believes, is still a valid warning for the. future. 

In his own words, “The author’s thesis here is that the changing rates of 
population growth are an important factor in creating changing pressures of 
population on the resources available to different peoples and that these 
changing pressures if disregarded are almost certain to lead to violent at- 
tempts to effect new adjustments more favorable to the growing people. It ` 
is the author’s belief that the present war is in large measure the consé- 
quence of past disregard of these changing pressures of population on re- 
sources and that if in the peace conference which is to come this situation 
is not faced frankly and honestly the war will have been fought largely in 
vain” (p. 262). He argues that “. . . the sensible thing to do was to make 
territorial and economic adjustments to take care of these changes in numbers 
until such time as man did purposefully control his numbers, In my opinion 
the alternative to making these adjustments voluntarily is war, which not 
only seldom solves the problems which have led to it but is an extremely 
costly process both economically and spiritually” (pp. 278-79). 

The reviewer finds himself in substantial agreement with the view that _ 
differences in the rate of population growth, among other things, make im- 
possible the maintenance of a rigid status quo, and that attempts to stop 
change will lead to war in the future as they have in the past. Nor has he any 
serious quarrel with the view that sensible policy requires territorial and 
economic adjustments. However, Thompson: makes it clear that he attaches 

` an importance to territorial adjustment that.the reviewer does not share, and 
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suggests changes that are both unrealistic and unwise. Thus he believes that_ 
the large areas held essentially out of use by the major colonial powers should 
be put at the disposal of growing powers that are in a political position to 


become trouble makers, i.e., Japan and Italy (e.g., pp..271 and 277). moe f 


Germany would benefit is less clear. 

Granted a United Nations’ victory, this proposal is politically -unrealistic 
and, the reviewer thinks, demographically unwise. Thompson proposes not 
the reorientation of an archaic colonial system which is becoming possible 
now that colonial powers are losing their drive, but a revitalization of that 


system in the hands'of new aggressive powers. In effect, he suggests that the . 


all too limited: empty spaces of the world should be used to satisfy those 
claims that can be most powerfully urged, not necessarily those that offer 
the best opportunity to give permanent relief. In the reviewer’s opinion, such 
a policy runs heavy risks. Nations that make the most effective use of popula- 


tion pressure as a rationale for expansion, on acquiring new territories, begin 


to urge the need for population to exploit that territory, as the recent be- 
havior of Japan, Italy, and Germany proves, Placing ample and self-sufficient 
territory at the disposal of aggressively inclined nations is surely not the way 
to obtain peace for a longer period than that required for the consolidation 
of the new territories. 

It must be admitted that, if Thompson’s views of the potentialities of 
industrialization, and of the nature and scope of world trade are sound, his 
case for territorial adjustment is a strong one. Whether his views are sound 
is less a matter of economic theory than of the future political facts governing 
economic organization. Theoretical considerations are, however, involved. In 
many respects population pressures do not mean too many people in any dif- 
ferent sense than they mean too little product. They may. be relieved by 
moving people to resources or by moving resources, in the form of raw ma- 
terials and goods, to people, or more realistically, by both means. It seems 
to the reviewer. that Thompson underestimates the possibility of moving 
materials and goods rather than people. 


In the case of Japan he says: “There are, however, some very good reasons, 


why Japan cannot long support a rapidly growing population by increased 
industrialization and increased foreign trade” (p. 94). He then goes on to 
point out that she is poor in raw materials; has no special fund of technical 


skill that gives:-her an advantage over Western countries; has no advantage - 


in cheap labor, for China’s labor is cheaper and in some respects more effi- 
cient; and finally, because she came late into the field of foreign trade and 
finds it difficult to expand that trade, especially in a world that increasingly 
strives for self-sufficiency. 

Dearth of resources is of course a handicap, but with free access to world 
markets, and with present transportation costs, it is not an insuperable ob- 
stacle, as the recent experience of Japan has demonstrated. We may also 


grant that Japan’s fund of technical skill is not large compared with that in - 


the West, and even, for purposes of the argument, that the “cheaper labor” 
of China is in some respects more “efficient.” Still Japan could trade and on 
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terms not necessarily incompatible with both population growth and a rising 

general level of living. 

_ Here and in much of his discussion of industrialization, Thompson im- 
- plicitly bases his argument on two fallacies: (1).that trade flows along lines 
- Of absolute instead of comparative advantage, and (2) that there is almost 
a fixed demand for industrial commodities. In his view, if China proves able 
to make textiles in competition with Japan, Japan’s market is gone. A sounder 
view would seem to be that a China able to employ its now inadequately 
utilized labor supply to produce textiles would by so much increase the level 


of living and the command of commodities, thus creating an excellent market ` « 


for Japanese products, perhaps even Japanese textiles. 

Whether the products bought would be textiles or whatnots would depend 
on whether they, -of all the commodities produced in Japan, occupy the most 
- favorable market position for export. It would not depend on Japan’s ability 
to produce them “more efficiently” than China in some absolute sense. In the 
long run the comparative efficiencies of production would be reflected in the 
' levels of per capita income of the two countries, but there is no reason to 
-` suppose that China’s gain would be Japan’s loss; in fact, quite the contrary. 

. The final point concerning Japan’s trading handicaps in a world tending 
toward self-sufficiency is a prediction, and one that the facts may well justify. 
- If, however, the only alternatives to renewed warfare are the accession of 
-large territories by growing and aggressive powers, or the stemming of the 
trend toward autarchy, the choice of the latter seems preferable and quite as 
realistic. . 
From a demographic point of view there are equally compelling reasons to 
commend industrialization and trade as the important way of relieving popu- 
‘lation pressures. In the long run, relief of population pressure in congested 
. areas of rapid growth must come from a reduction in birth rates. As Thompson 
rightly insists, such reductions cannot be expected to come rapidly, particu- 
larly in the East where effective government and a modicum of sanitation 
have reduced death rates but have left virtually untouched familial and other 
social structures that yield high fertility. Nothing will induce a decline in 
fertility more rapidly than the rapid extension of urban industrial life. 

To the reviewer, the industrialization of Japan and Italy, and a world 
order that makes this possible, appear to present at once the most effective 
means of relieving present population pressures and of preventing new ones 
from developing. The remaining open spaces of the world afford a valuable 
but definitely secondary source of relief, It is to be hoped that they can be used . 
in ways that will yield permanent rather than temporary relief. It is doubtful 
that such use would be obtained either by perpetuation of the past colonial 
. regimes, or by establishing new and more vigorous ones. Surely the coming 

; prace offers an opportunity for more constructive solutions, 
Frank W. NOTESTEIN 
Ofice of Population Research 
Princeton University 
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FAvLENER, H. U. American economic history. 5th ed. (New York: Harper. 1943. ‘Pp. 
xxiii, 784. $3.75.) 

Gorpacan, E. F. Charles J. Bonaparte, patrician reformer. Stud, in hist. and pol. set, 
ser. LXI, no. 2 (Baltimore: Johns Hopkins Press, 1943, Pp. 150. $1.50.) 

Hicxrs, J. D. A short history of American democracy. (Boston: Houghton Mifflin. 1943. 
Pp. 905. $4.) 

Hurwitz, H. L. Theodore Roosevelt and labor in New York State, 1800-1900, Stud. in 
hist., econ. and public law, no. 500. (New York: Columbia Univ. Press. 1943. Pp. 316. 
$3. 75. ) 

Nevins, A. and Hacxrgr, L. M., editors. The United States and its place in world affairs; 
1918-1943. (Boston: Heath. 1943. Pp. 622. $3.25.) 

PAINTER, S. Studies in the history of the English feudal barony. Stud. in hist. and pol. 
sci. ser. LXI, no. 3. (Baltimore: Johns Hopkins Press. 1943. Pp. 211. $2.) 

STEELE, F. R. Nusi real estate transactions. Am. oriental ser. vol. 25. (New Haven: Am. 
Oriental Soc. 1943. Pp. 83.) ; 

“Economic gleanings from archeological research.” 

SwisHer, C. B. American constitutional development. Dii Houghton Mifflin. 1943. 

Pp. xii, 1079.) 


Economic Systems; National Economies; Post-War Planning 


Aurricat, H. World organization—an annotated bibliography. (New York: Woodrow 
Wilson Memorial Library. 1943. Pp. 16.) 


ON ane a 
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\BALAKRISHNA, R. Industrial development of Mysore. (Bangalore, Mysore: Author, 
Maharaja’s College, Mysore, South India. 1940. Pp. xii, 319. Rs. 5.) 

Brtitersy, J. R. Economic reconsiruction—a study of post-war problems. Nat., indus. 
and regional planning, vol. 1. (New York: Macmillan. 1943. Pp. 396. $5.) 

. Benton, W., and others. The economic system—today and tomorrow. Lessons of war, no. 2. 
(Chicago: Univ. of Chicago Round Table. 1943- Pp. 26. 10c.) - 

Bonnet, H. Outlines of the future; world organization emerging from the war. (Chicago: 
World Citizens Assoc, 1943. Pp. 135. 25c.) 

Brown, W. A., Jr. The future economic policy of the United States. Am. looks ahead no. 8. 

‘ (Boston: World Peace Found. 1943. Pp. vi, 101. 50c.) 

. Coarman, J. India—the road to self-government. (New York: Norton. 1943. Pp. 152. 
$1.75.) 

‘Dean, V. M. The U.S.S.R. and post-war Europe. Foreign pol. repts., vol. 19, no. 11. 
(New York: Foreign Pol. Assoc. 1943. Pp. 18. 25c.) 

Freyn, H. Free Ching’s new deal. (New York: Macmillan. 1943. Pp. 295. $2.50.) 

- Horsory, L. W., editor. War and peace aims of the United Nations, September 1, 1939- 
December 31, 1942. (Boston: World Peace Found, 1943. Pp. xv, 730. $2.50.) 3 

JouNsEn, J. E., compiler. World peace plans, Reference shelf, vol. 16, nó. 5. (New Ores 
Wilson. 1943. Pp. 281. $1.25.) 

LAMONT, C. Soviet Russia and the postwar world, (New York: Nat. Counc. of Am.-Soviet 

i Friendship. 1943, Pp. 24. 5c.) t 

LATTIMORE, O. America and Asia; problems of today’s war and the peace of tomorrow. 
Foreword by Admiral H. E. Yarnatz. (Claremont, Calif.: Claremont Colleges. 1943. 
Pp. 58. $1.75.) t 

Macrenze, De W. T. India’s problem can be solved. (Garden City: Doubleday. 1943. 
Pp. 275. $3.) 

Marcuam, F. G. Canada, member of the British Commonwealth and good neighbor of. 
the United States. Curriculum ser. in world hist., no. 1. (Ithaca: Cornell Univ. Press. 
-1943. Pp. 78. 40c.) 

Mariano, J. H. Outlines for post-war planning (a syllabus of suggestions, plans, ideas). 
(New York: Nat, Pub. and Labor Rel. Service Bur. 1943. Pp. 40, 60c.) 

MOTHERWELL, H. Rebuilding Europe—after victory. Pamph. no. 81. (New York: Pub. 

- Affairs’ Committee, 1943. Pp, 32. 10c.) 

PurnaM, J. The modern case for socialism. (Boston: Meador. 1943. Pp. 179. $1.50.) 

After the war, full employment, post-war planning. Rev. (Washington: Supt. Docs. 1943. 
Pp. 22. 10c.) 

Economic problems of the post-war—bibliography, selected and annotated. (Washington: 
Chamber of Commerce of the United States. 1943. Pp. 22.) 

Post-war planning in Britain: unofficial post-war planning, 1939-1943. (New York: 
British Information Services. 1943. Pp. 78.) 

Post-war problems. Proceedings of the American Philosophical Society, vol. 87, no.°2. 
Symposium at Philadelphia, Feb. 19-20; 1943. (Philadelphia: Am. Philosophical Society. 
1943. Pp. 78. $1.) 

Prefaces to peace. (Chicago: Am. News Co., Baker and Taylor, and McClurg. 1942,.1943, 
Pp. 449. $3.50.) , 

Contains the complete books, One World, by Wendell Willkie and Tke Problems of 
Lasting Peace, by Herbert Hoover and Hugh Gibson, and sections from The Century of 
the Common Man, by Henry A. Wallace and The World of the Four Freedoms, by 
Sumner Welles. 

Puerto Rico: hearings [Senate Territories and Insular Affairs Committee], 77th Cong., 
2nd sess., pursuant to S. Res. 309, authorising an investigation of economic and social 
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conditions. Dec, 1942. (Washington: Supt. Docs. 1943. Pp: 178. 20c.) 
Seven reports on Italian economic adh fad problems. (New York: Internat. Research 
Serv. 1943. Pp. 48, mimeo.) 


Your stake in the peace; a study course on the problems of the future we face. (New .. 


York: Commission to Study the Organization of Peace. 1943. Pp. 32. 10c.) 


Statistics; Economic Mathematics; Accounting 


Hetss, C. A. Accounting in the administration of large enterprises. Dickinson lectures in 
accounting, 1942-1943, (Cambridge: Harvard. 1943. Pp. 76. $1.25.) 

May, G. O., and others. Dickinson lectures in accounting : Improvement in financial 
accounts; The position of the public accountant in relation to business and government - 
in Great Britain; Recent and prospective developments in accounting theory. (Cambridge: 
Harvard. 1943. Pp. 140. $2.) 

-Mrrs, F. C. Prices in a war economy—some aspects of the present price structure of the 

‘U.S. Occasional paper 12, Our econ. in war ser., no. 4. (New York: Nat. Bur. of 
Econ. Research. 1943, Pp. 102.) g 

Suvcer, H. W. Standardized accountancy in Germany. Nat. Inst. of Econ. and Soc. 
Research, occasional paper 5. (Cambridge: Univ. Press, New York: Macmillan. 1943. ° 
Pp. 68. $1.50.) : 

TANNERY, F, F. State accounting procedures, (Chicago: Pub. Admin. Service. 1943. Pp. 464. 
$5.) 

Waucu, A. E. Elements of statistical method. 2nd ed. (New York: McGraw-Hill. 1943. 
Pp. xix, 532. $4.) 

Waoraxer, G. H. Business mathematics for college students. (New York: McGraw-Hill 
1943. Pp. 195. $1.50.) 

Wears, F. L. Minois business activity, 1937-1942, Bur. of econ. and bus. research bull. 
ser, no. 64. (Urbana: Univ. of Dlinois. 1943. Pp. 76.) 


Sixteenth census of the United States, 1940. Agriculture. Vol. 3. General report, statistics 
by subjects. (Washington: Bureau of the Census, 1943. Pp. 1092. $3.) 

. Agriculture. Cross-line acreage, special study, farms reporting and acreage by place 

of enumeration and by location of acreage, with relationship to all farms, by counties, 

with a summary for the United States, 1940 and 1935. (Washington: Bureau of the 

Census. 1943. Pp. 311. 55c.) 

. Agriculture, territories and possessions. Alaska and Hawaii; Guam, Samoa, Puerto 

Rico, Virgin Islands. (Washington: Bureau of the Census. 1943. Pp. 306. $1.50.) 

. Agriculture. Abandoned or idle farms, number and acreage, statistics for counties 

and summary for the United States, special study. (Washington : Bureau of the Census, 

1943. Pp. 201. 45c.) 

. Agriculture. Handbook; descriptions, and illustrations of the uses of agriculture 

census statistics in education, business, research, and visual analysis; with explanations 

of the technique of tabulation and procedures. (Washington : Bureau of the Census. 

1943. Pp. 245. 45c.) 

. Business, 1939. Vol. 4. Construction. (Washington: Bureau of the Census. 1943. 

Pp. 397. $1.50.) 

. Drainage of agricultural lands. Synopsis of drainage lows. washington: Bureau 

of the Census. 1943. Pp. 475-683. 45c.) 

. Housing. 3rd ser, Characteristics by monthly rent baal Pennsylvania. (Washing- 

ton: "Bureau of the Census. 1943. Pp. 101. 25c.) 

. Housing. 4th ser. Mortgages - on owner-occupied nonfarm houses: New Jersey, 

New York, Ohio, Waskington. (Washington : Bureau of the Census. 1943. Various pp. 

15c; 25c; 20c; 15c.) 
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. Housing. 4th ser. Mortgages on owner-occupied nonfarm houses. Suppl. A. Homes 
built in 1935-1940, districts of 250,000 or more. Suppl. B. Homes occupied by non- 

" white owners, selected states and cities. (Washington : Bureau of the Census. 1943. 
Pp. 265; 65. 50c; 20c.) 

4 Irrigation of agricultural lands. Tabular and graphic presentation of specified 

statistics. (Washington: Bureau of the Census. 1943. Pp. 42. 15c.) 

. Irrigation of agricultural lands. United States summary, irrigation enterprises, 
areas, works, investment indebtedness, maintenance and operation, water used, payroll 
and employees, and crops. (Washington: Bureau of the Census. 1943. Pp. 90. 30c.) 

———. Manufactures, 1939, Outlying areas. (Washington: Bureau of the Census. 1943. 
Fp. 38. 15c.) 

. Population, Vol. 2. Characteristics by sex, age, race, nativity, citisenskip, sduvation: : 

employment Status, occupation and industry. Pt. 2. Florida, Iowa. (Washington: Bureau 

of the Census. 1943, Pp. 1002. $2.75.) 

. Population. Characteristics of persons not in the labor force, 14 years old and 

` over. (Washington: Bureau of the Census. 1943. Pp. 117. 25c.) 

. Population: Characteristics: Puerto Rico. (Washington: Bureau of the Census. 

1943, Pp. 82. 20c.) 

. Population. Education, occupation and kousekold relationship of males 18 to 44 

ida old. (Washington: Bureau of the Census. 1943. Pp. 23. 10c.) 

. Population. 3rd ser. The labor force (sample statistics), industrial characteristics. 

(Washington: Bureau of the Census. 1943. Pp. 174. 40c.) 

. Population. 4th ser. Characteristics by age, marital status, relationship, education, 

and citizenship: Arkansas, Calif., Colo., Del, D.C., Idaho, IN., lowe, Kans., La., Mich., 

Miss, Moni., Neb., N.M., N.C., New York, Ohio, Okla., R.I., S.D., Texas, Utah, Vt., 

Wyo. (Washington: Bureau of the Census. 1943. Various pages and prices.) 

. Population. Special report on institutional population, 14 years old and over. . 

(Washington: Bureau of the Census. 1943. Pp. 361. 70c.) z 

. Population and housing. General characteristics: Virgin dslanas: (Washington: 

Bureau of the Census. 1943. Pp. 22..10c.) 

. Population and housing. Statistics for census tracts and community areas: Chicago. 
(Washington: Bureau of the Census. 1943. Pp. 467. $1.) 

Statistics of income for 1940. Pt. 1. Compiled from individual income and defense tax 
returns, taxable fiduciary income and defense tax returns, estate tax returns, and gift tax 
returns. (Washington: Supt. of Docs. 1943. Pp. 303. 30c.) 



































Business Cycles and Fluctuations 


Basson, R. W. If inflation comes; what you can do about it. Rev. ed. (Philadelphia: 
Lippincott. 1943. Pp.. 240. $1.35.) 

Public Finance; Fiscal Policy; Taxation 7 

Curran, K, J. Excess profits taxation. Introduction by A. G. Buemxer. (Washington: 
Am. Counc. on Pub, Affairs. 1943. Pp. vii, 203. Cloth, $3.50; paper, $3.) 

Hicxs, J. R. and Hicks, U. K. Standards of local expenditure; a problem of the inequality 
‘ of incomes, Nat. Inst. of Econ. and Soc. Research, occasional paper 3. (New York: 
Macmillan. 1943. Pp. 61. $1.25.) 

Lz Rossionor, J. E. Inflation and how to Scotch it. (Lincoln, Neb.: State Jour. Printing 
` Co. 1943. Pp. 22.) _ 

MORTON, W. A. British finance, 1930-1940. (Madison: Univ. of Wisconsin Press. “4943. 
Pp. xil, 356.) 

Suerarp, E. F. and Woon, W. B. The financing of public schools in Michigan.-Govt. stud., 
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no. 13. (Ann Arbor: Univ. of ‘Michigan Press. 1943. Pp. 139. 60c.) 


Swan, H.'S. New York City’s debt and future capital outlays. Foreword by: R S. Cums. 
(New York: Inst. of Pub. Admin. 1943. Pp. vi, 51.) - ~ 


Zorr, H. America’s sin egerint: the budget balancer. (Boston: Bruce Humphries, 1943.. 
Pp. 159. $2.) 
Recent trends in state revenues. ‘(Chicago: “Federation of Tax Admin. 1943, Pp. 55. $1.50.) 


Current tax payment act of 1943: questions and answers containing an analysis relative ` 


to Public Law No. 68, “An act to provide for the current payment of the individual 
income tax, and for other purposes,’ approved June 9, 1943: (78th Cong., ist sess., H. 
doc. 237.) (Washington: Supt. Docs. 1943. Pp. 33. 10c.) > ; 
Income tax: hearings [Senate Financé Committee], 78ih Cong., 1st SESS., ON H R. 2570, to 
provide for the current payment of the individual income tax, and for other purposes.. 
Rev. May, 1943. (Washington: Supt. Docs. 1943. Pp. 104. 15c.) i 


Money and Banking; Short-Term Credit 


Usuer, A. P. The early history of deposit banking in Mediterranean Europe. Vol. 1. 
Econ. ser. vol. LXXV. (Cambridge: Harvard Univ. Press. 1943. Pp. xx, 649, $5.) 

Waittiesey, C. R. The effect of war on currency and deposits. Occasional paper 11, Our 
econ. in war ser., no. 3. (New York: Nat. Bur. of Econ. Research. 1943. Pp. 50. 35c.) 

ZARKER, H. E. Conversion of commercial bank funds. Foreword by H. Stronær. (Cam-- 
bridge: Bankers Pub. 1943. $1.50.) z 

Federal Deposit Insurance Corporation: annual report for the year ended Dec. 31, 1942. 
(Washington: Supt. Docs. 1943. Pp. viii, 116.) 


Federal Reserve act: hearings [House Banking and cise Committee], 78th Cong., 
Ist sess., on H.R. 1699, to amend sec. 12B and sec. 19. Rev. Mar. and Apr. 1943, i 
(Washington: Supt. Docs. 1943. Pp. 149. 15c.) Bi 

Federal Reserve notes: hearings [House Banking and Currency Committee], 78th Cong., ' 
Ist sess, on H.R. 2634, to extend the period during which direct obligations of the 
United States may be used as collateral security for Federal Reserve notes.. Rev. May, 
1943. (Washington: Supt. Docs. 1943. Pp. 42. 10c.) 

Stabilization fund: hearings [House Coinage, Weights and Measures Committee], 78th ` : 
Cong., 1st sess., on S. 991, to extend the time within which the powers relating to the - 
stabilization fund and alteration of the weight of the dollar may be exercised. Pts. 1 and 
2, Apr., 1943. (Washington: Supt. Docs. 1943. Pp. 66; 67-286. 10c; 30c.) 


International Trade, Finance and Economic Policy 


BARTON; J. L. The Near East relief, 1915-1930. Admin. of relief abroad ser. (New York: 
Russell Sage Found. 1943. Pp. 28. 20c.) , 

. Broox, W. F. International policy in a synthetic era: cartellisation—the missing link. | 
"Pamph, on internat. post-war organization. (New York: PARRER Distributing Co. - 
1943. Pp. 16. 25c.) ; 

Brooxs, S. American aid to Germany, 1918-1925; also The ione mile beyond Berlin, by 
S. M. Hargison. Admin. of relief abroad ser. (New York: Russell Sage Found. 1943. 
` Pp. 27, 20e.) . 

GRAHAM, F, D. Fundamentals of international monetary policy. Essays in internat. finan., 

` no. 2. (Princeton: Internat. Finan. Sec., Princeton Univ. 1943. Pp. 23.) 

Lary, H. B., and associates. The United States in the world economy—the international 
transactions of the United States during the interwar period. Econ. ser. no, 23. (Wash- 
ington: Supt. Docs. 1943, Pp. viii, 216. 35c.) 

Li, K. C., compiler. American diplomacy in the Far East: 1941, (New York: Compiler, ; 
~ B3 Broadway. 1943. Pp. 503. $3.) - , g = 
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Macruper, F. A. National governments and international relations. Rev. ed. (Boston: 
Allyn and Bacon. 1943: Pp, 672. $2.) i 

VITON, A. American empire in Asia. (New York: John Day. 1943. Pp: 318. $3.) 

El comercio exterior argentino en 1942 y 1941 y estadisticas economicas retrospectivas. 
Bol, no. 231. (Buenos Aires: Dir. „Gen. de Estad. de la Nacion, Ministerio de Hacienda. . 

+ 1943, Pp. 259.) 

Commercial policies and trade relations of European possessions in the Caribbean area. 
U.S. Tariff Commision rept. no. 151, 2nd ser, (Washington: Supt. Docs. 1943. Pp. xiii, 
` 324. 40c.) 

Die Devisenbestimmungen im general gouvernement: Polen, F.E.R. 30. (Basle: Monetary 

` and Econ, Dept., Bank for Internat. Settlements. 1943. Pp. 50. Sw. fr. 2.75). 

Die Devisenbestimmungen in Schweden, 2nd ed. F.E.R. 31. (Basle: Monetary and Econ. 
Dept., Bank for Internat. Settlements. 1943. Pp. 16. Sw. fr. 1.20.) í 

Europe's overseas needs, 1919-1920, and how they were met, Econ., fin, and transit dept., 
League of Nations. Pub. 1943. V.A.6. (New York; Columbia Univ. Press. 1943. Pp. 52. 
60c.) 

Companion volume to Relief deliveries and relief loans, 1919-1923. 

Export decentralization: a brief description of a system designed to meet wartime problems 
in export, (Washington: Internat. Econ. Counc. 1943. Pp. 43. 25c.) 

` Executive agreements: reciprocal trade agreement between the United States of America. 

and Mexico, signed at Washington Dec. 23, 1942, effective Jan. 30, 1943. Exec. agree- 

ment ser, 311. (Washington: Supt. Docs. 1943. Pp. 81. 15c.) 


Foreign exchange regulations in Spain. F.E.R, 27. (Basle: Bank for Internat. Settlements. 
1943, Pp. 35. Sw. fr. 2.) 

An international stabilisation fund of the United and Associated Nations. Rev. July 10, 
1943. (Washington: U.S. Treasury. 1943. Pp. fii, 21.) 

A revision of the preliminary draft outline of a proposal for an international stabiliza- 
tion fund of the United and Associated Nations made public by the Secretary of the 

“Treasury on April 7, 1943. 

Lend-lease operations: hearings [House Appropriations Committee], 78th Cong., 1st sess., 
on H.R. 1776, to make supplemental appropriations to carry out an act to promote the 
defense of the United States, approved Mar. 11, 1941, as amended. (Washington: Supt. 
Docs. 1943. Pp. 193. 25c.) 

: hearings [Senate Appropriations Committee], 78th Cong., Ist sess., on H.R. 2753, 
to make supplemental provisions to carry out tke provisions of an act to promote the 
defense of the United States, approved Mar. 11, 1941, as Genet, and for other purposes. 
(Washington: Supt. of Docs. 1943. Pp. 23. 5c.) 

New plans for international trade. Inst. of Stat. Bul., vol. 5, suppl. no. 5. (Oxford: Basil 
Blackwell. 1943. Pp. 39. 1s.6d.) z 

, Contains “Lessons of the past”; “The new currency plans,” by E. F. Schumacher; 
“International clearing and long-term lending,” by M. Kalecki and E. F. Schumacher; 

_ “The foreign balance and full employment,” by T. Balogh. 

Reciprocal trade agreements: hearings [House Ways and Means Committee], 78th Cong., 
1st sess, on H.J. Res. 111, to extend the authority of the President under sec. 350 of 
the Tariff Act of 1930, as amended, Rev. Apr., 1943, (Washington: Supt. Docs. 1943. 
Pp. 1156. $1.50.) 

: hearings [Senate Finance Committee], 78th: Cong., 1st sess. on HJ. Res. 111, to 
extend the authority of the President under sec. 350 of Tariff act of 1930, as amended. 

. Rev., May, 1943, (Washington: Supt. Docs. 1943. Pp. 148. 15c.) 

: report to accompany HJ. Res. 111 to extend authority of President under sec. 

350 of Tariff act of 1930; minority views- to accompany HJ. Res. 111 to extend 

authority of President under sec. 350 of Tariff Act of 1930. (H. rept. 409, pts. 1 and 2. 

78th Cong., 1st sess.) (Washington: Supt. Docs. 1943. Pp. 55; 28. 10c each.) 
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Réglementation des paiements avec Petranger: Suisse. F.E.R. 28. (Basle: Banque des 
Reglements Internat. 1943. Pp. 400. Sw. fr. 15.) 

Réglementation du commerce des devises: Turquie. F.E.R. 32. (Basle: Monetary and 
Econ.’ Dept., Bank for’ Internat. Settlements. 1943. Pp. 32. Sw. fr. 2.25.) 

Regulations relating to foreign funds control: United States. 3rd ed. F.E.R. 29. (Basle: 
Bank for Internat. Settlements. 1943. Pp. 130. Sw. fr. 6.50.) 


Business Finance; Insurance; Investments; Securities Markets 


Kerrier, F., editor. American bankrupicy reports. New ser. vol. 52. (Albany: Bender. 1943. 
Pp. 856. $6.) 

ScHMIDT, E. P. The problem of business incentives, Post-war readjustments, bull. no. 6. ` 
“(Washington : Chamber of Commerce of the United States. 1943. Pp. 38.) 

Effect of taxes upon corporate policy. Prepared by The Conference Board, Div. of In-- 
dustrial Econ. (New York: Nat. Industrial Conf. Board. 1943. Pp. 136.) 

Securities and exchange commission decisions and reports, Apr. 1-Aug. 31, 1941. (Wash- 
ington: Securities and Exchange Commission. 1943. Pp. 1118. $2.) 

Statistical tables from New York insurance report (business of 1942). (Albany: State of 
New York Insurance Dept. 1943. Pp. 161.) 
` Advance printing of principal tables. 


Public Control of Business; Public Administration; 
National Defense and War 
BACHMAN, J. The price control and subsidy program in Canada. Pamph. no. 52, (Wi ashing- 
ton: Brookings Inst. 1943. Pp. 68. 50c.) 


Gavor, D. R. and Sovant, N. V. War and Indian economic policy. Pub. no. 10. (Poona, 
India: Gokhale Inst. of Pol. and Econ. 1943. Pp. 132. Rs. 5, or 10s.) 


Hart, A. G., and others. The challenge of government-owned plants and supplies. Broad- z 


cast no. 288. (Chicago: Univ. of Chicago Round Table. 1943. Pp. 25. 10c.) . 

Macruper, F. A. American government in 1943; a consideration of the problems of 
democracy. (Boston: Allyn and Bacon. 1943. Pp. 766. $1.80.) 

Mun, J. D. Some American approximations to Pius XPs “Industries and Professions.” 
Stud. in econ. vol. 10. (Washington: Catholic Univ. of Am. Press. 1943. Pp. ix, 
147.) 

Essays on “The railroad industry,” “The bituminous coal industry,” “Industry com- 
mittees,” and “The National War Labor Board.” 

The book of the states. Vol. 5. (Chicago: Counc. of State Governments. 1943, Pp. xii, 508. 
4) f 

The Inter-American Coffee Board: first annual report, 1941-1942. (Washington: Inter- 
American Coffee Board. 1942. Pp. 152.) ; 

Bituminous Coal Division: Vol. 1, Decisions and orders, Oct. 1, 1940-June 30, 1941. (Wash- 
ington: Interior Dept., Bituminous Coal Div. 1943. Pp. 1352. $2.) 

Code of federal regulations: 1941 supplement containing documents of general applicability 
and legal effect issued by federal agencies and_filed with the Division of Federal Register 
during the calendar year 1941, including. Presidential proclamations, Executive orders, 
and other Presidential documents. in full text, with ancillaries and index. (Washington: 
Supt. Docs. 1943. Pp. 4827. $3.) ` 

Commodity Credit act: kearings [Senate Banking and Currency Commitee], 78th Cong., 
Ist sess., on extending Commodity Credit act to roll back food prices. (Washington : 
Supt. Docs. 1943. Pp. 220. 25c.) 

Commodity Credit Corporation: hearings [Senate Banking and Currency Committee], 
78tk Cong, 1st sess., on S. 1108, to continue Commodity Credit Corporation as an 
agency cf the United ‘States. May, 1943. (Washington: Supt. Docs. 1943. Pp. 29. 10c.) 


pi 
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Commodity Credit Corporation: hearings [House -Banking and Currency Committee], 
78th Cong.; Ist sess. on H.R. 2725 (superseded by H.R. 2869) to continue Commodity 
Credit Corporation as an agency of the United States, increase its borrowing power, 
revise the basis of the annual appraisal of its assets, and to provide for an audit by the 

_ General Accounting Office of the financial transactions of the corporation, and for 

. other purposes, revised, May, 1943. (Washington: Supt. Doct. 1943. Pp. 366. 35c.) 

Directory of commodities and services, an index to price and rationing regulations and 
jurisdiction of operating units. (Washington: Office of Price Administration. 1943. Pp. 
284. 30c.) 

National defense program: hearings [Senate Special Conis Tnvestigating National 
Defense Program], 77th Cong., 2nd sess. pursuant to S. Res. 71, authorizing and directing 
investigation of the national defense program. Pt. 14. Iron and steel. Pt. 15. South Port- 
land Shipbuilding Corporation, Winfield Park defense housing project, lumber. Pt. 16. 
Gasoline rationing and fuel oil situation, War Dept. program for procurement und 
production of munitions. (Washington : Supt. Docs. 1943. Pp. 5691-6006, 6007-6334, 
6335-6740. 35c, 35c, 40c.) 


—: hearings [Senate Special Committee Investigating National Defense Program], 
78 Cong., Ist sess. pursuant to S. Res. (78th Cong., extending S. Res. 71, 77th Cong.), 
authorising and directing an investigation of the national defense program. Pt.17. Farm - 
machinery and equipment, concrete barges, Army commissions and military activities of 
motion picture personnel, pipeline transportation, absentecism. in defense industry. 
(Washington: Supt. Docs. 1943. Pp. 6741-7143. 40c.) 

National war effort: interim report on investigations, pursuant to H. Res. 30, authorising 
Committee on Military and Committeé on Naval Affairs to study progress of national 
war effort, (H. rept. 132, 78th Cong., 1st sess.) (Washington: Supt. Docs. 1943. Pp. 10. 
5c.) 

Office of Price Administration: fourth quarterly report for the period ended Jan. 31, 1943. 
(Washington: Supt. Docs. 1943. Pp. 90. 10c.) 

Patents: American patent system, message from President transmitting report of National 
Patent Planning Commission. (H. doc. 239, 78th Cong., 1st. sess.) (Washington: Supt. 

, Docs. 1943. Pp. 11. 5c.) 

_ Stabilization of wages and prices: statement of the President and executive order issued by 
him on Apr. 8, 1943. (Sen. doc. 25, 78th Cong., 1st sess.) (Washington: Supt. Docs. 1943., 
., Pp.-4. Se.) 





Industrial Organization; Price and Production Policies; Business Methods 


. Brocx, H. Industrial concentration versus small business—the trend of nazi policy. Soc. 
and econ. controls in Germany and Russia, no. 8. (New York: Social Research. 1943, 
Pp. 25, 25c.) 

Broox, W. F. International policy in a synthetic era; cartellisation—the missing lnk, (New — 
York: Pamphlet Distributing Co. 1943. Pp. 16, 25c.) 


Knowzzs, A. S, and Tomson, R. D. Production control. (New York: Macmillan. 1943. _ 


Pp. x, 271. $2.50.) 

- Marzano, J. H. Small business and free enterprise. (New York: Gaines Organization. 
1943.) 

Small business: hearings [Senate Special Committee to Study and Survey Problems of 
Small Business Enterprise], 78th Cong., 1st sess., pursuant to S. Res. 298 (76th Cong.), 
to study and survey problems of American small business enterpries. Pt. 14. Problems of 
small distributors, Jan., 1943. Pt. 15. Long-term and equity capital. Feb., 1943. Pt. 16. 
Smaller concerns in war production. Mar., 1943. Pt. 17. Effect of exchange services on 
retail trade. Mar., 1943. Pt. 18. Critical, strategic and essential materials. Mar. and Apr., 
1943, Pt. 19. Tire dealer and rebuilding problems. Apr. and May, 1943. Pt. 20. Rationing 

_ problems of the baking industry. Apr., 1943. (Washington: Supt. Docs. 1943. Pp. 1823-. 
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J. F. Parkinson, who is assistant professor i in the department of political economy at the 
University of Toronto, is on leave of absence to join the staff of the Wartime Prices and 
Trade Board at Ottawa, 


Carl J. Ratzlaff, head of the department of economics, Lafayette College, is on leave to. 
serve in the Area Administration of Reoccupied Territory, Department of State, Wash- 
ington. 

T. W. Schultz, formerly head of the department of economics and sociology, Iowa State 


College, has become professor of agricultural economics in the department of economics at 
- the University of Chicago. 


Joseph E. Shafer is now serving as district economist with the Offce of Price Ad- 
ministration at Detroit. 

Edward S. Shaw, department of economics, Stanford University, is on leave for the 
duration of the war and is a Lieutenant (j.g.) U.S.N., stationed at Alameda Naval Air 
Station, Alameda, California. 

Floyd R. Simpson, formerly instructor at the University of Minnesota, - is now acting 
assistant professor in the College of Economics and Business at the University of Wash- 
ington. 

I. Lyman Singer has been appointed senior assistant in the department of economics, 
School of Commerce, Accounts, and Finance, New York University. 


`L. A. Skeoch has been appointed lecturer in the department of political economy, Uni- 
versity of Toronto. 


Henry W., Spiegel is offering a course in War Economics in the Graduate School of Social 
Science, Catholic University of America. 

Henry King Stanford has been appointed to the Tax Foundation-New York University 
fellowship in public finance. 


W. Mackenzie Stevens, Department of State, has just returned from several months of 
codperative work in business organization and management with the Government of 
China at Chungking, the Government of Burma at Simla, the Ministry of Education, 
Health and Lands of the Government of India at Delhi, the Middle East Supply Council 
at Cairo, and the East Africa Governors’ Conference at Nairobi, Kenya. 

Roland Stucki has returned to the school of business, University of Utah, after a year’s 
leave of absence. 


W. Lou Tandy, formerly of the University of Toledo, has accepted a position as pro- 
fessor of economics at Western Maryland College. 

Lorie Tarshis, formerly of the department of economics, Stanford University, is on 
leave for the duration of the war as an operating analyst with the Army Air Force at Cairo. 

Charles M. Thompson, professor of economics and dean of the College of Commerce 
and Business Administration at the University of Dlinois, has retired from his academic 
duties, 

R. L. Thompson, formerly instructor in business administration, Louisiana State Univer- 
sity, has been inducted into the Army. 

Edward D. Trembly, formerly at the University of Toledo, has joined the faculty of 
the College of Business and Public Administration, University of Maryland. 

Robert H. Tucker, dean of the university and professor of economics at Washington 


and Lee University, is serving as a public panel member for the regional Wâr Labor 
Board of Atlanta. 
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to his teaching duties after a leave of absence in which he directed research for the Board of 
Investigation and Research, Washington. 

D. C. MacGregor, assistant professor of the department of political economy, University 
of Toronto, has been awarded a Guggenheim Fellowship and is on leave of absence for 
1943-1944, 

J. R. Mallory has been appointed a lecturer, for 1943- 1944 in the department of political 
economy, University of Toronto. 

Alfred Manes of the School of Business at Indiana University has been appointed pro- 
fessor of insurance.and economic research, and nominated coördinator of area and language 
courses of the Army. Specialized Training Program and adviser to the director of the edu- 
cational program for the Armed Forces, _ 

Charlotte Martin, instructor in secretarial science at Louisiana State University, has 
resigned, 

Walter J. Matherly, dean of the College of Business Administration and acting dean of 
the General College at the University of Florida, has been appointed a public member, part 
time, of the War Labor Board, Region IV. Mr. Matherly is also representing the public 
on the board of directors of the Jacksonville branch of the Federal Reserve Bank. of 
Atlanta, 

Leonard Mathy has been appointed a fellow in economics at the University of Ilinois. 

J. L. McConnell of the department of economics, University of Ilinois, has been 
advanced from the rank of instructor to that of associate. 

John B. McFerrin, asociate professor of economics at the University of Florida, is on 
leave of absence, and has been commissioned as a lieutenant (j.g.) in the United. States 
Naval Reserve, . 

Mary McKinnon has been appointed instructor in secretarial science at Louisiana State 
University. 

Glenn E. McLaughlin recently transferred from the National Resources Planning Board 
to the Planning Division, War Production Board. 

Marian Meinkoth has been appointed a fellow in economics at the University of Ilinois. 

F. Eugene Melder was granted a leave of absence from Clark University to serve as 
examiner with the War Labor Board in Detroit. 

E. W. Mounce, formerly of Westminster College, Fulton, Missouri, has joined the 
faculty of the College of Business and Public Administration, University of Maryland. 

Charlotte Muller is teaching introductory economics and European and American eco- 
nomic history at Barnard College, Columbia University. 

E. L. Munzer is on leave of absence from St. Francis Xavier University, and has been 
appointed lecturer in the department of political economy at the University of Toronto. 

S. G. Murray has been appointed lecturer for 1943-1944 in the department of political 
economy, University of Toronto. 

Richard W. Nelson has resigned as chief of the Division of Forest Economics, United 
States Forest Service, to accept an appointment as a member of the newly organized Busi- 
ness and Industrial Research Committee of the Bureau of Internal Revenue. 

S. H. Nerlove has been promoted: to the rank of professor of business economics at 
the University of Chicago. 

R. M. Nolen, assistant professor of economics at the University of Illinois, has been 
serving as a public member of tripartite panels under the War Labor Board in Region VI. 

EH. M. Norton has been promoted from associate professor to professor in the department 
of secretarial science at Louisiana State University. 

Jobn Pagani, department of economics, Stanford University, is on leave for the duration 
of the war and is a staff sergeant, U. S. Army, now in the Army Specialized Training Pro- - 
gram unit at the University of Washington, Seattle. ; 


1943] 5 NOTES l 967 


Paul Fischer, formerly of the University of Maine, has been appointed assistant professor 
of economics at Clark University. 

Paul J. FitzPatrick was recently appointed acting dean of the Graduate School of 
Social Science at the Catholic University of America. 

L. Thomas Flatley resigned his position as professor of finance and accounting of. 
Mundelein College and Loyola University to accept a partnership with the public account- 
ing firm of Zick, Price and Company, South Bend. 

Burton H. Gildersleeve, formerly instructor in., finance, University of Pittsburgh, has 
resigned to accept a position with the National War Labor Board in Philadelphia. 

Herbert Goldhamer of the department of economics at Stanford University has taken 
leave of absence for the duration of the war, and is Second Lieutenant, classification officer, 
Army Specialized Training Program unit at Cornell University. 

H. M. Gray, professor of economics and assistant dean of the graduate school of the 
- University of Minois, is a public member of the War Labor Board, Region VI. 

Francis J. Haas, dean of the Graduate School of Social Science of Catholic University of 
America, has taken leave of absence to serve as chairman of the Fair Employment Practice 
Committee. 

Bernard F. Haley is on leave from the department of economics at Stanford University, 
and is now assistant chief in the division of economic studies in the Department of State, 
Washington. 

Seth Hammond of the department of economics, University of Minois, has been ad- 
vanced from the rank of instructor to that of associate. 

O. E. Heskin has been granted leave of absence as associate professor of economics and 
marketing, University of Florida, to serve as economist in the Jacksonville office of the 
Office of Price Administration. 

B. B. Holder, assistant professor of commerce and economics at Washington and Lee 
University, served as senior economist in the Office of Price Administration, Raleigh, last 
summer, 

David H. Hoover, formerly of the department of economics, ae ere of Minois, 
has been retired with the title of Associate Emeritus. 

Frank R. Hunt has been named acting head of the department of economics at Lafayette 
College. 

M. H. Hunter, professor of economics and head of the department of economics at the 
University of Ilinois, has been serving as a public member of tripartite panels under the 
War Labor Board in Region VI. R 

Roy W. Jastram is on leave from the department of economics, Stanford University, and 
is an operating analyst in the Army Air Force, 

Frank Katz is principal Price analyst in the Ammunition Branch of the War Department, 
Washington, 

Jerome L. Kerby is- taking leave of absence from Sul Ross State Teachers College for 


the duration of the war and is now associated with Consolidated Vultee Aircraft Corpora- . 


tion, Fort Worth, $ 
Asa S. Knowles, formerly dean of the College of Business Administration at Northeastern 
University, has been made head of the new School of Business Administration of the 
Rhode Island State College. 
Albert T. Lauterbach is now a member of the social science division at Sarah Lawrence 
. College and is also economic consultant for the research division of the Committee for 
_ Economic Development, Washington. 
F. E. Lee, professor of economics, University of Minois, who has been on sick leave, has 
returned to his duties at the university. ` 
D. Philip Locklin, professor of economics at the University of Ilinois, has returned 
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2104; 2105-2198; 2199-2258; 2259-2317; 2319-2458; 2459-2735; 2737-2863. 30c; 15¢; 

10c; 10c; 20c; 30c; 15c.) 

: hearing [Senate Commerce Committee], 78th bine. 3 Ist 5055.5 on S. 356, to aid 
small independent business by the collection and dissemination of knowledge of business 
management and its application to specific problems and opportunities; and on S. 883, 
providing for an Assistant Secretary of Commerce for small business. May, 1943. (Wash~ 
ington: Supt, Docs. 1943. Pp. 84. 10c.) 

Small business—a national asset. Econ. ser. no. 24. (Washington : Bureau of Foreign and 
Domestic Commerce. 1943,.Pp, 36.) ` 





Marketing; Domestic Trade 


Burnuam, E. A. Expenses and profits of limited price variety chains in 1942. Bus. research 
bull. no. 118, (Boston: Grad. School of Bus. Admin., Harvard Univ. 1943. Pp. 42. $1.) 
GALLAHUE, E. E. Some factors in the development of market standards. Stud. in econ. 

Vol. 9. (Washington: Catholic Univ. of Am, Press. 1942. Pp. xiii, 209.) 

Hawxins, E. R. and Crowper, W. F. Distribution of scarce goods—wartime practices in ` 
allocating goods to retailers. Econ. ser. no. 26. (Washington: Bureau of Foreign and 
Domestic Commerce, 1943. Pp. 54, mimeo.) 

McNar, M. P. Operating results of department and specialty stores in 1942. Bus. research 
bull. no. 117. (Boston: Grad. School of Bus, Admin., Harvard Univ. 1943. Pp. 52. $2.50.) 

Mining; Manufacturing; Construction 

Boxrtinorr, L, L. and Litrey, T. Financial position of ‘the aircraft industry. Bus. research 
stud., no. 28. (Boston: Grad. School of Bus, Admin., Harvard Univ. 1943. Pp. 52. $1.50.) 

Poster, A. W. The mineral resources of Africa. (Philadelphia: Univ. of Pennsylvänia P Press. 
1943. Pp. 105. $1.50.) 

Fuel situation: hearings [Senate Special Committee to Investigate Fuel Situation in 
Middle West], 78tk Cong., Ist sess., pursuant to S. Res. 61 (78th Cong.) (extending S. 
Res. 319, 77th Cong.), authorising an investigation of fuels in certain areas west of the 


. Mississippi River. Pts, 1-5. Jan., Feb., and Apr., 1943. (Washington: Supt. Docs. 1943, Pp. 
1-169; 171-530; 531-669; 681-786; 787-983. 20c; 35c; 15c; 15c; 20c.) 


Transportation; Communication; Public Utilities 


Kia-Ncau, C. Ching’s struggle for railroad development. (New York: John Day. 1943. 
Pp. 347. $5.) 

Mupieton, P. H. Transportation .. . prewar and postwar. (Chicago: Railway Bus. Assoc. 
1943. Pp. 74.) 

Srocxer, H. E. Transportation and the public welfare in war and in peace. (Washington: 
Nat. Highway Users Conf. 1943. Pp. 51.) 

Board of Investigation and Research: annual report for the year ended Sept. 18, 1943, with 
letter transmitting. (Washington: Supt. Docs. 1943. Pp. viii, 39.) 

Civil aeronatutics: hearings [House Interstate and Foreign Commerce Committee], 78th 
Cong., 1st sess, on H.R. 1012, to amend the Civil Aeronautics act of 1938, as amended, 
and for other purposes. Feb. and Mar., 1943. (Washington: Supt. Docs. 1943. Pp. 145. 
20c.) 

Communications act of 1934, with amendments and index thereto, revised to Mar. 6, 
1943. (Washington: Supt. Docs. 1943. Pp. 83. 15c.) 

A description of the principal class rate scales prescribed by the Interstate Commerce Com- 
‘mission together with an analysis of their progression for distance, and a method of 
scale construction, Statement no, 4351. (Washington: Bur. of Transport Econ. and Stat., 
Interstate Commerce Commission. 1943. Pp. 111, mimeo.) 
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Federal Communications Commission: Rules and regulations ‘(title 47, telecommunication, 
chap. 1). Pt. 6. Rules governing fixed public radio services; effective Dec. 1, 1939 (rev. 
Feb. 20, 1943). Pt. 10. Rules governing emergency radio services; effective Oct. 13, 1938 
(rev. Feb. 15, 1942). (Washington: Supt. Docs. 1943. Pp. 7; 22. 5c; 10c.) . 

Federal Power Commission: decisions. Vol. 2, opinions and decisions, with appendix of 
selected orders in the nature of opinions, July 1939-Dec. 1941. (Washington: Supt. Docs, 
Pp. 1166. $1.75.) 

Freight rates: regionalised freight rates, barrier to national productiveness, message from 

_ President [Roosevelt] transmitting report of Tennessee Valley Authority. (H. Doc. 137, 
78th Cong., 1st sess.) (Washington: Supt. Docs. 1943. Pp. 79. 20c.) 

: Summary report on study of interterritorial freight rates, letter from Board of 
Investigation and Research transmitting. (H. Doc. 145, 78th Cong., 1st sess.) (Washing- 
ton: Supt. Doc. 1943, Pp. 42. 10c.) ‘ 

Interstate Commerce acts: annotated, 1942 supplement to Oct. 1, 1942, of the “Compilation 
of Federal laws relating to the regulation of carriers subject to the Interstate Commerce 
act, with digests of pertinent decisions of the Federal courts and the Interstate Commerce 
Commission and the text of or reference to general rules and regulation.” S. Doc. no. 
166, 70th Cong., S. Doc. no, 139, 73rd Cong., and S. Doc no. 202, 76th Cong, Vol. 11. 
(Washington: Supt. Docs. 1943. Pp. 8951-10108. $2.25.) 

. Interstate Commerce act of 1949: hearing {Senate Interstate Commerce Committee], 78th 
Cong., 1st sess., on S. 942, to amend the Interstate Commerce act, to provide for agreé- 
ments between common carriers by railroad, pipelines, motor vehicle, water, and between 
freight forwarders, for the making and filing of rates, fares, charges, or classifications for 
transportation of passengers and- property. Pt. 1. May, 1943. (Washington: Supt. Docs. 
1943. Pp. 429. 50c.) 

Interstate Commerce Commission: decisions. Vol. 34, motor carrier cases. May-Sept., 1942. 
(Washington: Supt. Docs. 1942. Pp, 979. $1.75.) 

: decisions, Vol. 252, finance reports: Dec. 1941-Oct., 1942, (Washington: Supt. Docs. 

1942. Pp. 860. $1.75.) 

: Statistics of class 1 motor carriers for the year ended Dec, 31, 1941. Statement 
4330. (Washington: Supt. Docs. 1943. Pp. 113. 50c.) 

Interstate pipe lines: hearing [Senate Interstate Commerce Committee], 78th Cong., 1st 
sess, on H. R. 2520, to amend “An act to facilitate the construction, extension, or com- 
pletion of interstate petroleum pipe lines related to national defense and to promote inter- 
state commerce,” approved July 30, 1941; and S. 188, to amend “An act to facilitate the 
construction, extension, or completion of interstate petroleum pipe lines related to na- 
tional defense and to promote interstate commerce,” approved July 30, 1941, to prokibit 
the use of any pipe line constructed under such act for the transportation or distribution 
of natural gas, and for other purposes. June, 1943. (Washington: Supt. Docs. 1943. Pp. 
21. 5c.) 

Statistics of railways of class I: United States (1929-1942), Stat. summary no. 27. (Wash- 
ington: Bur. Railway Econ., Assoc. of Am. Railroads. 1943. Pp. 13.) 


Agriculture; Forestry; Fisheries 
APPLETON, J. B. Pacific Northwest resources, 2nd ed. (Portland, Ore.: Northwest Regional 
Counc. 1943. Pp. 130. $1.) ` 


Brack, J. D. Food enough. (Lancaster, Pa.: Jacques Cattell Press. 1943. Pp. vil, 269. $2.50.) 
Davis, J. S. Wheat outlook and policies. Wheat stud., Vol. XX, no. 1. (Stanford University: 
Food Research Inst. 1943. Pp. 36. $1.) 
_Farnsworr, H. C., and others. World wheat survey and outlook, May, 1943. Wheat 
stud., Vol. XIX, no. 6. (Stanford University: Food Research Inst. 1943, Pp. 31. $1.) 
Murray, W. G. Land boom controls. Wartime farm and food pol., no. 9. (Ames: Iowa 
State Coll. Press. 1943. Pp. 34. 20c.) 
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SALTER, L. A., Jz. Lond tenure in process; a study of farm ownership and tenancy in a 
Lafayette’ County (Wisconsin) township, Research bull. 146. (Madison: Univ. of Wis- 
consin, Agric, Exp. Sta, 1943. Pp. 48, 10c.) 

Yates, P. L. and Warrier, D, Food and forming in post-war Europe. (New York: 
Oxford. 1943. Pp. 118. $1.75.) 

American farmers and the United Nations Conference on Food and Agriculture. Farmer 
and the war, no. 5. (Washington: Supt. Docs. 1943. Pp. 12.) 

Farm Credit Administration: 10th annual report, 1942. (Washington: Supt. Docs, 1943. 
Pp. 119. 20c.) 

Farm Security Administration: hearings [House Agriculture Committee], 78th Cong., 1st 
sess., pursuant to H. Res. 119, creating a select committee to investigate the activities of 
the Farm Security Administration. Pt. 1. May, 1943. (Washington: Supt. Docs, 1943. 
Pp. 413. 45c.) 

Food supply: hearings (Senate Agriculture and Forestry Committee], 78th me 1st 
sess, on the food supply. Pt, 3. May and June, 1943. (Washington: Supt. Docs, 1943. 
Pp. 777-1180. 40c.) 

Great Lakes fisheries: International Board of Inquiry for the Great Lakes fisheries, report 
and supplement. (Washington: Supt. Docs. 1943. Pp. 213. 30c.) 

Public lands: hearings [Senate Public Lands and Surveys Committee], 78th Cong., Ist 
sess., pursuant to S. Res. 241 (76th Cong.), S. Res. 147 (77th Cong.), S. Res. 39 (78th 
Cong.), authorizing a complete investigation with respect to administration and use of 
„public lands, Pt. 6. Feb., 1943, Vernal, Utak. (Washington: Supt. Docs. 1943. Pp. 2404. 
35c.) 

United Nations Conference on Food and Agriculture: hearing [House Agriculture Com- 
mittee], 78th Cong., 1st sess. on report of Judge Marvin Jones, President of the United 
Nations Conj. on Food and “Agric, held at Hot Springs, Va., May 18 to June 3, 1943, 
(Washington: Supt. Docs. 1943. Pp. 55. 10c.) 


Economic Geography; Regional Planning; Urban Land; Housing 


Cartson, F. A. Geography of Latin America. Rev. ed. (New York: Prentice-Hall. 1943, 
Pp, xxii, 566. $4.50.) 

Hoover, E. Economia geografica. (Mexico: Fondo de Cultura Economica. 1943. Pp. 275.) 

Kurz, B. H. The U.S.-Canadien Northwest—a demonstration area for international post- 
war planning and a si (Princeton: Princeton Univ. Press. 1943. Pp. xvi; 71. 
$1.) 

Wear, I. and Worxiser, A. M. The economic basis of ‘the wealth and welfare of ‘New 
York City. (Brooklyn: Brooklyn Coll. Press. 1943. Pp. 72, mimeo.) 

Columbia River: hearings (House Irrigation and Reclamation Committee], 78h Cong., 
Ist sess, on H. Res. 262, authorising an investigation of the plans for improvement of 

. the Columbia River and its tributaries for the utilization of its waters ahd the cost and 
effect of proposed water storage. (Washington: Supt. Docs. 1943. Pp. 9. 5c.) 

Defense Housing act: hearing [Senate Education and Labor Committee], 78th Cong., 


1st sess, on S, 1109, to increase the amount to be appropriated for defense housing under . 


the act of Oct, 14, 1940, as amended, ond for other. purposes. (Washington: Supt. Docs. 
1943. Pp, 30, 5c.) 

War housing program: hearings [House Public Buildings and Grounds Committee], 78tk 
Cong., ist sess., on a message from the President transmitting draft of proposed bill to 
increase the amount authorized for defense housing under the act of Oct. 14, 1940, as 
amended, and for other purposes. May and June, 1943. (Washington: Supt. Docs. 1943. 
Pp. 281. 30c.) 

: kearings [House Public Buildings and Grounds Committee], 78th Cong., Ist sess., 

on the amendment of title 2 of “An act to expedite the provision of housing in connection 

with national defense, and for other purposes, as amended, to authorize the appropria- 





, 


f 


952 THE AMERICAN ECONOMIC REVIEW [DECEMBER 


tion of additional funds for community facilities. (Washington: Supt. Docs. 1943. Pp. 
77. 10c.) i 2 f 


Labor and Industrial Relations 


Asrrxy, J. D. and Wurrmorg, E., editors. The handbook of industrial relations. (Chicago: 

* Dartnell Corporation, 1943. Pp. 1056, $10.) 

Benyamin, H. C. A trade union library, 1943. 4th ed, (Princeton: Indus. Rel. Sec., Prince- 
ton Univ. 1943. Pp. viii, 42. 40c.) ` 

Breen, Rev. V. I. The United States Conciliation Service. Stud. in econ., Vol. 11. (Wash- 
ington: Catholic Univ. of Am. Press. 1943. Pp. ix, 258.) 

Corson, J. J. Manpower for victory. (New York: Farrar and Rinehart. 1943. Pp. 220. $3.) 

Frye, H., compiler. Preliminary inventory of the records of the National War Labor 
Board. (Washington: National Archives. 1943. Pp. 16.) 

Ganar, D. R. Regulation of wages and other problems of industrial labour in India. 
Pub. no. 9. (Gokhale, India: Gokhale Inst. of Pol. and Econ. 1943. Pp. 93. Rs. 5 or 
10s. ‘ 

Gomrzrs, S. Seventy years of life and labor; an autobiography. 1 vol. Introduction by 
M. Wor. (New York: Dutton. 1943. Pp. 1247. $5.) 

Karrensorn, H. S. Governmental adjustment of labor disputes. (Chicago: Foundation 
Press. 1943. Pp. xiv, 327. $3.50.) 

Krour, J. A., editor. Mobilisation of manpower and pressing the fight for freedom. Pro- 
ceedings, vol. 20, no. 3. (New York: Acad. of Pol. Sci. 1943. Pp. 100.) 

Kuczynsxt, J. The United States of America, 1789 to the present day. Vol. 2. Short kis- 
tory of labour conditions under industrial capitalism. (London: Frederick Muller, 1943. 

‘Pp. 228. 10s. 6d.) 

and HEINEMANN, M. British workers in the war. (New York: Internat, Publishers. 
1943. Pp. 64. 20c.) 

McCanz, D.A., and others. Labors views on American economic policies. (New Wilming- 
ton, Pa.: Econ. and Bus. Found. 1943. Pp. 38. 25c.) 

Myers, C. A. and Mactaurin, W. R. The movement of factory workers, a study of a 
New England industrial community, 1937-1939 and 1942, Massachusetts Inst. of Tech- 
nology pub. (New York: Wiley. 1943. Pp. viii, 111. $1.50.) 

Newman, P. C. The labor legislation of New Jersey. Foreword by C. A. Bearp. (Washing- 
ton: Am. Counc. on Pub, Affairs. 1943. Pp. xii, 149. $2.) 

Revurtuer, V., and others. Should all industry have labor-management councils? Am. town 
meeting of the air bull., vol. 9, no. 10. (Columbus: Am. Education press. 1943. Pp. 24. 
10c.) 

SzipMan, J. Union rights and union duties. (New York: Harcourt Brace. 1943. Pp. viii, 
238. $2.50.) : 

Controlling absenteeism, record of war plant experience. Div. of labor standards, spec. 
bull. 12. (Washington: Supt. Docs. 1943. Pp. 57. 10c.) 

‘Index to labor. articles. Vol. XVIL, nos, 7-8. (New York: Rand School of Soc. Sci. 1943. 
Pp. 9, mimeo. $1, a year.) ' 

Labor organizations: hearings [House Labor Committee], 78th Cong., 1st sess., on H. Res. 
804, to prohibit aliens from voting in labor organisations; and H. Res. 1483, to require 
the furnishing of certain information by labor organisations and to prohibit ‘political 
contributions by labor organizations. (Washington: Supt. Docs. 1943. Pp. 146. 20c.) ` 

Labour problems in Bolivia. Report of the joint Bolivian-United States Labour Commis- 
sion. (Montreal: Internat. Labour Office, 1943. Pp. 45. 50c.) 

Legislative series, July-Sept., 1943. (Montreal: Internat. Labour Office. 1943. Various pp. 
$5 yearly.) ' 
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Manpower: hearings [House Military Affairs Committee], 78th Cong., Ist sess, on H. 
„Res. 2239, H. Res, 1742, H. Res. 1728, and H. Res. 992, relating to the full utilisation of 
manpower. Mar., Apr. and Moy, 1943. (Washington : Supt. Docs. 1943. Pp. 1068. $1.25.) 

Maximum utilization of employed manpower—a check list of company practice. (Princeton: 
Indus. Rel. Sec., Princeton Univ. 1943. Pp. 46. $1.) 

National Labor Relations Board: Vol. 45, decisions and orders. Oct. Dec. 1942, (Washing- 
ton: Supt. Docs. 1943. Pp. 1443. $2.25.) 


Workmen’s compensation act of Wisconsin, with amendments to June 10, 1943, (Madison: 
Indus. Commission of Wisconsin. 1943. Pp. 112.) 


Social Insurance; Relief; Pensions; Public Welfare 


Aprams, R. H., editor. The American family in World War II. Annals, Vol. 229, (Phila- 
delphia : Am. Acad. Pol, Soc. Sci. 1943. Pp. 245. $2.) 


Beverweer, Sir W. H. The pillars of security, and other war-time essays and addresses, 
(New York: Macmillan. 1943. Pp. 248. $2.50.) 

BranscomBe, M. The courts and the poor laws in New York State, 1784-1929, Soc. serv. 
monogs, (Chicago: Univ. of Chicago Press. 1943. Pp. 430. $2.50.) 

GINzBERO, E, The unemployed. (New York: Harper, 1943. Pp. xii, 418. $4.) 

ptm Significance of social security, (Chicago: Insurance Econ. Soc. of Am. 
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Howarp, D. S. The WPA and federal relief policy. (New York: Russell Sage Found, 1943. 
Pp. 879. $4.) 

Leaman, H. H. Relief and rehabilitation. Foreign pol. repts., Vol. 19, no. 9. (New York: 
Foreign Pol. Assoc, 1943. Pp. 7. 25c.) 

SuicutTer, S. H. Social security after the war; an address given at Radcliffe College, Apr. 4, 
oo Winthrop Ames memorial lecture, no. 2. (Cambridge: Raddite Coll. 1943. Pp. 32. 
25c. 

Srewart, M. S. Jobs and security for tomorrow. Pamph. no. 84. (New York: Pub. Affairs 
Committee. 1943. Pp. 30. 10c.) 

Tactiacozzo, G. The Beveridge Plan and the Italian legislation on social ‘security. (Wash- 
ington: Bur. of Latin Am, Research. 1943. Pp. ii, 31, mimeo.) 

Wortmnsry, W. S. Earnings and social security in the United States. (Washington: Com- 


mittee on Soc. Security, Soc. Sci. Research Counc. 1943. Pp. xiii, 260, plus Appendix. 
$2.50.) 


Consumption; Income Distribution; CoGperation 

DAvis, J. S. Wartime food management—an analysis with recommendations. Econ. Sentinel, 
Vol. 1, no. 1. (Los Angeles: Los Angeles Chamber of Commerce. 1943. Pp. 46.) 

Heoicsr, E. S. Agricultural codperation in the Americas. Foreign pol. repts., Vol. 19, no. 
13. (New York: Foreign Pol. Assoc. 1943. Pp. 11. 25c.) 

Maciran Y Esrenos, A. The agricultural cooperative movement in Peru. Ser. on co- 
operatives, no. 21. (Washington: Pan American Union. 1943, Pp. 16, mimeo.) 

Macr, C. War-time pattern of saving and spending. Nat. Inst. of Econ. and Soc. Research, 
occasional paper 4. (New York: Macmillan. 1943. Pp. 145. $1.50.) 

Codperative management and marketing for the woodland owner. Farmers’ bull. no. 1927. 
(Washington: Supt. Docs. 1943. Pp. 16. 5c.) 

Coéperatives in post-war reconstruction. (New York: Codperative League 1943. 10c.) 


Credit union co-ops; their purpose and use for study and action. (New York: Codperative 
League. Pp. 19. 10c.) 


954 ` THE AMERICAN ECONOMIC REVIEW 


Developments in consumers’ coöperation in 1942. Bur. of Labor Stat. bull. 738. (Washing- 
ton: Supt. Docs. 1943. Pp. 17. 5c.) 

Rural family spending and saving in wartime. Dept. of ‘ed: misc. pub. 520. (Washington: 
Supt. Docs, 1943. Pp. 163. 20c.) 


Population; Migration; Vital Statistics 

Gisr, N. P., Poasrap; C. T. and Grecory, C. L. Selective factors in migration and oc- 
cupation, Stud., Vol. XVII, no. 2. (Columbia: Univ. of Missouri. 1943. Pp. 166.-$1.50.) 

Hanser, W. N. Can Europes refugees find new homes? Foreign pol. repts., Vol. 19, no. 10. 
(New York: Foreign Pol. Assoc. 1943. Pp. 8. 25c.) 

Kouiscugr, E. M. The displacement of population in Europe. Stud. and rept. ser, O, no. 8. 
(Washington: Internat. Labor Office. 1943. Pp. iv, 171. $1.) 

Lanois, P. H. Population problems; a cultural interpretation. (New York: Am. Book. 
1943. Pp. 512. $3.75.) 

Births, infant mortality, maternal mortality, graphic presentation. Children’s Bur. pub. 288. 
(Washington: Supt. Docs. 1943, Pp. 1940. $1.) 

Post-war migrations: proposals for an international agency. Jews and the post-war world. 
ser., no, 5. (New York: Research Inst. on Peace and Post-War Problems, Am. Jewish 
Committee. 1943. Pp, 54. 10c.) 

Vital statistics of the United States, 1940: Pt. 1. Natality and mortality data with supple- 
mental tables for Hawaii, Puerto Rico and the Virgin Islands. Pt. 2. Natality and mortality 
data tabulated by place of residence. (Washington: Bur. of the Census. 1943. Pp. 657; 
334. $2; $1.25.) ; 


Unclassified Items 

Bran, C. A. The Republic: conversations on fundamentals. (New York: Viking. 1943. Pp. 
378. $3.) 

Cannon, J. P. The struggle Jort @ proletarian party. (New York: Pioneer Publishers. 1943. 
Pp. 315. $2; paper, $1.50.) 

Duccan, S. A professor at large. (New York: Macmillan. 1943. Pp. xviii, 468. $3.50.) 

Harr, R. O. Handbook of tabular presentation—how to edit and design statistical tables. 
(New York: Ronald Press. 1943. Pp. viii, 112. $3.50.) 

Hiss, P. H. A selective guide to the English literature on the Netherlands West Indies, 
with a Supplement on British Guiana. Spec. booklet no. 9. (New York: Netherlands In- 
formation Bur. 1943, Pp. xiii, 129. 75c.) 

Oczurn, W. F., editor. American society in wartime. Walgreen Found, lectures. (Chicago: 
Univ. of Chicago Press, 1943. Pp. 244. $2.50.) 

WHITAKER, A. P. Inter-American affairs, 1942. Annual survey no. 2. (New York: Colum- 
bia Univ. Press. 1943. Pp. ix, 252. $3.) 

Handbook of federal world war agencies and their records, 1917-1921. (Washington: Supt. 
Docs, 1943. Pp. 679. $1.25.) 

Report of the forty-second annual conference of The Labour Party, held in London, June 
14-18, 1943. (London: The Labour Party. 1943. Pp. 238. 2s, 6d.) 


PERIODICALS 


Economic Theory; General Works 


BRONFENBRENNER, M. Minimum wages, unemployabiliiy, and relief: a theoretical note. 
So. Econ, Jour., July, 1943. Pp. 8. 

Erus, H. S. and Ferner, W. External economies and diseconomies. Am. Econ, Rev. 
Sept., 1943. Pp. 19. 

Fars, J. T. Ruskin and the orthodox political economists, So. Econ. Jour. July, 1943, 
Pp. 13. j 

Lano, O. The theory of the multiplier. Econometrica, July-Oct., 1943. Pp. 19. 

Moonrrz, M. The risk of obsolescence and the importance of the rate of interest. Jour. 
Pol. Econ., Aug., 1943. Pp. 8. 

Peck, H. W. The new economy and the machine. Social Forces, Oct., 1943. Pp. 9. 

Rever, M. W. An alternative interpretation of the Cobb-Douglas function. Econometrica, 
July-Oct., 1943. Pp. 6. 

SAMUELSON, P. A. A fundamental multiplier identity, Econometrica, July-Oct., 1943. 
Pp. 6. 

. Further comment on welfare economics. Am. Econ. Rev., Sept, 1943, 
Pp. 4. 

Scoon, R. Professor Robbins’ definition of economics. Jour. Pol. Econ., Aug., 1943. Pp. 12. 





1 


Economic History : 
Horse, J. K. Gibson and: Joknson: a forgotten cause celèbre. Economica, Aug., 
1943. Pp. 5. 


Jensen, M. The idea of a national government during the American revolution. Pol. 
Sci. Quart., Sept., 1943. Pp. 24. 


Economic Systems; National Economies; Post-War Planning 


Cuena, C..K. Regionalism in Ching’s postwar reconstruction, Social Forces, Oct., 1943. 
Pp. 20. 

Corns, M. How about postwar plans for the banks, Banking Law Jour., Sept., 1943. Pp. 9. 

FRANKEL, H. The industrialisation of ATNI, countries. Econ. Jour., June-Sept., 1943. 
Pp. 14. 

Gyoroy, Hi The pene of German geopolitics: geosciences. Am. Pol. Sci. Rev., Aug., 
1943. 9. 

Hoco, Q. British policy: a conservative forecast. Foreign Affairs, Oct., 1943. Pp. 17. 

ISTEL, A. The reconstruction of France. Foreign Affairs, Oct., 1943. Pp. 12. - 

Jounstonz, W. C. Japan's “new” China policy. Far East. Survey, Sept. 22, 1943. Pp. 7. 

Liv, N. C. Ching’s political development. Far East. Survey, Oct. 6, 1943. Pp. 4. 

Merten, S. L. W. The German people and the postwar worid. Am, Pol. Sci. Rev., Aug., 
1943. Pp. 25. 

Ricues, E. J. and Jac, L. B. The transition from war to peace economy: analysts of 
an international report. Internat. Lab. Rev., July, 1943. Pp. 22. 

Rosenstern-Ropan, P. N. Problems of industrialisation of eastern and southeastern 
Europe. Econ. Jour., June-Sept., 1943. Pp. 10. 


# 
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Srorza, C. Italy and her neighbors after the war. Foreign Affairs, Oct., 1943. Pp. 8. 
Wison, J. G. G. The present versus the future. Econ. Record, June, 1943. Pp. 15. 


- Statistics; Economic Mathematics; Accounting 


Herr, R. W. Establishing control of factory overhead. N.A.C-A. Bull. Aug. 15, 1943. Pp. 17. 
Myers, E J. Do standard costs aid war production? N.A.C.A. Bull., Sept. 1, 1943. Pp. 15. 


Stans, M. H. AOINE problems of the small business. Jour. Accountancy, Sept., 1943. 
Pp. 10. . 


Buiken Cycles and Fluctuations 


von Mrses, L. “Elastic expectations” and the Austrian theory of the trade cycle, Eco- 
nomica, Aug., 1943. Pp. 2. 

MorcenNsTtTERN, O. On the international spread of business cycles. Jour. Pol. Econ., Aug., 
1943. Pp. 23. 


Spero, H. and’ Leavrrr, J. A. Inflation as a postwar problem. Jour. Pol. Econ., Aug., 
1943. Pp. 5. 


Warsvrton, C. Who makes the inflationary gap? Am. Econ. Rev., Sept, 1943. Pp. 6. 
The promotion of full employment in Switzerland. Internat. Lab. Rev., Oct., 1943. Pp. 4. 


Public Finance; Fiscal Policy; Taxation 

Brown, E. C. and Parrerson, G. Accelerated depreciation: a neglected chapter in war 
_ taxation. Quart. Jour. Econ., Aug., 1943. Pp. 16. 
Carstaw, H. S. Australian income tax, 1943. Econ. Record, June, 1943. Pp. 10. 
Emerson, O. I. The equalisation program of the Bureau of Taxation of the State of 

Maine. Bull. Nat. Tax Assoc., Oct., 1943. Pp. 4. 
Ensiey, G. W. A budget for the nation. Soc. Research, Sept, 1943. Pp. 21. 
Haro, R. M. The background of our war finance. Pol. Sci. Quart., Sept., 1943. Pp. 17. 


Harnzis, C. L. Revenue implications of a progressive-rate tax on expenditures. Rev. Econ. 
Stat., Aug., 1943. Pp. 17. 


Hicorns, B. Postwar tax policy. Canadian Jour. Econ. and Pol. Sci., Aug., 1943. Pp. 21. 


Macr, C. E. and Knox, J. M. Disposition of government property. Harvard Bus. Rev., 
Pt. I, Autumn; 1943. Pp. 9. 


Mor, G. A. The Bureau of the Budget and governmental budgeting in wartime. N.A.C.A. 
Bull., Sept. 15, 1943. Pp. 20. 


Warrresery, C. R. Retirement of internally keld debt. Am. Econ. Rev., Sept., 1943. Pp. 3. 


Wricat, D. McC. Moulton’s The New Philosophy of Public Debt. Am. Econ. Rev., Sept., 
1943. Pp. 18. 


British white paper on war finance. Fed. Res. Bull., Aug., 1943. Pp. 12. 
Financing two great wars. Bankers Mag., Oct., 1943. Pp. 3. 


Money and Banking; Short-Term Credit 
Coozr, G. W. Savings deposits in mutual and nonmutual banks. Jour. Business, July, 
1943. Pp. 9. 


DAN, H. and Berte, M. Wartime banking controls in Australia. Banking Law Jour., 
Sept., 1943. Pp. 8. 


EnERSOLE, J. F, Banks can make more postwar jobs. Harvard Bus. Rev., Pt. I, Autumn, 
1943. Pp. 9. 


von Haver, F, A. A commodity reserve currency. Econ. Jour., June-Sept., 1943. Pp. 9. 
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Ownership of bank deposits. Fed. Res, Bull., Oct., 1943. Pp. 6. 

Postwar banking. Bankers Mag., Oct., 1943. Pp. 4. f 

The progress of banking in Great Britain and Ireland during 1942. II. Bankers Mag., Aug., 
1943, Pp. 10. III. Sept., 1943. Pp. 10. IV. Oct., 1943. Pp. 10. 

Statistics of deposit ownership. Fed. Res. Bull., Oct., 1943. Pp. 7. 


International Trade, Finance and Economic Policy 
Briccs, H. W. Treaties, executive agreements, and the Panama joint resolution of 1943. 
Am. Pol. Sci. Rev., Aug., 1943. Pp. 6. 


Hmscoman, A. O. The commodity structure of world trade. Quart. Jour. Econ., Aug., 
1943, Pp. 31. 


Jack, L. B. Proposals for international exchange stabilisation: analysis of British, Canadian, 
French and United States plans. Internat. Lab. Rev., Aug., 1943. Pp. 17. 


Nesser, H. P. An interntional reserve bank—comments on the American-British plans. 
Soc. Research., Sept, 1943. Pp. 15. 


Rosrnson, J. The international currency proposals. Econ. Jour., June-Sept., 1943. Pp. 15. 


SCHWEITZER, A. The rôle of foreign trade in the Nasi war economy. Jour. Pol. Econ., Aug., 
1943, Pp. 16. 


DE VECH, I. The international clearing union. Am. Econ. Rev., Sept., 1943. Pp. 23. 


Viner, J. Two plans for international monetary stabilization. Yale Rev., Autumn, 1943. 
Pp. 31.7 


Postwar international money stabilization. Fed. Res. Bull, Aug., 1943. Pp. 11. 


Business Finance; Insurance; Investments; Securities Markets 
Coorzr, W. A. An integrated plan for postwar reserve allowances. Jour. Accountancy, 
Sept., 1943. Pp. 8. 


Hussar, J. B. Nonrefunding security flotations and- capital structures. Rev. Econ. Stat., 
Aug., 1943. Pp. 10. 


Keynes, Lorn, The objective of international price stability, Econ. Jour., June-Sept., 
1943. Pp. 3. 

Macur, R. Business, investment and taxation, Trusts and Estates, Oct., 1943. Pp. 4. 

May, G. O. Corporate structures and federal income taxation, Harvard Bus. Rev., Pt. I, 
Autumn, 1943. Pp. 9. 

O'Leary, J. J. Should federal deposit insurance be extended? So. Econ. Jour., July, 1943. 
Pp. 11. 

PURCELL, G. Codperation between SEC and public accountants. Jour. Accountancy, Aug., 
1943. Pp. 4. 


Sticater, S. H. Present savings and postwar markets. Harvard Bus. Rev., Part II, 
Autumn, 1943. Pp. 73. 


Public Control of Business; Public Administration; National 
Defense and War 


Ciarx, J. M. Rejoinder [to Professor Mund on imperfect competition theory and basing- 
point problems]. Am. Econ. Rev., Sept., 1943. Pp. 4. 

DICKINSON, J. Enemy-owned property: restitution or confiscation? Foreign Affairs, Oct., 
1943. Pp. 17. 

Epwarps, C. D. Thurman Arnold and the antitrust A Pol. Sci. Quart., Sept, 1943, 
Pp. 18. 
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` Gorpon, L. The dilemma of pret control, Dun’s Rev., Aug., 1943. Pp. 9. 

Harris, S. E. Subsidies and inflation, Am. Econ. Rev., Sept, 1943. Pp. 16. 

- Hitpesranp, G. H, Jr. Monopolization and the decline of investment opportunity. Am. 
Econ. Rev., Sept., 1943. Pp. 11. 

INNIS, H. A. Decentralisation and democracy. Canadian Jour. Econ. and Pol. Sci., Aug., 
1943. Pp. 14. ` 

Macmanon, A. W. Congressional oversight of administration: the power of the purse. 
I. Pol. Sci. Quart., Sept, 1943. Pp. 35. 

MoreR, J. P. The tactics of retail price control. Quart. Jour. Econ., Aug., 1943. Pp. 25. 

Mux, V. A. Reply to Professor Clark on imperfect competition theory and basing-point 
problems. Am. Econ. Rev., Sept., 1943. Pp. 5. 

Netson, S. Basing-point problems: comment. Am. Econ. Rev., Sept., 1943. Pp, 2. 

NicHoiis, W. H. Constitutional aspects of public regulation of business price policies. 
Jour. Farm Econ., Aug., 1943. Pp. 23. 

PETRE, J. R. Business efficiency in the Canadian war effort. Canadian: Jour. Econ. and 
Pol, Sch, Aug., 1943. Pp. 9. -~ 

Wous, J. W.-The literature of OPA. Michigan Law Rev., Oct., 1943. Pp. 22. 

Wis, H. L. Price stabilization in New Zealand. Econ. Record, June, 1943. Pp. 8. 

Cost of living and price regulation in Mexico. Mo. Lab. Rev., Aug., 1943. Pp. 7. 


Industrial Organization; Price and Production Policies; Business Methods 


Bisson, T. A. Japans new “industrial conversion” program, Far East. Survey, Sept. 8, 
1943. Pp. 3. 
STEIN, G. Free Ching’s industrial production. Far East. Survey, Aug. 11, 1943. Pp. 4. 


. Marketing; Domestic Trade 


Converse, P. D. Tobacco auctions evaluated. Jour. Business, July, 1943. Pp. 13. 

McNar, M. P. Wartime inflation and department stores. Harvard Bus. Rev., Pt. I, 
Autumn, 1943. Pp. 14. ; 

SCHMALZ, C. N. Retail credit in the postwar world. Harvard Bus. Rev., Pt. I, Autumn, 
1949. Pp. 12. 


Mining; Manufacturing; Construction 


Bearz, C. H., Jr. India’s mineral wealth and political future. Foreign Affairs, Oct., 1943. 
Pp. 16. 


Suaw, A. G. L. The Australian coal industry, 1929-1939. Econ. Record, June, 1943. Pp. 18. 
Transportation; Communication; Public Utilities 


STEIN, G. China’s internal transport system. Far East. Survey, Oct. 20, 1943. Pp. 3. 
_ Warner, E. Airways for peace. Foreign Affairs, Oct., 1943. Pp. 17. 


_ Agriculture; Forestry; Fisheries 
Horton, D. C. Finance and effective wartime use of agricultural resources, So. Econ. Jour., 


July, 1943. Pp. 13. 
Jounson, S. E. Food production policies in wartime. Jour. Farm Econ., Aug., 1943. Pp. 15, 
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WiroucHey, G. W. Coôperation. between the state and federat departments of agriculture. 
Iowa Jour. Hist, and Pol, Oct.,-1943. Pp. 27 


Wrrr, L. W. Changes in the agriculture of South Central Brasil Jour, Farm Econ., Aug., 
_ 1943. Pp. 22. 


The United Nations conference on food and agriculture. Internat. Lab. Rev, Aug., 1943, 
. Pp. 18. 


Economic Geography; Regional Planning; Urban Land; Housing 


Stamp, L. D. Land utilisation in Britain 1937-1943. Geograph. Rev., Oct., 1943. Pp. 22. 
THIRLBY, G. F. Permanent resources. Economica, Aug., 1943. Pp. 13. 


Vance, R. B. Human resources and public policy: an essay toward regional-national 
planning. Social Forces, Oct., 1943. Pp. 6. - 


Labor and Industrial Relations 
Branns, B. British prices “ond wage rates: 1939-1941, Quart. Jour. Econ, Aug. 1943. 
Pp, 22. 
Brony, M. S. Wage rates and Eving costs in a war economy. Jour. Business, July, 1943. 
Pp. 38. 


Crocxett, G. W., Je. Reinstatement of employees under the Fair Labor Standards Act. 
Michigan Law Rev., Aug., 1943. Pp. 26. 


Hare, A. E. C. Industrial relations and economic theory. Econ. Record, June, 1943. Pp. 12. 


Haytoorane, G. V. Agricultural manpower. Canadian Jour. Econ. and Pol. Sci, Aug., 
1943. Pp. 18. 


` Jornsrone, E. M. Principles of employment supervision in war and peace. Internat. Lab. 
Rev., Sept., 1943. Pp. 31. 


Locan, H. A. Trends in collective bargaining: a study in causal analysis. Canadian Jour. 
Econ. and Pol. Sci., Aug., 1943. Pp. 17. 


MANIK, S. Problems of legislation relating to. collective bargaining. Canadian Jour. Econ. 
and Pol. Sd., Aug., 1943. Pp. 6. 


Norravr, H. R. Negroes in a war industry: the case of shipbuilding. Jour. Business, 
July, 1943. Pp. 13. 

The Negro and unionism in the Birmingham, Ala., iron and steel industry. So. Econ. 
Jour., July, 1943. Pp. 14. 

Suisten, J. The theory of union wage rigidity. Quart. Jour. Econ., Aug., 1943. Pp. 21. 

The economics of collective wage bargaining: a case study. Jour. Pol. Econ., Aug., 1943. 
Pp. 10. 

Canada’s manpower situation. Lab. Gazette, July, 1943. Pp. 7. 

The employment of prisoners of war in Germany. Internat. Lab. Rev., Sept., 1943. Pp. 3. 

-Employment and working conditions in India. Mo. Lab. Rev., Sept., 1943. Pp. 18. 

Foreign workers and manpower in Germany. Mo. Lab. Rev., Sept., 1943. Pp. 4. 

Juvenile labour in wartime in the United States. Internat. Lab. Rev., Sept., 1943. Pp. 14. 

Manpower requirements for 1943-1944. Mo. Lab. Rev., Aug., 1943. Pp. 8. 

Sources of labor supply for the war. Mo. Lab. Rev., Aug. 1943. Pp. 3. ' 

Wartime labor control in the Union of South Africa. Mo. Lab. Rev., Sept., 1943. Pp. 11. 

Wartime labor productivity in railroad transportation. Mo. Lab. Rev., Sept., 1943. Pp. 8. 
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_ Social Insurance; Relief; Pensions; Public Welfare 


Burns, E. M. The Beveridge Report. Am. Econ. Rev., Sept, 1943. Pp. 22. 

Hrrman, S. The food stamp plan: termination. Jour. Business, July, 1943. Pp. 22. 

Hiescuretp, G. $20 billion for social security? Trusts and Estates, Aug., 1943. Pp. 9. 

Muss, L. A. Government and social services in Ceylon. Far East. Survey, Aug. 25, 1943. 
Pp. 4. 

Rosson, G. B. Old-age security and the war. Jour. Accountancy, Oct., 1943. Pp. 13. 


WaAtxer, E. R. Minimum welfare standards as a post-war objective. Internat. Lab. Rev., 
Oct., 1943. Pp. 17. 


Characteristics of applicants for old-age and survivors insurance. Mo. Lab. Rev., Sept., 
1943. Pp.. 6. 

Economic rehabilitation of prisoners of war in France. Internat. Lab. Rev., Oct, 1943. 
Pp. 13. 

Family allowances in various countries. Mo. Lab. Rev., Aug., 1943. Pp. 12. 

The first British industrial conference. Internat. Lab. Rev., Oct., 1943. Pp. 19. 

The rehabilitation and resettlement of disabled persons in Great Britain: report of the 
interdepartmental committee. Internat. Lab, Rev., July, 1943. Pp. 13. 

Social planning in Sweden, Internat. Lab. Rev., Sept., 1943. Pp. 8. 


Consumption; Income Distribution; Codperation 


APEL, H. Self-liquidating wages. Soc. Research, Sept., 1943. Pp. 11. 

FisHer, L. H, What is a minimum adequate farm income? Jour. Farm Econ., Aug. 1943, 
Pp. 9. 

Go, N, L. and Entow, M. The demand for food by low income families. Quart. Jour. 

Econ., Aug., 1943. Pp. 34. 

Horr, E. C. Agriculture's share of the national ec Canadian Jour. Econ. and Pol. 
Sci., Aug., 1943. Pp. 10, 

Reoors, E. C. The distribution of incomes in the United States, Economica, Aug., 1943. 
Pp. 10. 

Work of reconstruction codperatives in France after First World War. Mo. Lab. Rev., Aug., 
1943. Pp. 6. 


Population; Migration; Vital Statistics 
BRUNER, J. S. How much postwar migration? Am. Jour. Soc., July, 1943. Pp. 7. 


NOTES 


PROGRAM OF THE, FIFTY-SIXTH ANNUAL MEETING OF 
THE AMERICAN ECONOMIC ASSOCIATION 


As announced in the September number of THe AMERICAN Economic Review, the 
American Economic Association has arranged a joint program with the American Political 
Science Association and the American Society for Public Administration, to be held in 
Washington, D.C., January 20-23, 1944. Although this meeting cannot take on all aspects of 
the annual meeting of the Association, regular business meetings of the Association and of 
the Executive Committee will be held at this time and place. This meeting is construed as 
more a local than a national one, and because of the transportation situation it is expected 
that attendance will be limited mainly to those in the immediate vicinity. It is hoped that 
local meetings will be organized in metropolitan and university areas, to be held con- 
currently with the Washington meetings. Members who wish to arrange such local meetings 
will please communicate with the. Secretary of the Association. 

The present seems a most logical and opportune time for these three Associations to 
meet together and every effort has been made to secure a program which will deal in a 
statesmanlike manner with long-run post-war economic, political and administrative prob- 
lems. A few details remain to be cleared up, but the program as printed below is in prac- 
tically final shape. The sessions on public finance have been arranged by Professor Simeon 
E. Leland. The rest of the program has been arranged by President A. B. Wolfe in 
consultation with Professor Marshall E. Dimock, Program Chairman of the American 
Political Science Association, and with the advice of a large number of members of the 
American Economic Association. Please note that the Economics and the joint Economics 
and Political Science sessions are here listed. 


Thursday, January 20 
8:00 p.m. Public meeting: United States Leadership in the Post-War World 
Speaker to be announced, “United States Leadership in the Post-War World” 
J. B. Condliffe, Carnegie Endowment for International Peace, “The Economic 
Organization of Welfare” 
Discussion: To be arranged 


Friday, January 21 
10:00 am. 1. Joint meeting: Political Economy, Political Science and Values 
Raymond T. Bye, University of Pennsylvania, “Some Criteria of Social Economy” 
.J. M. Gaus, University of Wisconsin 
Discussion: J. J. Spengler, Duke University 
2. Joint meeting: The Implemental Aspects of Public Finance 
Roy Blough, Director of Research and Statistics, Treasury Department, ‘Public 
Finance, Economics, Politics, and Administration” 
Harold M. Groves, University of Wisconsin, “Needed Changes in the Post-War 
Federal Tax System” 
Discussions William Anderson, University of Minnesota 
Walter A. Salant, Office of Price Administration 
Gerhard Colm, Bureau of the Budget 
Ralph E. Flanders, Jones and Lamson Machine Company, Springfield, 
Vermont 
12:30 Pr.. Joint luncheon meeting 
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~ Joseph Eastman, “Public Administration of Transportation under War Conditions” 
2:30 pas. 1, Joint roundtable: The Educational Function of Economists and Political 
Scientists 
Leaders: J. M. Clark, Columbia University 
Frank H. Knight, University of Chicago 
Robert D. Leigh, Bennington College 
- William Anderson, University of Minnesota 
2. Economics meeting: Social Security 
Eveline M. Burns, Washington, D.C., “Social Insurance £ in Evolution” 
Edwin E. Witte, Chairman, Regional War Labor Board, Detroit, “What We Should 
Expect from Social Security” 
Discussion: J. Douglas Brown, Princeton University 
` CE. W. Bakke, Yale University 
` Emerson P. Schmidt, Committee on Economic Development 
6:00 p.m. Dinner and meeting of American Economic Association Executive Committee 
6:30 P.M. Joint dinner meeting: Speaker to be announced 
7:00 P.t. Business meeting of American Economic Association 
8:00 p.m. Presidential address: A. B. Wolfe, Ohio State University 


Saturday, January 22 


: 10:00 ax. 1. Economics meeting: The Structure of Post-War American Business 
Theodore N. Beckman, Obio State University, “Large and Small Business -after the 
War” 
Theodore O. Yntema, University of Chicago and Committee on Economic Develop- 
ment, “ ‘Full’ Employment in a Private Enterprise System” 
Julius Hirsch, New York, “Facts and Fantasies Concerning Full Employment” 
Discussion: Edwin G. Nourse, The Brookings Institution 
Sumner H. Slichter, Harvard University and Committee on Economic 
Development ; 
Chalmers Hammill, Antitrust Division, Department of Justice 
: J. Raymond Walsh, Congress of Industrial Organizations 
2. Joint meeting: Political Economy, Political Science, and Values 
Arthur Salz, Ohio State University, “The Present Position of Economics” 
Herbert von Beckerath, Duke University, “Interrelations between Moral and Economic 
Factors in the Post-War World” 
Francis G. Wilson 
Discussion: Wesley C. Mitchell, Columbia University 
Frank H. Knight, University of Chicago 
Frank D. Graham, Princeton University 
3. Joint roundtable: Bureaucracy in Government and Business Corporations 
Leaders: Walton H. Hamilton, Yale University - 
Lloyd G, Reynolds, The Johns Hopkins University 
2:30 P.M. 1. Economics meeting: Post-War Public Finance 
Carl Shoup, Division of Tax Research, Treasury Department, “The Future Federal 
Interest Charge in Relation to National Production and Taxable Capacity” 
Simeon E. Leland, University of Chicago, “The Management of the Public Debt after 
the War” 
Discussion: A. P. Lerner, New School for Social Research 
Simon Kuznets, War Production Board 
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Dan Smith, Harvard University - 
Lawrence H. Seltzer, Wayne University 
2.. Economics meeting: Post-War Labor Problems 
Carroll R. Daugherty, National War Labor Board, “Union Policies and Leadership 
after the War” 


George W. Taylor, Chairman, War e Board, “Wage Regulation in Post-War 
America” 
Lewis L. Lorwin, Washington, D.C., “Labor’s Post-War International Organization” 
Discussion: David Kaplan, International Brotherhood of Teamsters 
David A. McCabe, Princeton University 
Ernesto Garzala, Pan American ‘Union 
Robert J. Watt, International Representative, American Federation of Labor 


‘8:00 p.m. Presidential address: Robert E. Cushman, Cornell University, “Civil Liberty 
after the War” 


Sunday, January 23 
10:00 As. 1. Economics meeting: Post-War Domestic Monetary Problems 
C. R. Whittlesey, University of Pennsylvania, “Problems of Our Post-War Monetary 
and Banking System” 
Karl R. Bopp, Federal Reserve Bank, Philadelphia, “The War and The Future of 
Central Banking” 
Discussion: John K. Langum, Federal Reserve Bank, Chicago 
Lawrence H. Seltzer, Wayne University . 
2. Economics meeting: Economic Theory in Relation to the Long-Run Post-War 
Situation 
Z. C. Dickinson, University of Michigan, “The Problem of Incentive in a Regulated 
Capitalistic Economy” 
Morris A. Copeland, War Production Board, “How to Achieve Full and Stable 
Employment” 
Discussion: a C. Baker, Harvard University 
R. A. Gordon, University of California 
3. Economics meeting: International Trade 
Jacob Viner, University of Chicago, “Economic Relations between Divergent Eco- 
nomic Systems” 
Corwin D. Edwards, Antitrust Division, Department of Justice, “International Cartels 
as Obstacles to the Regulation of International Trade” 
Percy W. Bidwell, Council on Foreign Relations, “United States Tariff Policy after 
the War” 
Discussion: Arthur R. Upgren, Federal Reserve Bank, Minneapolis 
Eugene Staley, Washington, D.C. 
12:30 P.t. Joint luncheon meeting 
Sir Arthur Salter 
T. V. Soong 
2:30 p.m. 1. Joint meeting: Regional Problems 
W. L. Holland, Institute for Pacific Relations, “The Political Economy of the Pa- 
cific? - j 
Dana Munro, School of Public and International Affairs, Princeton University, “Our 
Post-War Economic Relations with Latin America” 
Discussion: S. R. Chow 
George Wythe, Liaison Officer, Department of Commerce 
Amos Taylor, Director. of the Bureau of Foreign and Domestic ‘Commerce 
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2. Joint EEEE Post-War Europe 

3. Economics meeting: International Monetary Problems’ 

John H. -Willianis, Harvard University and Federal Reserve Bank, New York, 
“International Monetary Plans”. 

Howard S. Ellis, University of California, “Can National and International Monetary 
- Policies be Reconciled?” 


Discussion: Redvers Opie, British Embasey 
J. W. Angell, Columbia University 
Frank D. Graham; Princeton University 
4:-Joint meeting: The Post-War Legal and Economic Position of American Women 
Viva. B. Boothe, Director of the Bureau of Business Research, Ohio State University, 
“The Post-War Gainful Employment of Women” 
Speaker to be announced, “Constitutional Equality versus Protective Legislation for 
Women” 
Mary Anderson, Director, Women’s Bureau, Department of Labor, “The Post-War 
Réle. of American Women” 
6:00 r51, Dinner meeting of American Economic Association Executive Committeee 
7:00 p.m, Business meeting of the American Economic Association 


8:00 pac. Economics meeting: Symposium by Past Presidents of the American Economic 
Association, What Should Be the Relative Spheres of Private Business and Govern- 
ment in Our Post-War American Economy?” . f 


The folowing names have recently been added to the membership of the AMERICAN 
Economic ASSOCIATION : 


Adler, H, A., 42 Walter Hastings Hall, Harvard University, Cambridge, Mass. 

Bel, W. J., 1438 Wolf St, Philadelphia 45, Pa. 

Bernt, H. H., 117 Grove St., Elmira, N.Y. 

Bingham, V. A., 7201 Fifth Ave., Kenosha, Wis. 

Bittner, M. R., 1034 Hamilton St., Allentown, Pa. 

Bravo, E. C., 3870 Rodman St. NW, Washington, D.C. 

Briggs, W. S., School of Business Administration, Rhode Island State College, Kingston, 
Buhr, O., 505 Lincoln Rd., Grosse Pointe 30, Mich. 

Cahn, F. B., Pikesville, Mad. 

Cárdenas, j. V., Edificio “Sud-América,” Segundo Piso, Plaza San Martin, Lima, Peru. 
Caverly, H. L., 1000 Penobscot Bldg., Detroit 26, Mich. F 
Chatfield-Taylor, W., 1743 22nd St. N.W. Washington, D.C. 

Clough, S. B., Social Science Research Council, 230 Park Ave., New York, N.Y. 
Cook, F. H., 523 Fairway Dr., State College, Pa. 

Craf, J. R., Department of Military Science and Tactics, Stanford University, Calif 
Decker, J., 336 17th PL N.E., Washington, D.C. 

Felton, J. R., 2197 Divisadero St., San Francisco, Calif. 

Fuller, Lt. (j.g.) D. R., 2302 41st St. N.W., Washington 7, D.C. 

Grubbs, W. M., 705 Faculty St., Boone, N.C. 

Hartland, P. C, Mount Holyoke College, 14 Porter Hall, South Hadley, Mass. 
Herbert, C. P, St. Paul Bureau of Municipal Research, Athletic Club Bldg., St. Paul, Minn. 
Hoeber, F. P., ’2108 Key. Blvd., Arlington, Va. 

Hogan, T. E., 25 Holt PL, Takoma Park, Md. 

Jacobson, S, 3626 Kings Highway, Brooklyn, N.Y. 

Jones, S. V., 40 E. 49th St., New York 17, N.Y. 

Liberfarb, S., 1727 R St. N.W., Washington, D.C, 

Lilliston, L. F., 745 Forest Ave., Oak Park, H. 

Lopez-Fresquet, R. A., E. No. 409, Apartamento 301, Vedado, Havana, Cuba. 

MacRae, D., Jr., 8 Dana St., Cambridge 38, Mass. 

Maguire, T. P., 3744 Notthingham, Houston 5, Tex. ts 


` 
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- McKay, R., 15 E St. N.W., Washington, D.C. 
Model, M., "1076 Ss. Edison St., Columbia Forest, Arlington, Va. 
Montes, O. G., Calle C No. 408; entre 17 y 19, Vedado, aes be Cuba. . 
Moore, Pvt. G. S., c/o Mr. S. S. Evans, Mertzon, Tex. oar 
Nerboso, Mrs. R. W., 4635 Hillside Rd. S.E. Washington, D.C. - 
- Nixon, R. A., 325 N. Thomas St., Arlington, Va. 
Oxenfeldt, Mrs, G. E., 1841 Athens St., Boulder, Colo. 
Penery, J. E., Jr., Room 830, Barr Bidg., 17th St. N.W., Washington, D.C. 
Puente-Duany, R. B., 1930 Pennsylvania Ave. N.W., Washington 6, D.C. 
Rabinowitz, S., 1309 "Decatur St. N.W., Washington, D.C. 
Raymond, F. i, 629 W. Washington Blvd., Chicago 6, II. 
Somat M., Spencerville, Md. 
Sard, E. L., 3014 Gainesville St. S.E., Washington, D.C. 
Seitzer, L., “Apt. 4, 1747 Galen St. SE, Washington, D.C. 
Smith, T., 3101 Pennsylvania Ave. SE. Washington 20, D.C. 
Smith, V. R., Confederation Life ‘Association, 12 Richmond St. E., Toronto, Canada. 
Spitzer, F. I., 6315 Waldron St., Pittsburgh, Pa. 
-Szatrowski, VA Northwestern University, 1822 Sheridan Rd. ı Evanston, I. 
Takahaski, S., 5738 Drexel Ave., Chicago, DL 
Voss, W. J., 439 Ingraham St. N.W., Washington 11, D.C. 
Walradt, D., 411 W. 10th Ave., Columbus 1, Ohio. 
Zaret, H., 3104 19th St. N.W., Washington 10, D.C. 


The Social Science Research Council has appointed a Committee on War Studies con- 
sisting of the following members: Roy F. Nichols, Donald Young, Pendleton Herring, 
John A. Krout, Edwin G. Nourse, Paul T. Homan, J. P. Baxter HI, and Shepard P. 
Clough, Executive Secretary. The committee has undertaken as its initial task the presen- 
tation of topical survey outlines of the impact of World War M upon the following areas 
of American life: (1) economic, (2) social, (3) political, (4) administrative, (5) foreign 
relations, (6) military, (7) intellectual, and (8) scientific and technological. 

It is hoped that these outlines will create interest in the problems involved and stim- 
ulate special detailed studies of segments of the larger areas. Copies of the outlines may 
be secured from the Executive Secretary, who should be addressed at the office of the | 
` Social Science Research Council, 230 Park Avenue, New York City. 

The committee has associated itself with the Committee on War Records Administra- 
tion, a body set up within the Bureau of the Budget, to form the Advisory Council on 
War History. This association serves both to unify the efforts to secure adequate coverage 
in the writing of war history and to facilitate the efforts of private scholars in securing 
access to war records. ‘The chairman of the Advisory Council is Professor Guy Stanton 
Ford. 

The following error has been discovered in the review of Earl Browder’s Victory—and 
After? by Carl Landauer in the September 1943 number of this Benes, pages 675-677. At . 
page 677, line 11, read did for do. 

Richard T., Ely died October 4, 1943. 

Paul T. Cherington died April 24, 1943. 

Abby L. Marlatt died on June 23, 1943. 

Mark A. Smith, chief economist of the United States Tariff Commission, died June 17, 
1943, after séveral months’ illness, 


Appointments and Resignations 


Clark Lee Allen has resigned his position with the Office of Price Administration in At- 
lanta, and is now teaching in the Military Government Fiscal School at Duke University. 

A. E. Andress, formerly assoclate professor at Hiram College, Hiram, Ohio, has been 
promoted to a full professorship, 

Willard C. Beatty has resigned his position as assistant professor of economics at Brown 
University to accept the position of comptroller of the Lonsdale Company, cotton textile 
manyfacturers. 


x 
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Grece Beckett of the department of economics of the University of Ilinois has been 
advanced from the rank of instructor to that of associate. 

J. F. Bell, professor of economics at the University of Illinois, has been serving as a 
public member of tripartite panels under the Regional War Labor Board in Region VI. 

Thomas Senior Berry, instructor in economics at Duke University, is on leave while 
serving as senior economist with the Office of Price Administration in Atlanta, Georgia. 

George E. Bigge of the Social Security Board is offering a course in social security in 
the Graduate School of Social Science, Catholic University of America, during 1943-44. 

Roy G. Blakey of the University of Wisconsin and consultant of the Council of State 
Governments, has been elected president for the year 1943-44, of the National Tax Asso- 
ciation,’ i 

Jacob J. Blair, assistant professor of economics at the University of Pittsburgh, is on 
leave of absence during the current academic year to work with the U. S. Conciliation 
Service of the Department of Labor. 

Henry Simon Bloch has been made instructor in the department of economics at the 
University of Chicago. 

Mary D. Brown, formerly of Weber Junior College, Ogden, Utah, has been appointed 
to the faculty of the business department, University of Utah. 

Daniel Houston Buchanan, professor of economics, University of North Carolina, is 
visiting professor of economics at the University of Chicago. 

Norman S. Buchanan of the University of California is visiting associate professor in the 
Columbia University School of Business for the year 1943-44. 
_ Henry Buechel, lecturer in the College of Economics and Business, University of Wash- . 

ington, was appointed director of disputes for the National War Labor Board, Seattle, 
Washington. 

James Dixon Calderwood resigned as instructor in economics at Ohio State University 
to accept a war job as associate economist with the Office of Foreign Agricultural Relations, 
U. S. Department of Agriculture. 

Robert D. Calkins, dean of the Columbia University School of Business, has been ap- 
pointed a class C director of the New York Federal Reserve Bank, 

John B. Canning of the department of economics of Stanford University is on leave 
for the duration of the war and is serving in the Food Distribution Administration, De- 
partment of Agriculture, Washington, D.C. 

R, H. Coats has been appointed visiting professor of statistics in the department of 
political economy at the University of Toronto. 

Hazel R. Coutts has been appointed instructor of business administration at West Vir- 
ginia University. 

George W. Dandelake, formerly assistant professor of accounting at the University of 
Florida, is now the junior partner of the firm of Smith and Dandelake, Certified Public 
Accountants, in Jacksonville. 

John Raymond Dier has been appointed junior assistant in the department of economics, . 
School of Commerce, Accounts, and Finance, New York University, for 1943-1944. _ 

Joel B. Dirlam has resigned as utilities analyst with the Securities Exchange Commission, ` 
and accepted a position as instructor in economics at the University of Vermont. 

A. B. Drucker, on leave from American University, lectured in economics at the Uni- 
versity of Washington during the autumn quarter of 1943. 

Allen B. Edwards, formerly instructor in economics at the University of Virginia, has 
been appointed associate professor of economics at Mercer University, Macon, Georgia. 

Wirth F. Ferger has resigned from the Food Distribution Administration, Department 
of Agriculture, to become 2 member of the Business and Industrial Research Committee 
of the Income Tax Unit of the Bureau of Internal Revenue. 


